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Key Take Aways







The African economy has experienced its best growth decade on record. With economic growth averaging in excess of five percent since 2000, Africa’s economic growth has outpaced the global average by more than two percent per annum since the turn of the millennium.







Africa’s economic growth over the past decade has been shaped and influenced by a combination of structural changes, supported by carefully managed policy adjustments and global economic buoyancy, which have contributed significantly to the dramatic changes and rise of Africa’s economy since 2000.







Whilst Africa may be the world’s fastest growing continent, it also is the world’s least globalised – or internationally integrated – region. Rising integration represents tremendous potential for sustained socio-economic gains in Africa’s economies.







Economic integration takes place through various channels, including the movement of goods and services, financial integration, flows of knowledge and information and the movement of people.







Although Africa’s economic integration has risen steadily – and substantially – over the last decade it has a long way to go to catch up with the rest of the world.







Connecting economies – whether they are in Africa, Asia or Europe – with each other and the rest of the world is a fundamental prerequisite for their economic growth and development.







Achieving greater economic integration – regionally as well as globally – and developing increased sophistication in these economic relationships will set African economies up to sustain the material social and economic advances achieved since the turn of the millennium.
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Executive Summary The past fifteen years has been witness to a collective rush forward amongst African economies which, for a long time, had lagged the advances made by the world economy. Cyclical factors, including elevated commodity prices and global economic buoyancy, play some role in explaining the economic gains that have been achieved. However, there is an increasing body of evidence that points to structural factors as being the more powerful contributor to this rush forward which, in turn, points to the prospect of sustained economic and social improvement. Although the influences of factors vary from country to country, there is a growing recognition of at least four common structural factors that have played – and continue to play – an important role in this regard. In no particular order, these factors include robust commodity prices and new sources of demand coming out of dynamic markets; material improvements in economic management and policy platforms; debt relief and substantial, sustained debt improvement amongst many economies; and early evidence of Africa’s demographic dividend. Notably, in the last ten years a fifth structural factor has begun to makes its influence felt, namely economic integration. In this regard, economic integration or, more colloquially, “globalisation” takes place through four main channels, namely the flow of goods and services in the form of international trade (T); financial integration via the movement of capital (C); flows of knowledge and information (I); and the movement of people (P), which ranges from tourists to highly skilled workers. Notably, the so-called TCIP framework that flows from this analysis reveals a growing body of evidence which shows that cross-border interactions, economic openness and integration drive economic growth and socioeconomic advancement. Notably, whilst economic integration takes place through these four main channels, it is recognised that integration takes many forms that include a consideration of depth and breadth as well as the geographic nature of economic connections. On this score, depth refers to the extent of economic connections – where a country that has a high degree of connectedness with outside economic partners via TCIP flows would be considered to be “deeply” integrated. In measuring breadth, a country that has a more diversified portfolio of TCIP flows would be considered to be “broadly” integrated. Dissecting connectedness in this manner is imperative as depth and breadth each play a role in explaining the contribution that economic integration plays in driving socio-economic improvement. In the same way measuring the geographic nature of economic integration is instructive because regional integration – or connecting to neighbours – is found to be a more powerful and sustained contributor to socio-economic advance than global integration per se. In short, economic integration matters to socio-economic advance, and measuring the shape and nature of economic integration affords insights into the degree, health and sustainability of these relationships. It is against this backdrop that this report is dedicated to the construction of the Visa Africa Integration Index which measures the nature and extent of global and regional economic integration for sub-Saharan Africa’s 11 biggest economies across three geographic clusters, namely: i. ii.



West Africa, which includes Ghana and Nigeria; East Africa, which includes Kenya, Uganda, Rwanda and Tanzania; and 8



iii.



Southern Africa, which includes South Africa, Angola, Mozambique, Zimbabwe and Zambia.



These 11 constituent countries are highly representative of the region, with a combined population of 437 million people, or 55 percent of Africa’s total population at the end of 2012. The index that is constructed is based on more than 4 million data points, including a wealth of proprietary data drawn from Visa sub-Saharan Africa, to generate economic integration scores and final country and regional indices on a semi-annual basis for the period 2011-2012. The index results for the end of the survey period are summarised in the figure below. A numeric value is assigned to the elements that contribute to economic integration, namely global breadth; global depth; regional breadth; and regional depth. These elements are then summed to yield a final index which measures the nature and extent of economic integration at the country level against a global median score of 100. Component Contributions to the Visa Africa Integration Index (2012)
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The results of our study point to five main findings which are detailed in this report. First, the index confirms that Africa is still the least integrated region in the world. However, and arguably more importantly, there are signs of change. Although improving off a modest base, all 11 of the countries that make up the Visa Africa Integration Index have undergone positive structural transformation in terms of rising economic integration over the period measured, namely the four half-year periods that make up 2011 and 2012. In some cases the improvements are modest. Zimbabwe and Angola record gains in integration that amount to less than one percent per year. In other cases the gains are swift and substantial. Rwanda’s index score rises by almost 20 percent over the two years. Ghana, Nigeria and Zambia all record a robust single digit improvement in economic integration. The South African economy maintains the 9



highest score for the Visa Africa Integration Index, improving from 61.1 at the start of 2011 to 63.3 at the end of 2012. Second, given the rapidly improving economic environment and composition, the socioeconomic gains that come with rising integration will translate into rising investment opportunities and prospects for new business relationships in the 11 countries covered. This is evidenced in many ways, including consistent improvements in depth and breadth – or the extent and sophistication – of integration over the measurement period. Third, the evidence points to the low levels of regional connectedness collectively displayed by African economies. Trade relationships are one way in which this is illustrated: Africa’s intra-regional trade amounted to just 13.1 percent of its total trade in 2011 whilst intra-regional trade for South-East Asia and Europe accounted for 50.2 percent and 72.1 percent of total trade, respectively. That said, regional integration demonstrates itself to be one of the more powerful drivers of Africa’s rising integration. This is an important outcome given that regional integration is a consistently more significant contributor toward economic progress and social development than global integration. Fourth, we find that there are case of material disconnect in some countries that do not follow the anticipated trend results. This allows for useful insights into country dynamics, economic challenges and prospects. Cases in point are the Angolan and South African economies which show materially higher connectedness with the rest of the world than with neighbours. This represents a lost opportunity that each economy will benefit from in redressing. The same argument holds at the level of the clusters that we examine. For example, whilst all three clusters display rising economic integration, the Southern African cluster materially lags the experiences in East Africa and West Africa. Fifth, Africa and more specifically, according to the results of this study, sub-Saharan Africa is not one country or a place. The region is not one amorphous aggregate. Rather, the findings enforce the point that each of the 11 countries that make up the index, and their three regions that we measure, represent a rich tapestry of economies that have unique and discernible attributes that influence and inform the way in which they integrate with the world economy and with whom they connect. Regardless of how we approach the results produced by the Visa Africa Integration Index, our findings are unambiguous in at least two regards. First, whilst coming off a modest base, the economies that we measure are rising in terms of the degree and sophistication of economic integration. Second, although the economies to a case have some way to go in terms of catch up, they are catching up with the aid of structural or entrenched drivers. As such, while the leap forward that has been taken by so many African economies over past fifteen years is a significant one, they have a long way to go still. These attributes represent remarkable social, economic, business and investment prospects for Africa and her citizens. The paper consists of six chapters. Chapter 1 explores Africa’s recent economic “rush forward”, including a consideration of the structural drivers. Recognising that rising economic integration presents itself as a structural driver, Chapter 2 explores the arguments and evidence behind economic integration3 using the TCIP framework as the basis for examination. Chapter 3 considers the evidence surrounding Africa’s rising economic integration. The toolkit that we employ for measuring economic integration is set out in Chapter 4 along with a consideration of data issues. The results of the study 10



are written up in Chapter 5 for the 11 countries and three regions that make up the Visa Africa Integration Index. Chapter 6 is devoted to concluding remarks.
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Chapter 1: Africa’s Rush Forward 1.1 Introduction The African economy has just emerged from its best growth decade on record. After capitalising on the global commodity boom spurred by the rapid industrialisation of Asia – especially China and India – it is widely anticipated that this growth will continue. A particularly feature of this surge in economic performance that demands noting is Africa’s traditional growth drivers that reside in the commodities sector and resource extraction have been joined by forces that lie beyond these traditional drivers. Moreover, the available evidence suggests that these fresh and increasingly diverse drivers will contribute to sustaining Africa’s economic performance of the past decade or so. However, this bullish economic outlook for Africa is relatively new. Over the course of the 20th century the African economy failed to advance meaningfully, with little or no economic growth or progress enjoyed by Africans. In 1900, income per person for the continent stood at $601, equivalent to 50 percent of the global average of $1,261 at that time.1 By 2000, global per capita income had grown in real terms at 1.6 percent per year to reach $6,038. Yet Africa had failed to keep up, with income per person growing at just 0.9 percent a year, measuring $1,447 per person at the end of the period (see Figure 1). Moreover, almost all of this growth was explained by a handful of the 53 countries that made up the continent 12 years ago. This comprised of mostly North African economies and a few economies from sub-Saharan Africa, including South Africa and Botswana. The 20th century was by and large a lost century for Africa.



1



All references to $ infer United States dollar, unless otherwise specified.
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Figure 1: Income per Person from 1900 to 20002
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At the start of the new millennium, the state of African development was dire.3 About 300 million Africans, or 45 percent of the population, were living in absolute poverty on less than $1 per day, more than any other region in the world. Life expectancy for Africans stood at 49 years, compared to an average 78 years in the advanced economies. Asian and Latin American life expectancies were 62 years and 72 years, respectively. African countries accounted for 24 of the bottom 25 places in world infant mortality tables; and of the 25 poorest countries in the world at the time, 22 were African. Indeed, the extent of Africa’s socio-economic stagnation led The Economist, in May 2000, to describe Africa as “The Hopeless Continent” in its cover article (The Economist, 2000). Since then, however, the story has changed dramatically. Africa’s economic performance over the past ten years and the continent’s outlook is anything but hopeless. Over the past decade Africa’s economic growth has outpaced the global average by more than two percent per annum (Figure 2).



2 Data



are based on Angus Maddison’s statistics on world population, gross domestic product (GDP) and income per person for the period 1AD to 2008AD for 182 geographies. The full data set is located at www.ggdc.net/MADDISON/oriindex.htm. Figures in Exhibit 1 are reported in terms of purchasing power parity at 2000 prices. 3 For ease of exposition, the term “Africa” refers to sub-Saharan Africa in the remainder of this report, unless otherwise stated.
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Figure 2: Economic Growth (%) from 2000 to 2010
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The African economy has come to rank amongst the fastest growing in the world, having grown faster than the established Asian economic success stories during almost all of the last ten years (Figure 3). Six of the world’s ten fastest-growing economies between 2001 and 2010 are African and, contrary to conventional wisdom, the world’s fastest growing economy over this period was not China but Angola, which grew at an annual average rate of 11.1 percent versus China’s 10.5 percent.
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Figure 3: Economic Growth by Region
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Certainly, Africa’s reversal in fortune is undeniable. A combination of robust commodity prices; improved economic management and healthier policy platforms; substantial debt relief; and increased international trade and private capital flows have contributed substantially to the continent’s dramatic turnaround and also suggest themselves as sustainable contributors to the regions positive trajectory (Economist Intelligence Unit [EIU], 2012a). Despite the remarkable performance since the turn of the century, Africa remains the world’s least globalised region. It is far less connected to the global economy and its value chains than the likes of Asia, Latin America, North America and Europe. Of the world’s different regions, Africa also is the least connected internally. The flow of goods, services, capital, people and information between African economies is exceptionally low compared with the intra-regional flows in other parts of the world. This is a binding constraint and serious concern for Africa’s economic potential. In the same breath, Africa’s connectedness is also relevant to economic progress in the world at large. Africa is no longer part of the problem around global economic development, it now is part of the solution and its connectivity is a key factor in contributing to the region’s growth as well as world economic growth. Against this backdrop, this report is devoted to a detailed consideration of the state of Africa’s economic integration and the role that integration might play in shaping Africa’s economic surge. However, before considering integration, we first establish the context by considering what we identify as the four key drivers of Africa’s recent economic rush forward.
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1.2 Four Drivers i.



Robust Commodity Prices and New Sources of Demand



Whilst the past decade offers strong evidence of Africa’s economies becoming increasingly diversified and growing in industrial capacity and sophistication, it remains the case that Africa’s economies still are dominated by resource extraction, the production of commodities and the export of these basic goods to the rest of the world. It is an inescapable result, then, that a first factor that helped kick start Africa’s economic growth at the turn of the century was the strong performance recorded by the world economy. In turn, this strong global economic growth spurred commodity prices steadily higher – at least until 2007, when the Global Financial Crisis made its effects felt. As shown in Figure 4, between 2000 and 2007, the CRB Spot Commodity Price Index, IMF Nonfuel Primary Commodity Price Index and IMF Energy Commodity Price Index all rose significantly, representing a material windfall gain for the Africa’s many commodity-rich economies. Figure 4: Commodity Price Indices 130 120 110 100
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Moreover, whilst higher commodity prices assisted the export sectors of many African economies, strong growth in world demand for basic commodities also promoted export volumes. Between 2000 and 2007 world consumption of four important African commodity exports – platinum, copper, iron ore and oil – grew by an average 5.8 percent per annum. In each case, the rate of growth in volumes was well in excess of the long-term average rate of expansion (see Figure 5).
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Figure 5: Average Annual Growth on World Consumption by Commodity Basket 10 1980-1995
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Notably, the Global Financial Crisis of 2007-08 and the ensuing “Great Recession” only dented the growth performance of emerging and developing economies, whose real GDP and industrial activity quickly recovered to pre-crisis trends. This has been the case especially in large, new markets, such as China, where strong stimulatory policies further fuelled commodity-intensive investment and spurred much of the recovery in commodity markets. The buoyant recovery in emerging markets was behind the rapid return to demand for commodities as early as mid-2009, since which time commodity prices have rebounded to pre-crisis levels (as shown in Figure 4). Indeed, despite the sluggish state of advanced economies in the aftermath of the Global Financial Crisis, global demand for base metals surpassed pre-crisis peaks during the first quarter of 2010 (see Figure 6). Similarly, global oil demand increased by more than three percent in 2010, a rate close to the previous peak in demand growth in 2004.
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Figure 6: Global Demand for Base Metals and Oil 120 Aluminium
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These developments suggest that the Global Financial Crisis has not fundamentally changed the rising demand pattern that emerged in commodity markets in the 1990s and early 2000s. Per capita income in key emerging economies is serving to replace demand that has been lost in advanced economies as they devote energy to gathering themselves up in the aftermath of the Global Financial Crisis. This is because emerging economies are at a point where demand for commodities increases as incomes rise and, equally importantly, from a structural stance, these countries are in good shape. Put together, these structural factors that characterise emerging markets help explain the unusual length of the current commodity boom and also point to the demand for commodities and commodity prices staying elevated (Radetzki, 2006). Notably, while the “rise of the rest” will be the main source of new demand for Africa’s primary product exports, it also will create demand for new sets of goods and services produced in African economies. Whilst recognising the role that higher commodity prices have played in promoting economic growth in Africa, it would not be accurate to characterise the region’s growth story of the past decade purely as commodity based. By one estimate, the commodity sector explains only one-third of Africa’s economic growth in recent years. This observation is supported by GDP figures which show that a minority of African economies derive more than one-third of GDP directly from commodity contribution (see Figure 7).
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Figure 7: Sector Contributions to GDP 70 Angola
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Disaggregated GDP data confirm that the commodity boom explains only part of Africa’s economic growth story. Leke, Lund, Roxburgh and Van Wamelen (2010) estimate that natural resources generated just 24 percent of Africa’s GDP growth from 2002 to 2007, with an additional 8 percent coming from government spending that was funded by commodity-generated revenue. The remaining two-thirds came from other sectors, including wholesale and retail, transportation, telecommunications, and manufacturing (Figure 8). This point is underscored by the fact that African countries with and without significant commodity sectors or large resource exports had similar GDP growth rates over the last decade.
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Figure 8: Sector Share of Real GDP Growth from 2002 to 20074
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It remains the case, though, that resource extraction and commodities production are key contributors to Africa’s economy, and that the rise in demand for commodities and the increases in resource prices of the past decade have served to kick start economic performance. Moreover, whilst it is evident that the secondary and tertiary sectors are becoming more important growth drivers, in many instances these forces are responses to the primary commodity sector stimulus. Examples of this include secondary sector infrastructure developments – such as ports, new energy plants and smelters – and tertiary sector developments – such as banking, insurance and related financial services. ii.



Improved Economic Management and Policy Platforms



A second important contributor to Africa’s rush forward since the turn of the century has been the steady improvement observed in economic management. In many places, the origins of these improvements lie well before the turn of the century. However, the benefits have been evidenced clearly during the last ten years as African governments increasingly adopted policies that have energised and supported business activity and markets. Amongst other policy actions, since the 1990s many African governments pursued policies to privatise state-owned enterprises, reduce barriers to trade, lower corporate taxes, strengthen regulatory and legal systems and provide critical physical and social infrastructure. As an example, Nigeria privatised more than 116 enterprises between 1999 and 2006; and the late 1990s and early 2000s saw eight major regional economic community agreements (RECs) come into force or benefit from reinforcement (see Table 1). Change in real GDP over the period equals $235 billion at 2005 prices. Government spending from resource-generate revenue contributed an additional eight percentage points to the 24 percentage points produced by resources. Other services include education, health, household services and social services. 4
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Table 1: Major African Regional Economic Community Agreements Major Regional Economic Communities (RECs)



Type



Arab Maghreb Union (UMA)



Free Trade Area



Common Market for Eastern and Southern Africa (COMESA) Community of Sahel-Saharan States (CENSAD)



Free Trade Area



Areas of Integration and Cooperation



Entry Date (Year)



Member States



Specified Objective



Goods, services, investment, migration Goods, services, investment, migration



1989



Algeria, Libyan Arab Jamahiriya, Mauritania, Morocco, Tunisia



Full economic union



1994



Common market



Free Trade Area



Goods, services, investment, migration



1998



Economic Community of Central African States (ECCAS) Economic Community of West African States (ECOWAS) InterGovernme ntal Authority on Development (IGAD) Southern African Development Community (SADC) Economic and Monetary Community of Central Africa (CEMAC) East African Community (EAC)



Free Trade Area



Goods, services, investment, migration Goods, services, investment, migration



2007



Angola, Burundi, Comoros, Democratic Republic of the Congo, Djibouti, Egypt, Eritrea, Ethiopia, Kenya, Madagascar, Malawi, Mauritius, Namibia, Rwanda, Seychelles, Sudan, Swaziland, Uganda, Zambia, Zimbabwe Benin, Burkina Faso, Central African Republic, Chad, Côte d'Ivoire, Djibouti, Egypt, Eritrea, Gambia, Libya, Mali, Morocco, Niger, Nigeria, Senegal, Somalia, Sudan, Togo, Tunisia Angola, Burundi, Cameroon, Central African Republic, Chad, Congo, Democratic Republic of the Congo, Equatorial Guinea, Gabon, Sao Tome and Principe, Rwanda Benin, Burkina Faso, Cape Verde, Côte d'Ivoire, Gambia, Ghana, Guinea, GuineaBissau, Liberia, Mali, Niger, Nigeria, Senegal, Sierra Leone, Togo



Free Trade Area



Goods, services, investment, migration



1996



Djibouti, Eritrea, Ethiopia, Kenya, Somalia, Sudan, Uganda



Full economic union



Free Trade Area



Goods, services, investment, migration



2000



Full economic union



Customs Union



Goods, services, investment, migration



1999



Angola, Botswana, Democratic Republic of the Congo, Lesotho, Malawi, Mauritius, Mozambique, Namibia, Seychelles, South Africa, Swaziland, United Republic of Tanzania, Zambia, Zimbabwe Cameroon, Central African Republic, Chad, Congo, Equatorial Guinea, Gabon



Customs Union



2000



Kenya, United Republic of Tanzania, Uganda, Rwanda, Burundi



Full economic union



Southern African Customs Union (SACU) West African Economic and Monetary Union (UEMOA)



Customs Union



Goods, services, investment, migration Goods, services, investment, migration Business law harmonised. Policy convergence in place.



2004



Botswana, Lesotho, Namibia, South Africa, Swaziland



Custom union



1994



Benin, Burkina Faso, Côte d'Ivoire, Guinea-Bissau, Mali, Niger, Senegal, Togo



Full economic union



Free Trade Area



Customs Union



1993



Free trade area and integration in some sectors Full economic union Full economic union



Full economic union



Source: UNCTAD (2009, 19)
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Although the policies of many governments have a long way to go, the important policy steps taken in recent years have enabled a private sector to emerge at the same time that widespread improvement in macroeconomic factors have materialised. By way of example, as shown in Table 2, Africa’s debt-to-GDP ratio dropped from 66.7 percent in the mid-1990s to 30.4 percent by 2005. By 2010 the figure stood at 22.7 percent. Foreign debt also declined, falling by one-quarter, whilst the collective budget deficit fell by two-thirds and the average rate of consumer price inflation declined from 22 percent to 8 percent over the period 1995 to 2005. Real interest rates also normalised, going from a negative rate of 4.2 percent to a positive rate of 2.3 percent. Foreign exchange rates also provide clear evidence of better economic management, with most currencies achieving much greater stability over the period. Table 2: Africa's Debt-to-GDP Ratio (%) from 1990 to 2010 Debt-to-GDP Ratio (%) 1990 1995 2000 2005 2010



57.1 66.7 50.7 30.4 32.6 Source: World Bank (2012)



Whilst improved economic management is a direct consequence of better policy formation and increased capabilities in implementation, it would be remiss to overlook the critical contribution of political reform and stability. As reported by the EIU (2012a), the number of major African conflicts has fallen from more than 30 in 1990s to eight in 2012. The number of democracies has risen from three in 1989 to 23 in 2008; and, since 1991, a change in African government has been brought about at the ballot box on 31 occasions, whilst this happened only once between 1960 and 1991. In this vein, in its sixth year of publication, the 2012 Ibrahim Index of African Governance (IIAG), confirms that progress in governance – measured across four categories, namely safety and rule of law; participation and human rights; sustainable economic opportunity; and human development – has been achieved since 2000 (Mo Ibrahim Foundation, 2012).5 iii.



Debt Relief and Sustained Debt Improvement



It is against this backdrop that we identify a third element that has carried great weight in the surge forward of many African economies, namely the substantial debt relief that has been afforded over the last decade. Relatively unindebted countries record higher economic growth than relatively indebted countries. The relationship is evidenced by Carmen Reinhart and Kenneth Rogoff’s (2009) studies This Time Is Different: Eight Centuries of Financial Folly and (2010) Growth in Time of Debt in which the authors find that for a representative sample of 20 countries, economic growth increases monotonically as debt-to-GDP ratios fall. This is not to suggest that improvements have been uninterrupted or without qualification. The Leadership Award that recognises gains in governance has been awarded only three times in the past six years. 5
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The impact of substantial debt reduction or relief is shown by countries with debt-toGDP ratios below 60 percent sustaining annual economic growth of an average 3.6 percent per annum, whilst countries with debt-to-GDP ratios above 60 percent achieve just 2.2 percent per annum (see Figure 9). Moreover, highly indebted countries, with debt-to-GDP figures above 90 percent, are likely to face debt traps as economic growth collapses and debt serving costs run away from the ability to service debt.6 Figure 9: 20 Most-Advanced Economies Performance and Indebtedness (1790-2010) 5.0



GDP % change (annual average)



4.0



3.9 3.2



3.0



2.7



1.8



2.0



1.0



0.0 


30%-60% 60%-90% Debt-to-GDP Ratio



>90%



Source: Reinhart and Rogoff (2009)



As noted, Africa’s debt-to-GDP ratio in the mid-1990s stood at 66.7 percent, a modestly high figure compared to the global average of 58.0 percent. However, the average figure masks the reality that 21 out of 48 countries for which we have data had debt-to-GDP ratios of more than 90 percent. By implication, by mid-1995, almost half of Africa’s economies were outside of Reinhart and Rogoff’s zone of safety and faced “debt traps”. Moreover, inside of this set of countries many were not just uncomfortable, but unsafe, with ten out of the 48 countries showing debt-to-GDP ratios above 150 percent in 1995, a figure that was unchanged at the turn of the century. Yet, as intimated, the highly indebted state Africa found itself in during the 1990s has changed materially over the past decade. By 2010, the average debt-to-GDP ratio had halved from its 1995 level to reach 32.6 percent, and the number of African countries with ratios in excess of 90 percent had fallen from ten to three. As inferred by Reinhart and Rogoff’s (2009) work, reduced indebtedness has numerous benefits, including lower debt-servicing obligations and a reduced cost of borrow. In turn, this healthier Although Reinhart and Rogoff’s (2009; 2010) work has come under criticism for containing a number of errors, including coding errors that alter the findings (Herndon, Ash and Pollin, 2013), it remains the case that the key results alluded to in this paper hold. Specifically, perverse debt levels act as a persistent drag on economic growth. 6
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financial state translates into higher economic growth, all else equal. This apparently has been the experience in Africa over the last decade. Whilst higher economic growth has helped bring about debt reduction, a key factor early on in this story was the massive debt reduction packages implemented under the Heavily Indebted Poor Countries (HIPC) program that was initiated by the IMF and the World Bank. Since the programme was initiated in 1996 it has provided debt relief and low-interest rate loans to cancel or reduce external debt repayments to sustainable levels amongst poor, heavily indebted countries. To be considered for the initiative, countries had to show that they faced an unsustainable debt burden which could not be managed with traditional means. Of the 36 countries that have participated in the HIPC programme, 30 have been African countries. The improvement in debt-to-GDP ratios outlined above evidence the success of the programme, which has hinged on the dual benefits of the reduced debt burden giving many economies a leg up onto the ladder of socio-economic advance, as opposed to the debilitating grind of debt servicing. But, it has to be recognised that whilst debt relief kick-started the programme, the programme’s sustained success is only explained by national governments of the beneficiary countries meeting a range of economic management and performance targets. In turn, this outcome ties back to the broader improvements in economic management outlined above. iv.



Africa’s “Demographic Dividend”



Whilst it may be premature to talk of a demographic dividend, a fourth structural factor that has started to make itself felt in the past decade – and that is likely to have a growing effect – is Africa’s “demographic dividend”. To a large degree, the demographic dividend hinges on successful economic management because, in the absence of effective social and economic policies, a young, growing population is more likely to be a burden than a boon. In recognising that African governments have demonstrated rising capacity and capabilities over the past decade or more, it follows that Africa’s young and growing population has started to make a positive contribution to socio-economic advance. Considered in this light, Africa’s demographic structure has become an increasingly positive contributor to the region’s growth story. On this score, while Africa boasts one of the most populated markets in the world, it also has one of the youngest markets in the world. Given that economic growth reaches most people through employment, it is vital that Africa meets the challenge of ensuring that economic growth translates into stable, wage-paying jobs that support an expanding consuming class (McKinsey Global Institute, 2012, 2). To this end, it is notable that over the past decade the economic growth experienced by Africa has translated into 37 million new wage-paying jobs whilst the number of households that are members of the consuming class has risen from 60 million to 90 million (McKinsey Global Institute, 2012, 1-2). These features of rising employment and growing consumer households will support sustained economic growth by virtue of the regions demographic makeup coupled with rising labour absorption. Currently, more than one-half of the African population is younger than 24 years of age and, as a result, between 2010 and 2020 the continent will add 122 million people to its labour force (EIU, 2012a, 5). As noted by the McKinsey Global Institute (2012, 2) in their report Africa at Work: Job Creation and Inclusive Growth, Africa has the potential to add between 54 million and 72 million stable, wagepaying jobs by 2020. In addition, the continent’s workforce is more educated and employed in a greater array of sectors than is commonly perceived. The McKinsey Global Institute (2012, 2-4) observes that only 32 percent of Africans had secondary or
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tertiary education ten years ago, today that figure is 40 percent and, by 2020, one in two Africans will have achieved these levels of education. In terms of employment diversity, less than half of African workers are engaged in agriculture today, and it is estimated that retail and hospitality, manufacturing and agriculture will each account for roughly 15 percent of the jobs created over the current decade, whilst government and social services will account for another 30 percent (McKinsey Global Institute, 2012, 4). Whilst the metrics of countries and regions are not strictly comparable, it is worth noting that by 2035 the continent’s labour force will be larger than that of China and India (Figure 10); and by 2050, Africa’s population of 2 billion people will have overtaken that of India (1.6 billion) and China (1.4 billion) (McKinsey Global Institute, 2012, 2). Nigeria’s population will lead the African pack, followed by Ethiopia, the Democratic Republic of Congo (DRC) and South Africa. Trailing them will be three of the East African partners – Tanzania, Kenya and Uganda – with a combined population of 110 million. The 2012 State of the Future report (Glenn, Gordon and Florescu, 2012) confirms this potentially powerful structural driver, predicting that by 2060 Africa’s population could reach 2.7 billion people, its middle class grow to more than one billion people and its economic active population triple – providing the basis for consistently high levels of economic growth (Gernetzky, 2012). As such, Africa’s demographic configuration, embodying a young, growing population, represents a fourth important structural factor that has impacted the region’s economic prospects positively in the last decade and that if well managed promises to shape the economy for the foreseeable future. Figure 10: Regional Workforce from 1960 to 20407 Africa South-East Asia North America
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By as soon as 2015, the proportion of Africa’s youth (under 15 years) is expected to rise to 45 percent of the total population. This raises some interesting possibilities, as this young population will want to “learn, earn and burn their earnings”, as the EIU (2012a, 4) puts it. At the same time, and as outlined above, this young population is in the process of moving into the workforce, rather than into retirement – a demographic feature that blesses Africa and beleaguers the advanced world. Whist Africa benefits from a favourable demographic structure, the region also is urbanising rapidly. Although just 40 percent of the population currently lives in cities (a lower ratio than in China but higher than that in India), this figure is expected to climb steadily to 63 percent by 2050. As Africans move to cities and acquire more disposable income, and the middle class grows, demand for modern goods and services will surge (Figure 11).
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Figure 11: Rural versus Urban Population by Region
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It is estimated by the EIU (2012a, 4-5) that within the next twenty years, Africa’s 18 largest cities could have a combined spending power of $1.3tn. Whilst the business prospects of this demographic dividend are compelling, the reality is that Africa already represents a substantial consumer population. As shown in Table 3, Africa has as many large cities as Europe, and more than North America (the United States and Canada) combined.
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Table 3: Population and City Headcount



Population (million) Cities with > 1 million people



India



Africa



China



Europe



Latin America



North America



1,219



1,032



1,351



830



594



349



48



52



109



52



63



48



Source: McKinsey Global Institute (2010)



The impact of this so-called “demographic dividend” has been illustrated clearly by researchers such as Vijay Mahajan (2009), who notes that the demographic dividend represents a source of strong, sustained growth in consumer spending that must be underpinned by investments in all forms of urban infrastructure. In short, as Africans have flocked to the cities and disposable incomes have risen, the demand for modern goods and services, such as telecommunications and banking services, has accelerated. Moreover, as noted, the demographic structure suggests that this structural force will continue to make a substantial contribution to Africa’s economic progress. Global businesses – whether based in Asia, Europe or the Americas – as well as home-grown African firms will strive to meet this demand. The structural nature of Africa’s economic growth story over the past decade has translated into exceptional business opportunities. Consequently, Africa boasts the highest returns on investment of any region in recent years. In this vein, research by the Boston Consulting Group (2010) into The African Challengers shows that a competitive set of Africa’s largest firms are more profitable than global counterparts, with an average operating margin of 20 percent, compared with 15 percent for the S&P 500 and ten percent for both the Nikkei 225 and the DAX 30. Return on investment data based on foreign direct investment (FDI) flows gives further support to this argument, showing that the rate of return on African investments during the past decade were about seven percentage points per annum higher than the global average. Collectively, the four factors discussed above – namely robust commodity prices and new sources of demand; improved economic management and policy platforms; substantial debt relief and sustained debt improvement; and the demographic dividend – have individually and collectively played key roles in contributing to Africa’s rush forward. Moreover, by virtue of their structural attributes, these factors suggest that Africa’s economies are set to continue to grow quickly. Notably, however, the past decade has seen a growing level of attention given to a fifth factor that has the potential to materially affect Africa’s economic surge and its sustainability, namely rising economic integration or, in the language of the day, “globalisation”. Whilst the first four factors have enjoyed rising acceptance as positive influences in Africa’s economic growth story, the fifth factor of rising economic integration has been met with disagreement and uncertainty as to its impact. Africa’s rising integration, which is discussed below, makes a sober and reliable assessment of the role of global connectedness important if we are to establish a full and robust understanding of Africa’s economic prospects. We turn our attention to this below.
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1.3 Africa’s Rising Global Connectedness The case for seeking out business opportunities in Africa is advanced. While Africa may be the least globalised region of all, increased economic openness over the past ten years has contributed substantially toward Africa’s economic rise.. This is evidenced by increased international trade and growing private capital flows. In 2000, Africa’s total international trade amounted to about 20 percent of GDP. Whilst this is a reasonable figure compared to the global average of 24 percent, at the time, it must also be noted that fuels and primary commodities accounted for about threequarters of the value of exports in 2000. Over the past decade Africa has increasingly opened up the spread of exports to international markets. Export volumes have grown at an average 6.0 percent per year since 2000, versus the world average of 3.7 percent. This reflects rising global demand for African products and services. Moreover, given that Africa’s export growth exceeded economic growth over the period, it follows that exports have become a relatively more important component of the region’s economy since 2000 – indicative of the importance of economic openness as a component of sustained economic growth. This is strongly advocated by Dominick Salvatore, who insists that while globalisation often is blamed for economic backwardness, it is countries that have not globalised that are poorest.8 Africa is no exception and indeed appears to display the strongest case to demonstrating this point. New trade partners like Brazil, Russia, India and China – the so-called BRIC economies – have increased their trade and investment flows with Africa substantially over the past decade, which has contributed strongly toward African economic growth. In 2001, African economies exported $24 billion in goods and services to these four economies; by 2011, this figure had grown nearly ten-fold to $194 billion. Africa’s economic growth and the region’s rising competitiveness is evidenced further by the increased trade diversification and sophistication that has come about following important reforms during the 1990s and early 2000s and subsequent relations with new trade partners who are also the new drivers of global economic growth. Kenya’s experience provides a simple, yet clear, illustration of these phenomena. In 1995, Kenya’s total exports were $1.5 billion and the country’s five biggest export markets accounted for 55 percent of its exports. Exports were predominantly basic commodities and goods, especially tea and coffee, which together accounted for 37 percent of Kenya’s exports in 1995. Such a narrow base in made Kenyan producers overwhelmingly price takers and points to the economy’s relatively high vulnerability in international trade relationships at the time. By 2010, Kenya’s exports had grown to $5.6 billion – a rate of 8.8 percent per year. More importantly, by 2011, Kenya’s five biggest export destinations accounted for a more modest 39 percent of exports and basic commodities had fallen substantially, evidenced by the traditional exports of coffee and tea dropping to 25 percent of the total, to be replaced by more sophisticated export products, such as cut flowers (9.5 percent of total exports), textiles (4.7 percent), refined oils and petroleum (4.5 percent), and chemicals and allied products (4.0 percent). This is suggestive of rising competiveness and improved industrial health on the part of Kenya.



Figure in this section are based on IMF data (2012). Dominick Salvatore is Distinguished Professor at Fordham University in New York City and an authority on international economics. 8
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Notably, Kenya’s growth in trade and rising sophistication in the country’s trade pattern is representative of the trade patterns of a growing number of African economies which, over the past decade, exported more goods of greater diversity and rising sophistication to a growing number of trade partners. However, it must be noted that whilst Africa’s international trade patterns evidence increased sophistication, this improvement comes off a very low base of alternative products, and African exports to the new growth drivers – like China, India and Brazil – remain dominated by resources out of the ground. Still, rising international trade flows also have been met by an increased flow of private capital, which provides further evidence of Africa becoming increasingly open. Again, whilst this improvement comes off a low base, the available evidence shows that increased financial openness corresponds with rising economic welfare. Foreign direct investment (FDI) flows to Africa in recent years provide clear support for this argument. From 2003 to 2011 the number of FDI-financed projects increased at a rate of 7.6 percent per year, rising from 339 projects at the start of the period to 857 projects by 2011 (see Figure 12). While Africa’s share of global FDI projects remains modest, and understates the region’s economic potential, the share has steadily risen in recent years, from 3.5 percent in 2003 to 5.5 percent in 2011, pointing to Africa’s rising openness and growing competitiveness (Ernst and Young, 2012, 6). Figure 12: Global and African FDI Trends for New Projects 5.5
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Flows of private capital to Africa have widened as well as deepened in recent years, as illustrated in Figure 12. FDI flows to Africa are starting to diversify somewhat from the extractive commodity sectors. For instance, between 2010 and 2012, Chinese investors committed around $101 billion to commercial projects in Africa, but less than half of this figure was directly toward extractive industries (Stratfor, 2012). It is true that many of
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these FDI flows are for mega rail, port, road and energy projects that service the extractive industries, but it is equally clear that Chinese FDI flow, along with others, are financing new areas of industrial activity and that these flows are being directed to other areas of the economy beyond resource extraction. This apparent from data over longer sweeps of time. Between 2003 and 2011 just 27.6 percent of FDI flows went to extractive industries, with 38.3 percent of FDI going to infrastructure-related investments and 29.9 percent into manufacturing (Ernst and Young, 2012, 7). The experience of the Zambian economy provides an effective illustration of the widening and deepening of private capital flows over the past decade. Between 2003 and 2011, Zambia received 119 investment projects, with an average project size of $138m (Njau, 2012, 30). However, Zambia experienced its best year yet for FDI in 2011, with a 93 percent growth in the number of projects and $2.4 billion invested. Significantly, whereas the Zambian economy is dominated by the production of cobalt and copper, between 2003 and 2011, investments into manufacturing accounted for 38 percent of all inward FDI projects (Njau, 2012, 31). This surge in investment in the area of manufacturing is a clear effort to build capacity and competitiveness in response to policy initiatives such as the African Growth and Opportunities Act (AGOA), which grants preferential access to markets in the United States for African manufactured products as an incentive to stimulate export-led growth through manufacturing.9 The commitment by the Zambian government and foreign investors suggests manufacturing is going to become a more important part of the Zambian economy compared to the economy’s traditional sectors. This bodes well for economic diversity in the country, job creation and growth in FDI, which are all significant development imperatives for Zambia. These flows also are starting to spill over into other non-traditional investment sectors like agriculture and tourism, where there is enormous potential in Zambia. 1.4 Sustaining Socio-Economic Development: New Drivers In considering Africa’s increased international trade, growing private capital flows and rising global connectedness we identify the prospect for rising economic integration to enter Africa’s growth story as a significant and sustainable contributor to economic advance. This argument is built within a framework that assumes that global integration is a net positive contributor in the African context. This in no way ignores or overlooks the negative effects that global economic relations have had on Africa historically. The capacity of dysfunctional global relations to impose deep harm on economies and societies is well understood. The case is illustrated by Ferguson (2002), for instance, who notes that during the eighteenth century “supply slaves to European and Arab traders along the coast became [Africa’s] biggest source of revenue” (Ferguson, 2002, 93-94). Heldring and Robinson (2012) offer an excellent review of this evidence from the nineteenth century and twentieth century. Instead, whilst recognising the risks borne in dysfunctional relationships, the framework of this study is based on the assumption that Africa’s international economic relationships in the new world order take the form of increasingly functional and inclusive relationships rather than dysfunction and extraction. As such, global integration will serve as an economic driver as opposed to its historical form of economic retarder (Heldring and Robinson, 2012; Lin, 2012). AGOA is another example from a growing set of policy initiatives of how to incentivise economic diversity and promote openness as a driver of economic growth and development. Initiatives like AGOA serve as important catalysts and stepping-stones toward integration and broader-based globalisation for lessdeveloped African countries seeking access to international markets. 9
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The structural growth factors of external demand, debt relief, policy reform and the demographic dividend as the drivers of economic growth in Africa have received a considerable amount of attention amongst researchers, analysts, strategists, investors and policy makers. However, the role of economic integration in Africa’s growth story has received little Senghor, 2009; World Bank, 2011a and 2011b). The reason may be that where integration has been considered, the economic emphasis, historically, has been placed on “globalisation”, which is defined here as African economies integrating with economies outside of Africa – instead of focusing on the collective potential of the continent. Consequently deliberations around African economic integration have focused on the influence and impact of relationships with the rest of the world, whilst overlooking the economic potential and role of the neighbourhood.10 The economic impact of globalisation is significant. But neglecting the impact of Africa’s internal integration is an oversight that needs to be addressed more seriously. An holistic assessment of the role that economic integration plays in Africa’s socioeconomic advance is important. Pankaj Ghemawat (2011a) captures the argument effectively: based on hard data, and separating facts from fiction, the evidence shows that rising economic integration can bring large gains in welfare, and more so when integration entails connectedness with neighbours. It is against this backdrop that this study is designed to contribute to our understanding of the role and potential that economic integration, and particular regional economic integration, plays in Africa’s future. The relationship between integration and socio-economic welfare is especially important from an African perspective, as the continent’s low level of connectedness – with the rest of the world and, more importantly, with each other – points to a source of potentially large and sustainable gains in prosperity. This is not to suggest that “globalisation” or integration is not without challenges. Frank Appel, chief executive officer of Deutsche Post DHL notes (in Ghemawat, 2011a, 3): “While there is still a controversy about the social and cultural effects of globalisation, it is obvious that its economic dimension has created new opportunities for countries worldwide.” It remains the case, though, that economic integration offers countries a source of potentially substantial and permanent gains in socio-economic welfare, and given Africa’s low level of integration, the potential gains for African economies are material. The remarkable successes story of iROKOtv illustrates this argument. iROKOtv was started in 2011 by Jason Njoku’s iROKO Partners, one of the fastest growing internet companies in Nigeria. iROKOtv provides an online movie streaming platform and has exclusive rights to distribute Nollywood films. Within six months of launch, iROKOtv had generated three million visits from visitors based in 178 countries and recorded more than 500 000 registered users. Key to this success has been internet speeds rising by a factor of 100 between 2008 and 2011, making connectivity viable, with connection costs falling 40-fold, which have given many Africans an opportunity to connect in this fashion for the first time. In the same breath, more people watch iROKOtv in London than they do in the whole of Nigeria, which suggests that whilst extraordinary potential Regional integration in Africa has focused more on political discussions, which have started adopting an economic dimension, but dialogue and negotiations toward wider and deeper integration have traditionally been motivated by confidence building with a political impetus or motivation among member countries. 10
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lies in Africa connecting to the rest of the world, substantial potential equally resides in Africa connecting to itself. The evidence and arguments are outlined below.
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Chapter 2: Economic Integration: The World Is Your Oyster 2.1 Integration As entrepreneur, industrialist and philanthropist Andrew Carnegie noted more than a century ago in Triumphant Democracy (1886, 13) economic integration is a powerful binding force: “A hundred and thirty thousand miles of railways – more than in the whole of Europe – traverse the [United States] country in all directions, and bind the nation together with bonds of steel.” This, in turn, led Henry Varnum Poor, the author of Poor’s Manual of the Railroads of the United States to observe in 1888 “... the railroad system may be regarded as the barometer of the entire industrial system.” One hundred and twenty years on, Carnegie and Poor’s observations about the importance and influence of integration are as relevant as they were at the time they were made. Nowhere does this ring more true than on the African continent, which is on the cusp of its most profound economic take-off in history but is still deeply disconnected in terms of basic infrastructure, including road, rail, information and communication. On this score, the African Union (AU) estimates that Africa requires investments totalling $360 billion to bring its basic communications and other infrastructure up to speed. Whilst this is a material physical and financial deficit, integrating Africa and, more specifically, connecting economies and societies across the continent with each other – as much as with the rest of the world – is a fundamental prerequisite for the muchanticipated growth trajectory in Africa. Integration clearly has the capacity to contribute substantially to a country’s socioeconomic welfare. In turn, the benefits of global integration are identified as flowing through four main channels (Ghemawat, 2011a), namely the flow of goods and services or trade (T); financial integration and the movement of capital (C); the movement of people (P); and the flow of information and knowledge (I). The relationship between integration and economic welfare is considered below within the context of this socalled TCIP framework. i.



Trade (T)



International trade is made up of the flows of goods – so called merchandise trade – and the flow of services. Considering the flow of goods, the theory of international trade identifies six ways in which openness contributes to improvements in economic welfare, namely through additional trade volume; decreased costs of production; differentiation; intensified competition; normalisation of risk; and the generation and diffusion of knowledge. This so-called ADDING value scorecard, an acronym that follows from the first letter of the six items, is summarised in Table 4 and discussed below.11 The first two components of the ADDING value scorecard relate to economies of scale. In the case of the first component of adding volume, the argument holds that trade liberalisation produces additional trade volumes. This argument is supported by a substantial literature and empirical evidence presented by numerous authors, dating back to Keesing (1967) and, in more recent times, inter alia, Giles and Williams (2000a; and 2000b) Samuelson and Nordhaus (2004), Awokuse (2008), Chang and Dang (2010) and Nain and Ahmad (2010), to mention a few.



11 For



further discussion of the gains from opening up presented in this section sub-and the three that follow, see Pankaj Ghemawat’s (2011b) World 3.0: Global Prosperity and How to Achieve It, especially Chapter 4.
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Table 4: ADDING Value Scorecard for Components of Trade Additional volume Decreased costs of production Differentiation Intensified competition Normalisation of risk Generation and diffusion of knowledge



} Economies of scale



Source: Adapted from Ghemawat (2011a)



The second component acknowledges that the extent of the social welfare contribution of higher trade volume depends heavily on decreased costs that arise through economies of scale and falling production cost. In this regard, the evidence is supportive of the argument that the opening up of an economy and connecting to others has a positive economic effect. Antweiler and Trefler (2002), for example, find that one-third of manufacturing and natural resource industries studied experience increasing returns to scale and the most highly affected industries experienced cost reductions of as much as 20 percent with a doubling in scale. Another way in which efficiencies come about with the increased trade that correlates with integration is through investments that are made in cost reduction, such as improving transport infrastructure. Given the considerable infrastructural bottleneck that hamstrings African trade – discussed later – this is a potentially large contributor to economic welfare in African economies that open up.12 The ADDING value scorecard recognises that a third way in which increased trade contributes to economic welfare is by promoting differentiation and improving the available quality of goods. Increased trade can also promote upgrading of products and services over time (Sutton, 2007). This benefit is particularly prevalent in small countries, where the availability of a scale-sensitive product may hinge on integration with regional and world markets. The fourth way more openness can add economic value is by intensifying competition. Economic logic and empirical evidence suggest that openness generally encourages competition which may translate into welfare gains via lower prices and – probably more importantly – greater technical efficiency and faster ongoing productivity growth. As Ghemawat (2011a) notes, openness can also provide a tonic to competitive vitality by removing “rent seeking” activities, such as lobbying, which use up real resources but do not produce anything. A classic illustration of the potential cost of such hidden protectionism is Anne Krueger’s estimate in the early 1970s that such pursuits may have swallowed up as much as 40 percent of Turkish GDP (Krueger, 1974). A fifth way that openness can contribute to economic performance, according to the ADDING value framework, is by helping normalise risks. This argument is easily illustrated in the case of volatile commodity markets, such as foodgrains, where there appear to be substantial net gains from further expanding trade in what are generally extremely thin international markets (Ghemawat, 2011a). Given the relative importance of the resource sector in many African economies, this is potentially a further significant contributor to economic welfare in the case of many African economies that open up and connect with other countries. 12



See below.
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The sixth way trade can add economic value is by generating and diffusing knowledge faster. In this regard, openness is argued to increase incentives to innovate by expanding markets and permitting quicker diffusion of innovations. In addition, given cross-country diversity, openness might add to the creativity of the innovation process. Equally, it is well established that imports of capital goods, such as machinery and equipment, boost productivity by facilitating adoption of new technologies. More recent evidence goes further to suggest that imports – as well as inbound FDI – may facilitate innovation as well as imitation (Cassiman and Golovko, 2009). Meanwhile, exports – and outbound FDI – are correlated with rapid productivity growth, and the more recent evidence suggests that this is partly because foreign markets serve as learning laboratories (Keller, 2010). In addition, openness also seems to increase the rate at which more efficient firms replace less inefficient ones; and this channel represents a significant contribution that trade makes to productivity growth and economic welfare (Bartelsman and Doms, 2000; and Foster, Haltiwanger and Syverson, 2008). Ghemawat (2011a) notes that the evidence surrounding the elements of ADDING value scorecard demonstrate that the increased merchandise tried that is associated with higher global integration makes significant contributions to a country’s economic welfare. However, the ADDING value scorecard is not confined to the investigation of merchandise trade flows, but can be extended easily to other types of cross-border flows. A consideration of the flow of services is the most obvious extension: services account for roughly two-thirds of global GDP but only one-fifth of global trade, leaving trade in services only about an eighth as intensive as trade in merchandise (Ghemawat, 2011a). While some services are intrinsically untradeable – for example the market for haircuts or garden services – it is widely held that the overall level of international trade in services is much lower than it could be (Ghemawat, 2011a). Because service liberalisation commitments require a sophisticated system of rules and regulations, whose effects are hard to quantify, the amount of research devoted to assessing the impact of services trade is limited. Nevertheless, the few studies that have attempted to calibrate the effects of liberalisation in services tend to conclude that a given percentage cut in services barriers would produce greater gains than those from a comparable cut in merchandise trade barriers (Decreux and Fontagné, 2006). In addition, these studies tend to focus on a subset of the economic gains identified by the ADDING value scorecard and therefore presumably understate total economic gains. Moreover, as noted by Ghemawat (2011a) because of improvements in cross-border service delivery enabled by information technology, it is possible to argue that the potential gains from liberalising trade in services are increasing over time. Services remain an unexplored sector that is yet to be measured accurately and integrated effectively in Africa. It offers enormous opportunities and promise, especially given the decades of an almost total absence of services – while the rest of the world developed them. The prospect for services to contribute to economic advance in Africa is bolstered by the immense potential to exploit economies of scale and scope in Africa. ii.



Capital (C)



Beyond trade (T) in goods and services, cross-border flows of capital (C) form another important pillar of the TCIP framework.. In the case of Africa, where domestic savings
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are particularly low, the role of capital from abroad – or the flow of capital into and between markets – is a vital prerequisite for growth and development. Whilst the Global Financial Crisis has reminded us of capital market failures and risks, particularly those associated with easily reversible financial flows, or so-called “hot money”, this does not change the evidence that “the inflow of foreign direct investment can play a significant role towards economic growth”, especially in the case of emerging economies (Heckelman, 2000; Quazi, 2007) and reflects not only economic emergence but also strengthening competitive advantages and increased industrial sophistication (EIU, 2012b). A large and growing body of evidence shows that the relatively less volatile, more committed categories of FDI and portfolio equity make a positive net contribution to emerging economies by helping to fill at least four economic “gaps”, namely the savingsinvestment gap; the export-import gap; the skills, technology and employment gap; and the government revenue-spending gap (Kindleberger, 1972; Dunning, 1988; Todaro and Smith, 2011). Put simply, in the longer run, the potential benefits of cross-border capital flows – which include exploiting international differences in the cost and marginal productivity of capital as well as diversifying risk, contribute to improving social and economic conditions in host economies. This argument extends to African economies. In a case study of three South African industries, Lumby and Saville (1995) found that foreign capital flows made a net contribution to economic welfare by helping improve labour productivity, skills levels and income distribution as well as helping to close the fiscal gap and promote competition in product markets. More recently, Abor, Adjasi and Hayford (2008) have shown that in the case of Ghana international capital flows have contributed to savings pools, export levels and technological sophistication. Capital flows also facilitate access to new and larger foreign markets; provide training for labour; and help upgrade technical and managerial skills of the workforce. In sum, evidence suggests that international capital flows, by way of direct and spillover benefits help in making the host economy more competitive and improve socioeconomic conditions. iii.



People (P)



Turning to cross-border flows of people, which in the first instance refers to the movement of labour, it is evident that the potential for economic gains is enormous. Indeed, the role that the movement of people between economic regions plays in contributing to economic growth enjoys a long history (see, for instance, Lewis, 1954; and Kuznets, 1955) but is neatly captured in a single observation by Banerjee and Duflo (2011, 230) in their seminal work Poor Economics: A Radical Rethinking of the Way to Fight Global Poverty: “... moving can be the first step to changing a family’s trajectory”. In any event, the long-standing and keen interest in the role that the movement of people plays in contributing to economic welfare has become increasingly relevant and important because, as Hanson (2009) shows, immigrants are a substantial and rising fraction of many countries’ populations. This interest in labour mobility has led to estimates that eliminating all restrictions on cross-border labour mobility could double global GDP (Hamilton and Whalley, 1984; and Moses and Letnes, 2004). In a similar fashion, Clemens (2011) has shown that unrestricted immigration could add several percentage points – if not tens of percentage points – to global economic growth in the
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form of higher wages earned by migrants, labour surpluses captured by those who hire migrants or benefits enjoyed by those who consume the products of migrants’ labour. A recent illustration of the contribution that labour mobility can make to economic advance comes from the case of South Korea where, in 2001, the government created a “gold visa” to allow more foreign information technology researchers to work in the country. Campbell (2012, 5) notes that this initiative has been one of the central ingredients in South Korea’s leapfrogging of many advanced nations to become a world leader in the information technology industry in the last decade and that helps explain South Korea moving from one of the world’s poorest economies in 1960, with a GDP equal to that of Ghana, to the fourteenth largest economy in 2011, and Asia’s fourth largest. In explaining the contribution of international labour mobility to economic progress, Ghemawat (2011a) notes that the enormous estimated gains are not surprising if we remember that productivity in rich countries is several dozen times higher than in poor countries. One such example comes from Spencer (in Badkar, 2012) who finds that South Korean farmers are as much as 40 times more productive than Chinese farmers. Migrants from poor countries to rich ones close much of that gap when they move and take advantage of rich countries’ superior capital, technology and institutions. They also contribute to a host country’s general labour supply, specific skill, specific occupational categories, diversity of goods and services and levels of entrepreneurial activity. Of course, as it is with the movement of goods and services (T), the movement of people (P) is dependent on the development of transport infrastructure. In this regard, the availability of historical data on road or railroad construction at detailed geographical level has spurred a number of recent studies on the impact of transport infrastructure and, by implication, the movement of people, on economies. Michaels (2008), for instance, provides evidence that regions with access to highways that cross regional borders experience an increase in trade-related activities, especially in services. He also shows that, through increased trade, highways lead to a significant increase in the demand for skilled labour, which has positive social and economic effects. Duranton, Morrow and Turner (2011), bring additional evidence that shows greater movement of people along transport corridors supports greater specialisation. In a follow up study, Duranton and Turner (2012) find that a greater movement of people through improved transport infrastructure has large and significant effects on socioeconomic welfare via positive employment effects. Similarly, Donaldson (2010) examines how the introduction of railroads in India differentially affected incomes and prices across regions. However, perhaps one of the most compelling arguments relating to the positive social welfare effects of increased mobility comes from Ghemawat (2009, 134) who recalls that between 1875 and 1919, some 15 million to 30 million people died in localised famines in India. What marked the end of this pattern was the extension of railroads through the country. When communities were isolated, local weather patterns were a matter of life and death, but as districts got linked to the railroad, “the ability of rainfall shortages to cause famine disappeared almost completely”.13 Further specific evidence on the positive socio-economic effects of the flow of people is provided by Brueckner (2003), who estimates the effect of airline traffic on metropolitan employment in the US, and finds that a ten percent increase in passenger enplanements leads to approximately one percent increase in 13
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The movement of people is beyond labour incentives and consumer behaviour. There is a growing interest in social and cultural experiences, and education is increasingly a driver of mobility. More than three million students are studying outside their home countries today – nearly twice the number in 2000 (UNESCO, 2011). For host countries, educating fee-paying foreign students is a lucrative form of income. For students, the value of foreign education is increasing as competition for talent grows and developing local skills – and the best possible education – serves as a competitive advantage. The evidence points to long-run economic outcomes that benefit host countries as well as migrating students (Papademetriou, 2012). Moreover, as the flow of students is expected to double again by 2020, these gains are expected to grow (UNESCO, 2011). A good example of this has been the flow of Latin American students to schools in the United States. The most talented students from Argentina, Brazil, Chile and Colombia aspire to get into one of the Ivy League Universities – especially during the post graduate phase of their studies. In the past, many of these students would hope to find employment in the United States, where economic prospects encouraged these people to stay on following their studies. But with growing opportunities in their home markets, these highly trained alumni are returning to run businesses or drive policy in their home countries. These students return to their home country with a top tier education, a highly contextual insight into economic competitiveness – having lived and studied in the United States. Educational and experiential lessons are drawn, but the experience provides a deeper cultural understanding and confidence-building measure between these new leaders of business and policy and the United States. In short, the experience encourages great cultural, social and economic integration. Other forms of migration that benefits host countries as well as emigrants will continue to rise. These include investor and retirement migration, “adventure” migration and migration by children of immigrants seeking to explore opportunities in their parents’ original home countries years later, from the safety of citizenship in their parents’ adopted countries (Papademetriou, 2012). The flow of people, in addition to their direct economic benefits, can also yield indirect benefits. For instance, student flows yield some of the same benefits as the broader flow of people whilst tourist flows help narrow informational gaps. Given this last observation, it is unsurprising that the United Nations added the boosting of tourism to its list of millennium development goals (Ghemwat, 2011a). The movement of people is clearly imperative for healthy integration. Kennan (2012) concludes that the estimated gains from the free movement of people – and more precisely labour – are huge, especially in poorer economies. The estimated net gains from open borders that allow for the free movement of labour are about the same as the gains from an economic growth miracle that more than doubles the income level in lessdeveloped countries Kennan (2012, 1). Open borders and the free movement of people could lead to increases in per capita incomes in Ghana, Nigeria, South Africa and Uganda of a weighted average of 160 percent (Kennan, 2012, 21-22). This is already evident in the East African Community (EAC), which recently allowed for the free movement of regional employment. More recently Green (2007) finds that a ten percent increase in passenger air traffic generates 2.8 percent higher employment growth in regional economies in the US over the period 19902000. In this vein, Blonigen and Cristea (2012) use data for almost 300 metropolitan areas over a two decade time period to provider further evidence that there is a significant positive relationship between passenger airline traffic and regional economic growth.
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people legally, encouraging economic transactions and opportunities while dispelling isolated security concerns as a result of pockets of overpopulated locations. However, it arguably is worth giving Gilding (2011) the last word on the contribution made the mobility of people, as his observations extend beyond narrower economic measures to embrace equally important social aspects. To cite Gilding (2011, 248) at length: Strong communities develop because of well-defined behaviours – behaviours that we understand create “social capital” – connections and relationships that can be drawn on when needed. Social capital is basically the idea that social networks and connections have value – which could be as simple as borrowing the drill from the neighbour or the fact that having good friends is known to increase our well-being. Just as we might invest in our human capital by giving ourselves or our children a good education, we can also invest in social capital. By deliberately encouraging this, individuals [and] governments ... can ... help build communities that are better connected and therefore more resilient ... [and] ... better, stronger and safer places to live.



In sum, the mobility of people is a key contributor to the social and economic welfare of communities. iv.



Information and Knowledge (I)



Globalisation – through strengthened trade links and rising FDI – facilitates catch-up growth as latecomers import and adapt know-how and technology. Derviş (2012) notes succinctly: “It is much easier to adapt technology than to invent it.” The contribution that technology makes to economic growth is multi-faceted, but a point of departure is offered by the World Bank (2009), which demonstrates the potential contribution that connectedness makes to economic advance by considering the relationship between telecommunications and economic growth. As Figure 13 illustrates, integration across all of the major telecommunications channels contributes materially to economic growth, but the contribution is particularly marked in the case of low-income and middle-income economies where, all else equal, integration starts off a lower base. Put differently, according to the results of the World Bank (2009) study on information and communications technology, adding an extra ten mobile phones per 100 people in a typical developing country boosts growth in GDP per person by 0.8 percentage points. In part this is because mobile phones allow users to overcome bad roads, unreliable postal services, few and irregular trains and parlous landlines. But, in addition to providing greater freedom from poor infrastructure and undersupplied services, mobile phones also allow quicker and easier access to information on prices, enable traders to reach wider markets, boost entrepreneurship, facilitate mobile money, which allows cash to travel as quickly as a text message, and generally make it easier to do business (Economist, 2009). In short, evidence shows that mobile phones facilitate transactions, connect people and have become a principal driver of integration for less developed regions, including Africa.
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Figure 13: Growth Impact of Telecommunications14 2.0 High-Income Countries Low-Income Countries
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Source: World Bank (2009)



Telecommunications are just one way in which information and knowledge (I) can travel across borders. The flows considered under the elements of trade (T), capital (C) and people (P) all can carry information and knowledge, embodying know-how and know-why, from one country to another, whether embedded in traded products, transferred as a result of FDI or vested in people. But information and knowledge also move across borders in other ways, such as licensing, consulting or piracy. In this regard, the evidence suggests that knowledge and information flows embody strong increasing returns to scale: unlike many other commodities. This is because using information, for example, in one place does not reduce the ability to use it elsewhere. As noted by Ghemawat (2011a) on the one hand, cross-border flows of information and knowledge clearly are already significant: most countries are estimated to rely on foreign sources of technology for 90 percent or more of their productivity growth. In the case of small, poor countries, this figure approaches 100 percent (Keller, 2010). On the other hand, know-why, or knowledge, remains quite localised. Thus, patents with inventors in different countries cite each other as little as 50 percent as much as patents with inventors in the same country (Jaffe and Trajtenberg, 1999). A study of the G7 countries estimates that one dollar of foreign research and development is worth 74 cents of domestic research and development at distances under 2000 kilometres, 37 cents at distances between 2000 kilometres and 7500 kilometres and 5 cents at larger distances – illustrating the relevant degree of localisation or proximity to research and development (Keller, 2001).



Growth impact of telecommunications measures the GDP percentage point increase due to a ten percentage-point increase in penetration. 14
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To demonstrate the magnitude of the gains implied, Ghemawat (2011a) considers a stylised calculation that buckets research and development spending into “domestic” and “foreign” spending. A ten percent increase in cross-border spillovers of research and development spending would overshadow domestic efforts for all but the three of the top spenders, namely the United States, Japan and China. Even for the United States, which accounts for over one-third of global research and development spending, the boost would come close to 20 percent of domestic spending. Arguably more critical is the observation that spillovers have a substantial multiplier effect for countries that are “behind” in terms of spending or are small. In sum, flows of information and knowledge have potentially substantial, positive impacts on economic welfare. Marr (2012, 493) offers another way to consider the contribution made by the movement of information and knowledge in observing: It is important to remember that modern science is all about collaboration, shared achievement and serendipity, rather than about a single genius leaping naked from the bath, yelling ‘I’ve got it!’



In other words – and tying back to the previous point regarding the mobility of people – information and knowledge move with people and by sharing and collaborating, the whole is greater than the sum of the parts. Empirical evidence for Marr’s argument is afforded by Franzoni, Scellato and Stephan (2012), who show, inter alia, that foreignborn scientists who experience geographic mobility perform at a higher level than scientists who have never experienced mobility and returnees (scientist who have studied or worked away from home) perform at a higher level that home-grown nationals who have not experienced mobility. The case for mobility is reinforced further by Scellato, Franzoni and Stephan (2012) who show that internationally mobile researchers contribute significantly to extending the international scope and quality of the research network in destination countries. Returning to the issue of information and knowledge more specifically, it should be noted that mobility does not have to be grand in scale to make significant contributions to socio-economic improvement. Banerjee and Duflo (2011, 268) offer a powerful demonstration of this argument in noting that “the poor often lack critical pieces of information” including knowledge of the benefits of immunising children, the importance of the first few years of a child’s formal education, how much fertilizer to use to achieve significant gains in agricultural output and so on. In turn, poor information can translate into the wrong decisions: farmers use twice as much fertiliser as they should and this not only suppresses yields, but also raises farming costs. In this way, it is evident that increasing information levels or improving the quality of information has the capacity to set people free from poverty traps. This goes hand-inhand with innovative approaches and processes to business and development in less developed countries, and Africa in particular. One of the most powerful illustrations of the contribution information flows can make to socio-economic welfare comes by way of anecdotal evidence. In 1996 Ritva Reinikka and Jakob Svensson (2004) set out to study of the effectiveness of government funding of education in Uganda. The Ugandan government gives individual student grants to schools to maintain their buildings, buy textbooks and fund extra programmes for students. However, the authors’ initial research produced a staggering insight: only 13 percent of funds ever reached schools and more than half the schools got no additional funding at all. This is a depressing result by any measure. But, as Banerjee and Duflo (2011, 237) note:
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there was an interesting coda to Reinikka and Svensson’s story. When the results were released in Uganda, there was something of an uproar, with the result that the Ministry of Finance started giving the main national newspapers ... month-by-month information about how much money had been sent to the districts for schools. By 2001, when Reinikka and Svensson repeated their school survey, they found schools were getting, on average, 80 percent of the discretionary money they were entitled to.



The implications of the flow of information are abundant. From the Ugandan school funding case, though, at least two main implications suggest themselves. First, information flows have the capacity to remove inefficiencies in systems and, in turn, have profound impacts on welfare. Second, even modest information flows can have welfare effects that substantially outstrip the most carefully crafted and well-funded social development policies. v.



Openness and TCIP Impacts



The potential economic gains from further liberalising merchandise trade are potentially large. The gains from liberalising cross-border labour flows are even larger, and those from boosting services trade and information flows have multiplier effects that are potentially significant. The overall gains from openness, according to Ghemawat (2011a), has the potential to permanently add as much as 20 percent to any country’s rate of economic growth. Of course, it is also important to remember that the gains that flow from openness are not only economic in nature: cross-border exchanges also offer, amongst other things, cultural and political benefits, not mention confidence-building among nations and economic actors. 2.2 Addressing Concerns The above analysis dwells on the potential gains from increased global integration. As noted by Ghemawat (2011a) it also is important to consider the omitted factors whose inclusion might tilt things the other way if one is to assess net gains rather than just upside potential. The key negative factors identified include market concentration, environmental externalities and risks associated with information imperfections. In the history of modern economics the concern with market failure and market concentration can be traced back more than 40 years to the work of Paul Baran and Paul Sweezy (1966) who worried, in their seminal work Monopoly Capitalism, that large corporations will squeeze out small firms. Whilst this concern has led to a substantial literature and extensive debate, as noted above, globalisation often helps correct problems of market concentration, and data on globalising industries confirm that globalisation is more often a help rather than a hindrance in dealing with the smallnumbers problems flagged by this particular source of market failure (Ghemawat, 2011b). Considering externalities – and focussing in particular on environmental externalities – a large and growing body of evidence suggests that openness has mixed but more muted effects than widely held (Ghemawat, 2011b, 115). Finally, with respect to risks, while globalisation in many merchandise categories reduces volatility – the example of food was cited earlier – large short-term capital flows and foreign debts, influenced by “animal spirits” can be highly procyclical and volatile and, therefore, may need to be managed (Dooley and Hutchinson, 2009; and Ghemawat, 2011b). This is evidenced in many places, including Mexico’s “Tequila Crisis” of the mid-
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1990s, the Asian Crisis of 1997, the Russian Crisis of 1998 or the Global Financial Crisis of 2007 onwards. Related to this, capital and trade imbalances are another, albeit nontraditional, type of market failure that requires explicit attention (Ghemawat, 2011b, Chapter 8). Whilst we have not reviewed the evidence in detail in this section, the upshot is clear: the frequently-cited worries about additional cross-border economic relationships and connections are substantially exaggerated if not entirely misplaced. As Ghemawat (2011b) notes, this does not mean that there are no negative effects of globalisation but rather, if anything, these negative side-effects demand regulation and amelioration. But, in the presence of effective policies that promote functional economic relationships, the arguments and evidence are convincing: the gains from global integration are potentially very large and sustainable. This conclusion is supported below by drawing together the evidence of the economic impact of TCIP flows. 2.3 Evidence of the Economic Impacts of TCIP Using each of the four elements of Ghemawat’s (2011a) TCIP framework, Ghemawat (2011a) measures integration by way of a TCIP index. A strong positive relationship exists between integration and economic welfare, measured by per capita GDP, and the significance of the relationship can be summarised quantitatively by noting that the correlation between economic integration and per capita GDP is 0.58. From this, we can see that higher income countries, or “rich” countries, are more globally connected than poor countries. Thus, measuring integration by way of a TCIP index provides a strong, positive indicator in favour of global integration and improved economic outcomes. In short, economic openness or globalisation together with increasing integration bodes well for economic prosperity and progressive development, along with a clear sign of wealth accumulation within a society. Of course GDP per capita is just one element of wellbeing. Other, broader and more representative measures of economic welfare can be considered. To this end, the correlation coefficient between the United Nations’ Human Development Index (HDI) and integration is 0.63, which is even stronger than the 0.58 shown with per capita GDP (Ghemawat, 2011a, 64). But we need to be careful to recognise that correlation between two variables does not automatically imply that one causes the other. For instance, it might be possible that countries with high per capita incomes, or high human development indices, are the ones that are able to develop connections with the rest of the world, rather than their integration having fostered their richness (Ghemawat, 2011a, 64). That said, the detailed empirical evidence and arguments presented under the TCIP headings offer compelling evidence that there are substantial welfare benefits to be had from global integration. Importantly, this positive result is not confined to narrowly defined economic variables. Rather, the relationship extends to broader measures of welfare as represented, for example, by the United Nations’ HDI. These generally positive indications from statistical analysis on the benefits of global integration are backed up by looking at how integration (or the lack of it) has contributed to individual countries’ economic development.15 Bangladesh, the Central 15 T.N.



Srinivasan and Jadgish Bhagwati (1999), in their paper Outward-Orientation and Development: Are Revisionists Right?, advocate the use of case studies on the experiences of individual countries in lieu of cross-country growth regressions.
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African Republic and Burkina Faso, which are among the poorest countries in the world, in relative terms, are globally unconnected. Ghemawat (2011a) notes a reduction in openness below already-low levels might be catastrophic for these countries’ levels of economic welfare. Textile exports and remittances, for example, are critical to Bangladesh’s economic development. In the same breath, based on Bangladesh’s relatively low integration, other characteristics and the conclusions from cross-country studies, it seems plausible that increased openness could improve the country’s economic welfare materially. Examples such as Hong Kong (China), Singapore, and Luxembourg, which are among the world’s richest countries (or territories), suggest openness and a high intensity of cross-border connections are key contributors to economic prosperity (Ghemawat, 2011a). Perhaps, the role of openness in contributing to economic welfare is demonstrated best by comparing the case studies of South Korea and North Korea, which have many social, economic and geographic factors in common, but are at opposite ends of the spectrum in terms of openness and economic welfare. These findings have important implications for the socio-economic advance of African economies based on at least two structural drivers. First, African economies are substantially unconnected to the rest of the world. Second, African economies largely are unconnected to each other. In making this argument, it must be noted, however, that integration, or connectedness, is an economic factor that is multi-faceted and which only comes into force if the connecting parties are able to engage in collaborative exchange or, what neo-classical economists might refer to as enjoying the benefits of gains from trade through comparative advantage. The point is put more elegantly and simply by Banerjee and Duflo (2011, 267): Given that economic growth requires manpower and brainpower, it seems plausible ... that whenever that spark [of economic growth] occurs, it is more likely to catch fire if woman and men are properly educated, well fed, and healthy, and if citizens feel secure and confident enough to invest in their children, and to let them leave home and get new jobs in the city.



Against this backdrop, an assessment of Africa’s economic integration is presented below which, in turn, makes it clear that Africa stands to gain from a sustained structural benefit brought about by the opening up of African economies to each other and to the world at large.
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Chapter 3: Africa’s Economic Integration: Poor with Rich Potential



3.1 Africa Rising The existence of country borders – and the immobility of goods and services across borders – can be illustrated in many ways. A particularly colourful illustration comes from the International Federation of the Phonographic Industry’s (IFPI) data which show that nearly two-thirds of music bought in France in 2011 was French. In Germany, the figure for the purchase of local music was 46 percent (Skapinker, 2012). However, the evidence and arguments all else equal, greater flows of trade, capital, information and people across borders translate into higher levels of country welfare. Yet, as IFPI’s figures show, despite the existence of this healthy relationship, all countries have at least one thing in common: the existence of national borders that represent obstacles to integration. On this score, though, of the different regions in the world, the evidence shows that in Africa borders have pronounced effects in hampering flows as the continent is the least integrated and least connected region in the world. On the one hand, this helps explain Africa’s historically low rate of socio-economic advance. Whilst, on the other hand, this low level of integration points to the exceptional prospects that lie in store for the region if it is able to achieve gains in integration. These dynamics are attracting increasing attention amongst investors and business people from a broad spectrum of industries. Speaking in Addis Ababa in 2011, Sunil Mittal, chief executive of India’s Bharti Airtel, summed up the investment and business opportunity that Africa presents: “In my view, Africa offers a long-term opportunity for Indian businesses in manufacturing, agriculture [and] services, and it is my desire and recommendation that more and more Indian businesses should participate in Africa.” Bharti Airtel, following its acquisition of Zain in 2010 is present in 17 African countries with over $11 billion invested in the continent. Tony Elumelu, former head of the United Bank for Africa, has reinforced Sunil Mittal’s argument in noting: “A decade ago, there were less than 100,000 mobile phone lines in Nigeria. Today there are close to one hundred million.” To boot, despite this rapid growth, Nigeria still represents the fastest growing mobile telephone market in the world, rising by one million new subscribers a year. The growth in the mobile telephone market is a clear illustration of the rate of growing integration and development in Africa, even if it is off a low base. Notably, rising global integration has contributed to rising productivity in the mining, sector and encouraged major investments in physical infrastructure which, in turn, have contributed to spill-over effects in secondary and tertiary sectors that include banking, telecommunications, logistics and various trade clusters. On this score, mining giants like Brazil’s Vale have pledged enormous investments in Africa. Roger Agnelli, Vale’s former chief executive officer, and now head of AGN Participções, confirmed this sentiment in observing “Africa is the new frontier of natural resources … and the future of Vale.” To this end, the company pledged some $12 billion of investment in Africa between 2011 and 2016. Considering the evidence more broadly, over the past decade African economies have become more integrated. Poor connectivity in the past helps explain Africa’s decades of underperformance. But rising connectivity today, outlined earlier in this report, could go some way to explaining Africa’s economic growth surge over the last decade. Since the late 1990s African economies have become more globally connected. For instance, as shown earlier, Africa’s exports grew at a rate of 8.8 percent per year between 2000 and
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2011, meaningfully above Africa’s rate of growth of 5.5 percent over the period, and well in excess of world economic growth of 3.7 percent over the same period. Significantly, exports also are becoming more sophisticated, even to economies that have in recent years come to be considered fiercely competitive. As an illustration, in 2000, African exports to China amounted to $4 billion, of which almost the entire value was represented by raw materials and fuel. By 2010, not only had the figure grown substantially, to just under $60 billion, but about one-eighth of the value was represented by manufactured goods, machinery and chemicals (Rice, 2012). Perhaps more pointedly, Martyn Davies (2012), the chief executive officer of Frontier Advisory, recognises that the opportunity for African firms to capture revenue and market share from factories that move from rising cost locations – such as China today, Japan in the 1980s or South Korea in the 1990s – is enormous. China’s apparel export in 2009 amounted to $107 billion whilst the figure for Africa summed to $2 billion. In turn, this presents an opportunity for African economies to emulate the growth models of Japan and the “tiger” economies of Hong Kong, Singapore, South Korea and Taiwan where. In each case, the model of a competitive advantage coupled with regional collaboration and international integration – helped by a “lead economy” showing the way – translated into extraordinary economic success (Okimoto, 1986). Thirty and forty years on this “flying geese pattern” is affording similar success to other Asian economies such as Indonesia, the Philippines and Vietnam, whilst African economies such as Ethiopia, Ghana and Rwanda are showing early signs of successful emulation (Davies, 2012). Returning to the matter of rising openness, annual flows of FDI to African countries increased from $25.0 billion in the decade of the 1990s to $196.6 billion in the last decade. This constitutes an almost eight-fold increase in FDI in the space of a decade, with the number of FDI-funded projects growing at 27.7 percent per year over the period 2003-2011 (Ernst and Young, 2012). Together, these data evidence a persistent, structural opening up of African economies since the turn of the century. Moreover, while there was a slump in FDI in the wake of the Global Financial Crisis in 2009, levels are picking up. By one estimate, Africa is on track to attract over $150 billion of FDI by 2015, equivalent to 6.2 percent of forecast GDP (Ernst and Young, 2012, 22; and IMF, 2012). 3.2 Africa’s Global Integration Despite this rising integration, Africa’s economic connectedness remains extremely low. The continent is the least globalised region in the world and, even with on-going talks toward deeper and broader economic relationships, Africa is by far the most disconnected region measured by the movement of goods, services, capital, people and information within countries and across borders. Considering trade (T), first, while Africa has pursued a trade liberalising agenda and a range of free and preferential trade agreements with partners around the world for some time, the movement of goods and services between Africa and the world has been slow, with lacklustre flows lagging other regions. But Africa’s poor trade performance is less about policy and preferential access to key markets (African exporters have access to both the EU and to the United States through AGOA) than about facilitation. It is still significantly more expensive to trade with Africa than with other regions around the world. For instance, Roger Agnelli noted in a 2012 presentation in Saõ Paulo that the cost of moving a container in Nigeria is five times the cost in Brazil and ten times that in The Netherlands. It is for this reason that enormous efforts are underway to enable the
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environment by improving infrastructure, minimising costs and ultimately illuminating unnecessary obstacles in an effort to better facilitate flows of goods, in the first instance. Africa needs to trade and become more integrated in global value chains if it is to harness its natural potential and stimulate wealth and prosperity. This also means growing integration within Africa – to build economies of scale and competitiveness in global markets. The case of Mercado Comun del Sur or the Common Market of the South (Mercosur), the regional bloc comprising Argentina, Brazil, Uruguay and Paraguay as principal members, is one example of this policy effort. Even though Argentina and Brazil were relatively large economies at the time of Mercosur’s creation in 1990, they were relatively uncompetitive in global markets – with low levels of trade as a ratio to GDP. Mercosur facilitated intra-regional trade and region-wide value chains, encouraged outward trade as a collective regional bloc and effectively helped integrate member countries – as small as Uruguay and Paraguay – into the global economy. Between 1990 and 1996 intra-regional trade in Mercosur grew a staggering 300 percent while trade with other nations grew 170 percent. In turn, FDI grew ten-fold during the same period (White, 2001). The East African Community (EAC) is the case in Africa that is following a similar trajectory, recognising the importance of scale and competitiveness for its export markets and integrating production and value chains in the sub-region with the intention to access global markets. Evidence of Africa’s low level of financial integration also is readily available (C). Traditionally Africa’s growth and development has relied on flows of development aid from donors or conditional loans from funding agencies or multilateral institutions. While examples of this dependency still exist in some African countries, the story of capital flows in Africa has changed. FDI has increased substantially, from around $10 billion in 2000 to over $70 billion in 2010. As noted, this is expected to reach $150 billion by 2015, with Africa’s high rate of return on investment acting as an ongoing stimulus to capital flows. While capital flows have diversified in nature and origin – now targeting sectors as diverse as agriculture, manufacturing and tourism alongside resource extraction and infrastructure, from China, Brazil, India and the traditional partners in Europe and the United States – obstacles still hamper flows. On the policy front, far fewer investment agreements exist than trade agreements and few African countries have double tax agreements with investor countries (or even among other African countries). While financial institutions are becoming more regional and continental in their operational presence, pan-African banking still is not a reality. Moreover, while linkages between banks with a presence in Africa and investors abroad are growing, these initiatives still are in their infancy. Africa, by and large, is still severely under-banked and severely under-serviced in the financial sector, which adds constraints around capital flows and business transactions across the continent. But this low level of international financial integration poses an enormous opportunity as business grows and the demand for these services escalates. Turning our attention to flows of information and knowledge (I), telephone communications are an excellent proxy for the movement of information and ideas, as telephone connections provide a platform for the exchange of data and ideas. On this front, Africa has experienced explosive growth. The mobile phone market, for instance, 48



has grown from around zero subscribers in the mid-1990s to 88 million in 2005 and a remarkable 360 million in 2010. The latter figure equates to approximately half of the population (EIU, 2012a, 4), representing a leap in integration in a remarkably short time. Notwithstanding this substantial increase in integration via telecommunications, Africa remains the world’s most poorly connected region on this score. The low level of access to information and knowledge is reiterated by considering internet connectedness. World Bank data show that in 2011 approximately 70 people per 100 are connected via the internet to global information and knowledge flows in high income economies. The figure for middle income economies is 25, whilst ten people per 100 are connected to the internet in Africa. Moreover, as already highlighted, whilst the growth in connectedness has grown rapidly off a very low base, the scope for connectivity to contribute to socio-economic upliftment is material. A recent study, Connected Agriculture (Kirk, Steele, Delbé, Crow, Keeble, Fricke, Myerscough, and Bulloch, 2011), illustrates this by identifying 12 opportunities in which integration via mobile technology could increase agricultural income in 13 African economies. The opportunities include mobile payment; micro insurance; micro lending; mobile information; farmer helplines; smart logistics; traceability and tracking; mobile management of supplier networks; mobile management of distribution networks; agricultural trading platforms; agricultural tendering platforms; and agricultural bartering platforms. The authors estimate that the efficiencies and productivity gains that follow from such increased connectedness could add $48 billion to the GDP of 13 surveyed African economies in the space of a decade. Given that agriculture currently makes up about one-third of Africa’s GDP, and that increasing integration via these 12 opportunities would raise income by 11 percent, all else equal, the impact of raised integration is material. Indeed, in recognising that, in the case of China, for instance, agriculture’s role in reducing poverty has been three times higher than that of other sectors, and that Africa has 60 percent of the world’s uncultivated arable land, the potential for sustained socio-economic upliftment by way of this type of contribution is material.16 The movement of people (P) in Africa, and people’s connectedness to the global economy has been low, historically. But, as is the case with the other three factors of mobility, the mobility of people is rising rapidly off this low base. Examples of this abound. Perhaps one of the best examples is the case of the EAC – as highlighted earlier – where the granting of a free movement of people between the member states of Kenya, Uganda, Tanzania, Rwanda and Burundi has proven not only an economic imperative to encourage increased production and competitiveness, but a security imperative associated with the shortage of resources in some locations (like land in Rwanda) and an abundance in others. The elimination of borders prevents overcrowding and allows for a more balanced use of resources on a regional scale. Angola’s recent experience offers another useful illustration. Between 2003 and 2011 the official number of Portuguese nationals living in Angola rose from 21,000 people to 100,000 people (Conchiglia, 2012). This represents a five-fold increase in this particular measurement of the movement of people in a short time, but the starting point represents about 0.1 percent of the population at the time. The case illustrates that whilst the connectedness and integration of people may be rising quickly, Africa’s
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connectedness in this factor is limited compared to levels in advance countries and also compared to many emerging economies. Access to transport infrastructure and the efficiency of infrastructure are some of the most important explanatory factors in this regard. For instance, it is estimated that lowcost air travel accounts for less than six percent of passenger miles on the continent (Smith, 2012). Strict visa requirements and border controls are another frustration to trade and the movement of people across borders (Phakathi, 2012). Thus, whilst it may only take 90 minutes to travel by air from Johannesburg in South Africa to Harare in Zimbabwe, it can take another 90 minutes for passengers to clear immigration controls. The costs of moving across borders, however, extended beyond the opportunity cost of time. Mills (2012) gives the case of the complex Chirundu border post between Zimbabwe and Zambia. A border post as complex as Chirundu has many controls carried out by several authorities, all whom contribute to high total transit times: for northbound traffic, the average time taken for the Zambian Revenue Authority to process a truck and its documents is 17.4 hours, which include time to process documents and inspect loads (Curtis, 2009, xiv). Each control, no matter how small, takes time and can create a bottleneck. Teravaninthorn and Raballand (2009) have computed that delays at border posts such as Chirundu could be equivalent to a 25 percent surcharge on transport costs along the southern African land transport corridor, equal to an additional charge of well over $100 million per annum (Curtis, 2009, xiv). This figure, however, does not include unrecorded direct pecuniary charges. By one account, as many as five unlegislated financial expenses were added to the legislated cost at the border crossing (Mills, 2012). Given that these costs sit on top of the already high dwell times the negative economic impacts are potentially large. Equally, the benefits of making the flow of goods and people across national borders are potentially not just material, but also permanent. 3.3 Africa’s Regional Integration As noted above, in understanding integration, there are two clear lines of analysis and discussion. The first is Africa’s integration vis-à-vis the global economy. On this score, as evidenced above, Africa’s role and standing in the broader global landscape is low. Whilst this low integration plays an important role in explaining Africa’s economic backwardness, in the same breath, it presents a powerful source of sustained structural growth that contributes to the exceptional latent potential of the broad African economy. The second line of analysis relates to how connected African countries are to each other. Here too, the evidence points to exceptionally low levels of intra-Africa flows and regional integration that, in the same fashion as low levels of global integration, is an important explainer of Africa’s poor economic record whilst, simultaneously, pointing to the substantial economic potential that resides in the prospect of African economies connecting to each other via regional relationships and economic assimilation. Considering regional integration, at a global level, roughly two-thirds of trade takes place within continents and half of all trade take place within more narrowly defined sub-regions (Ghemawat, 2011). World Bank (2012) figures indicate that FDI flows take on a similar trend, being heavily influenced by regional patterns. Globally, and contrary to Friedman’s (2004) “flattening of the world” hypothesis, intra-regional trade and investment – or that taking place within regions as opposed to between regions – has
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been rising at a fast rate.17, 18 Indeed, while is has been stated that Africa lags somewhat behind other regions, Africa is following a similar trend to the rest of the world.. As Figure 14 shows, from 2002 to 2010, intra-African trade grew at a compound rate of 16.4 percent per annum, which is faster than the compound rate of economic growth over the period. Figure 14: Intra-African Bilateral Trade from 2002-2010 125 103.9
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However, whilst the rise in regional trade amongst Africa economies is impressive in nominal terms, the rate of expansion is not much faster than the rate of regional economic growth over this period, and the rise in regional trade has not done any more than match African economies rise in global trade. As a consequence, in 2011 Africa’s intra-regional trade amounted to only 13.1 percent of its total trade – well below the global average (Figure 15).



This information is based on the data compiled by Pakaj Ghemawat for the DHL Global Connectedness Index (2011). 18 There is a long list of authors who have written about this, but Thomas Friedman’s (2004) The World is Flat: A Brief History of the Twenty-First Century arguably is the best known amongst these pieces of work. 17
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Figure 15: Regional Trade Relative to Total Trade by Region (%) for 2011 80 72.1
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Studies find that two countries can be expected to trade 42 percent more if they share a common language, 47 percent more if they are part of the common trading bloc, 114 percent more if they share a common currency and 188 percent more if one of them colonised the other at some point in history (Ghemawat, 2011b). These linkages are interesting in the context of Africa where intra-regional flows are low and few countries share a common language or culture – but trading blocs exist. Yet, despite these blocs, individual African countries still tend to focus their connectivity – especially in terms of trade, investment and information – with countries outside of Africa, placing less emphasis on intra-regional flows and connectivity. Evidence of the low level of regional trade amongst African economies is shown in Figure 15. The evidence highlights that the relatively low level of regional trade illustrated in Table 5 essentially are unchanged over the past decade despite the trend of low-but-rising global connectivity amongst African economies.
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Table 5: Intra-African Trade and FDI Relative to African Total (%)



2002 2003 2004 2005 2006 2007 2008 2009 2010 2011



Regional Trade (%)



Regional Projects (%)



13.2 12.6 12.0 11.5 11.9 11.7 11.8 13.4 13.1 -



8.0 6.4 7.7 10.1 8.3 14.8 16.2 16.3 16.9



Source: Ernst and Young (2012, 31 and 35)



Peter Matlare, the chief executive officer of TigerBrands, the South African-based fast moving consumer goods firm, offers anecdotal evidence of the low degree of regional integration. Matlare notes that it is quicker to move a container of goods 5,700 kilometers by sea from Lisbon in Portugal to Luanda in Angola than it is to move the same container from Cape Town to Luanda, despite the sea journey being 2,800 kilometers shorter. Anecdotes aside, capital flows amongst African economies are a rapidly growing phenomenon. Between 2007 and 2011, intra-African FDI into new projects grew at a compound annual rate of 42 percent (Johnson, 2012, 48), but this growth has come off a very low base. As a share of total FDI in the continent, the percentage of intra-African FDI measures about five percent, with the bulk of FDI coming from outside the region. By contrast, the figure for Latin America is ten percent, whilst intra-Asian investment measures 17 percent (Johnson, 2012, 48-51). The evidence of low intra-regional FDI levels can be illustrated by staying with the case of Angola where it is notable that, of the more than 500 foreign firms operating in that country in 2012, 38 percent are Portuguese owned and 19 percent are Chinese owned. Put differently, whereas Portugal and China’s collective GDP represents just over one-tenth of world GDP, their foreign investments in Angola account for two-thirds of the foreign firm headcount (Conchiglia, 2012). Experts following integration in Africa highlight a set of fundamental reasons for the low level of regional integration, namely low levels of economic and product diversification; historical relationships; poor or inadequate infrastructure; and small markets with low purchasing power. There is little history of trade complimentarity between African countries and historically, infrastructure was designed and built to extract resources from the continent to be shipped to other locations and not necessarily to connect one African market to the next. Considering the issue of economic and product diversification, Angola offers a useful example of a global, rather than regional, focus of African economies. Oil and diamonds make up over 80 percent of Angolan exports and its three principal export partners are China, the United States and the European Union – with the United States absorbing the lion’s share of oil exports. Angola’s principal import partner is Portugal. Angola’s others major import partners include Brazil, the United States, China and South Africa. Notably, South Africa is the only country from Angola’s southern Africa region – and part
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of the Southern African Development Community (SADC) – that features as one of its main trade partners. The European Union, United States and China have a high demand for petroleum products and have a market of sufficient size and strength to absorb Angola’s entire share of oil exports, while Angola is less likely to export petroleum products to, say, Nigeria – which is another large producer of oil in the Africa region. Whilst the argument has been made that Africa’s economic growth is no longer purely resource based, it remains the case that the largest exports from Africa, as we see in the case of Angola, remain natural resources. With low levels of economic and product diversification, the market for exports from African countries are not in other African countries, but rather further afield in markets requiring these resources, but that do not have their own internal supply. With industrialisation and the development of the manufacturing and services sectors in Africa – along with a growing consumer market – this is likely to change. But for the moment, African countries still produce overwhelmingly the same (or similar) goods at the same time of year, offering little trade complementarity. As a consequence, African economies often compete against each other with low degrees of differentiation in common external markets for goods; the same holds for FDI. Preferential market access agreements with the EU and the United States also encourages flows to those markets instead of neighbouring African countries, as well as investments from those countries to facilitate stronger low-cost exports back to their markets. A second factor that contributes to explaining Africa’s low regional integration comes from an investigation of historical ties. Again, Angola serves as a useful example to illustrate the case. As a former Portuguese colony, Angola has important trade and investment ties with Portugal and Brazil – another Lusophone country and at one point a colony of Portugal. Angolans traditionally have migrated to Portugal for work or study purposes and Portuguese and Brazilian companies have substantial investments in Angola. The historical relationships are such that Brazilian firms are some of the largest investors in Angola. With well over 100 Brazilian firms operating in Angola, Brazilian products and services are well known, and Angolans frequently travel to Brazil on shopping sprees to stock up on goods that are yet to reach African shores. The example is illustrated by Odebrecht, the mega construction company from Brazil, which today is the largest private sector employer in Angola. But the linkages with Brazil stretch well beyond commercial exchanges. Brazilian soap operas are some of the most popular shows on Angolan television and Angolans have developed a strong affinity for Brazilian fashion and pop culture, all of which has translated into a stronger connection between the two countries. A third factor that explains low regional integration is poor or inadequate infrastructure. As noted earlier, Africa has an infrastructure deficit with respect to roads, rail, ports, airports, telecoms, waterways and many other physical contributors to connectivity. Moving products and people around the continent is difficult and time consuming, riddled with security concerns and besieged by unreliable routes and onerous processes. Staying with Angola as an example, the country essentially is disconnected from the African countries east of it. There are few road networks and no rail networks linking Angola to other African countries. This makes cross-border trade difficult or impossible with neighbouring countries. It simply is easier, and by inference more profitable, to trade with countries like the United States, Brazil, Portugal and China. As another case in point, the Democratic Republic of the Congo (DRC), which boasts one of the largest treasure troves of natural resources in the world, has no road or rail network linking Kinshasa in the west with the often-volatile eastern parts of the country. Transporting products between the rich copper belt – which spans the border 54



between Zambia and the DRC – and the coast, is an arduous logistical undertaking that can take up to two weeks if southward bound through South Africa or up to a month if eastward bound through Kenya or Tanzania. Over half of this transport time is spent at roadblocks and bottle-necked borders (see Box 1).



Box 1: Crossing Borders from Johannesburg to Kasambulesa The transport route between South Africa and the copper belt in Zambia and the DRC is one of the most important for the economic prosperity of the Southern African region. This route provides supplies and machinery to the mines in the copper belt as well as the route of preference for copper exports to markets in Asia and elsewhere through the port in Durban. Therefore it is an important part of production and overall competitiveness of the mining industry in the region. The analysis of such a journey is commonly referred to as a “Route Diagnostic”, which effectively measures the nature of a trip, including duration and costs as a basis for assessing the ease of transport and obstacles encountered. The typical load from Johannesburg to the Zambian copper belt includes items like crushing balls, machinery and supplies for the mines. The return journey, which ends in Durban, is one that includes a convoy of between 5 and 7 trucks loaded with copper and accompanied by heavily armed security – given the value of the copper and the high incidence of theft and vehicle high-jackings. The Route Diagnostic, undertaken by Dr Lyal White in 2010, from Johannesburg to the Zambian copper belt involved a 2,154 kilometer journey, traversing three countries, namely South Africa, Zimbabwe and Zambia, and crossing two international borders, namely Beitbridge and Chirundu. The Route Diagnostic ended with a visit to Kasumbalesa, the notoriously difficult border between Zambia and the DRC on the copper belt. The full duration of the journey was roughly 120 hours, which comprised of one-third driving, one-third stoppage for eating, sleeping, rest and recreation and traffic check points or weigh bridges, and one-third idle time at the borders. The road infrastructure through South Africa was good and caused no delays. Through Zimbabwe the roads were by and large good, but did need widening and repairs in places. Roads in certain remote parts of Zambia and especially in the copper belt region were particular poor and hazardous in parts. This was reflected in the high number of accidents recorded in the area and the length of time it took to travel relatively short distances. Torrential rains and the high frequency of regular truckloads had literally destroyed the road network running through the copper belt – which according to locals and mining contractors had been rebuilt or repaired by the Chinese only a year earlier. While the state of the roads in some parts posed serious safety concerns for the drivers and their cargo, insecurity on route is also cause for concern. Drivers will avoid remote areas or mountain passes in the late afternoon or evening for fear of being robbed or high-jacked. On return through South Africa, copper loaded trucks are vulnerable to organized high-jacking, hence the need to travel in convoy with skilled security companies. The border crossings remain painfully slow. While Chirundu, which is the border between Zimbabwe and Zambia, instituted a one-stop-border post at the end of 2009 55



along with a giant electronic scanner to monitor cargo – which should eliminate the duplication of documents in Zimbabwe and Zambia and shorten the time at the border substantially – in practice this does not seem to be active all the time. Such innovative products and processes require a change in mindset and the will to implement and operationalise them. Cargo stood idle for an average of 20 hours at each of the borders crossed on the journey, which adds significant delay and costs. The borders also are a hotbed of petty crimes which escalates into more serious crime through lengthy delays and heightened frustration. The Route Diagnostic highlighted that bribery remains a serious problem in the movement of goods, services and people in Southern Africa. Some of the trucks at the Kasumbelsa border post had been standing idle for up to two weeks. These were mostly Malawian or Tanzanian transporters who were unwilling to speed up the waiting process by paying bribes – given they were already in for a long journey. Interestingly, truck drivers at Kasambulesa complained that bribery at traffic control stoppages in the DRC tends to be five-to-ten times higher than in Zambia. More broadly, the inadequate and poor quality of transportation infrastructure in African countries acts as a major hindrance to the free flow of goods across borders. Given the substandard condition of the African road network (only 22.7 percent is currently paved), the poor interconnectivity of the rail networks and the limited capacity of many smaller ports to accommodate the largest supersize container ships, moving goods across borders is costly and subject to lengthy delays. This impinges on competitiveness as well as consumer demand, as high trade costs result in higher retail prices and dampen consumers’ appetites. To give an idea of the extent of the problem, it is estimated that transportation costs are 136 percent higher in Africa than in other developing regions (Ben Barka, 2012, 4). The movement of goods and people is not just constrained by poor physical infrastructure. In Africa, the average customs transaction involves 20-30 different parties, 40 documents, 200 data elements (30 of which repeated at least 30 times) and the rekeying of as much as 70 percent of all data at least once. These administrative hurdles escalate trade costs. It is estimated that each day of delay at customs is equivalent to an additional 85 kilometers between the trading countries (see Table 6). In Angola, however, and contrary to some of the evidence presented above, the efficient use of modern information technologies for customs procedures has significantly cut processing time and increased customs revenues by 150 percent, underscoring the economic potential and benefits that are resident in integration.
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Table 6: Cross-Border Trade Indicators in Selected Sub Regions Region



SADC COMESA ECOWAS CEMAC19 Middle East and North Africa East Asia and Pacific South Asia Latin America Eastern Europe and Central Asia EU OECD



Documents to Export (Number)



Time to Export (Days)



Cost to Export per Container ($)



Documents to Import (Number)



Time to Import (Days)



Cost to Import per Container ($)



7.3 7.2 7.6 9.0 6.4 6.4 8.5 7.1 6.4 4.5 4.4



31.2 32.4 27.6 35.2 20.4 22.7 32.3 19.0 26.7 11.5 10.9



1,856 1,915 1,528 2,809 1,049 890 1,512 1,311 1,652 1,025 1,059



8.4 8.2 8.1 10.8 7.5 6.9 9.0 7.5 7.6 5.3 4.9



38.0 38.3 31.6 44.0 24.2 24.1 32.5 22.0 28.1 12.1 11.4



2,273 2,457 1,891 3,271 1,229 934 1,745 1,441 2,548 1,087 1,106



Source: Ministry of Economy and Finance of Nigeria (2011)



Moving capital and people across borders in Africa is also expensive and difficult. In the case of capital, drawing on World Bank data, Chandy, Dervis and Rocker (2013, 19) find the cost of sending money across the Tanzania-Kenya border is nearly ten times the price of sending money from the United Kingdom to Pakistan. In the case of Tanzania and Rwanda the cost is eight times the price of moving money between the United Kingdom and Pakistan, and the multiple for South Africa and Mozambique is six times. These exorbitant costs of moving funds across borders act as a direct challenge to financial integration. Considering the movement of people, inefficiencies and deficits in air travel infrastructure are glaring and gaping. Air travel between African countries, whilst improving, is exceptionally poor by international standards. On a vast continent, where distance matters, this is a major deterrent to connecting people in business and tourism, especially when one needs to fly to a hub in Europe or Dubai to connect to another country in the same region. Hampered by infrastructure that was designed by former colonial powers to efficiently move resources out of Africa rather than within Africa, infrastructure, which includes improved processes as much as it includes physical infrastructure, geared toward intraregional flows will go a long way in connecting African countries with each other and from there, through their coastal ports to global markets (see Box 2). On this front, Ben Barka (2012, 2) argues that improving border posts and customs procedures will not only reduce the cost and delays incurred by commercial companies, and enhance trade competitiveness, but will also boost government revenues (potentially by up to 25 percent) and accelerate economic development in the continent. Box 2: A Snapshot of Kasumbulesa Border The Kasumbulesa border station is roughly 35 kilometers north of the Zambian town of Chingola and 90 kilometers south of the DRC’s Lubumbashi. Thos border station, which separates Zambia and the DRC is an important crossroad of trade and connectivity in the region. Yet its effectiveness is significantly compromised by seemingly endless problems faced by truckers at the border. The aggregate data for the CEMAC region cover all member states with the exception of Chad. That is, the data include Central African Republic, Congo, Equatorial Guinea and Gabon. This is because of a lack of accurate data and information for Chad. 19
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A visual inspection of the main areas on the Zambian side of the border; a brief visit to the no-man’s land; and numerous interviews with truckers, a senior clearing agent and a top Zambian customs official (the Kasumbulesa Station Manager) revealed some of the realities of borders in Africa and the difficulty of moving products and people between the DRC and Zambia specifically. Some of the main problems at the border were palpably apparent: extremely lengthy delays, acute congestion, poor infrastructure and a lack of security. Interviews with truckers revealed a number of key shortcomings and pernicious practices – especially corruption, inefficient documentation processing, and discriminatory penalties levelled against certain trucking companies and nationalities – which complemented the visual observations made. A one-stop border post was planned for 2011, but there is no certainty around whether this is up and running. One example of the benefits that flow from removing obstacles to regional integration comes from the West African Economic and Monetary Union (also known as UEMOA from its name in French, Union économique et monétaire ouest-Africaine). UEMOA has proved to be a successful regional economic community, evidenced by a substantial increase in intra-community trade over the last decade. This is a result of UEMOA successfully setting up a customs union and common market in 2000, eliminating tariffs on goods traded between its member states, harmonising its customs clearance procedures, abolishing entry visas among all its member countries and significantly improving transportation networks and telecommunications connectivity (Ben Barka, 2012, 2). Trade inside this region has grown by 40 percent in ten years, well above the average for the continent and now also highest in relative terms for the continent (Ben Barka, 2012, 3). Put simply, ”easy-to-fix” efforts like removing borders, reducing processes and processing time at borders and facilitating integration has numerous positive spillovers, including cost savings for governments; less wastage (the case of fresh produce is the most obvious illustration); lower costs to governments; increased trade and higher tariff revenues; lower import costs; greater export competitiveness; and job creation and economic growth (Ben Barka, 2012). 3.4 Connecting Africa: The Great Leap Forward Studies show that countries with a higher degree of integration enjoy faster economic growth with higher levels of human and economic development. In this vein, the evidence suggests that those countries in Africa that are more connected to others on the continent and more globalised tend to be more developed. While geography and infrastructure are significant obstacles toward integration, policies and structural factors within the political economy – like a favourable business environment or outward orientated economic policies – contribute substantially toward the level of integration and can be addressed in the shorter term. Physical infrastructure takes far longer to roll out. Regardless, the arguments presented above suggest that whilst Africa is becoming more connected, borders and distance continue to matter a great deal. This is a notable structural factor because, besides the enormous dormant opportunities that lie in African consumer and labour markets, improved connectivity between African
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countries and a regionally integrated continent is a key imperative for scale and competitiveness as Africa globalises. Herein lie instructive lessons from south-east Asia where the importance of integration and export-orientated policies were coupled with a multi-country regional supply chain model led by the private sector. This encouraged deeper intra-regional connectivity between individual south-east Asian economies, increasing intra-regional trade and investments substantially while boosting the overall competitiveness of the region. South-east Asia has effectively integrated itself into the global economy as a pivotal part of the global value chain. This is now recognised as part of the gravitational shift in production from west to east, where the central axis of economic output and growth is now firmly in Asia. In the same way, connecting African countries to each other is an essential prerequisite for the continent to realise its full potential. This forms part of unlocking the burgeoning market opportunities within Africa while building scale and competitiveness for African countries and companies seeking opportunities in global markets. The potential, in this regard, is exponential. Thus, whilst the low degree of integration forms a key component in explaining Africa’s historically poor economic performance, it also underscores the latent economic potential that is released as integration progresses. Seen in this light, it is evident that the potential of African economies hinges critically on effectively integrating with the world economy but, given that the greatest gains from integration related to local relationships, it is essential that African economies connect with each other via intra-Africa trade, capital flows, movement of people and exchange of information and ideas. Such connectivity will serve to bolster Africa’s rising prospects and help realise gains in socio-economic welfare. This suggests substantial opportunity for African economies as they become increasingly integrated – internally as well as with other economies. However, as noted, perhaps the greatest potential resides in regional integration. Despite the evidence that shows the greatest gains from global integration flow from neighbours, regional economic relationships remains exceptionally low amongst African economies. Yet, whilst the integration of African economies globally – as well as regionally – is low, there is widespread recognition and growing acceptance of the merits of economic integration. The experience of Angola over the past decade makes the case. Since the turn of the century, Angola’s government has built 2,700 kilometers of railways, 148 railway stations, renovated ten airports, 400 bridges and built 6,500 kilometers of road (Business Day, 2012, 8). In a similar vein, Ethiopia’s Growth and Transformation Plan (GTP), which aims to help the country achieve middle income status by 2025, places an emphasis on regional integration as a basis for achieving sustained economic growth. To this end, a core element of Ethiopia’s TGP is the construction of eight rail corridors, totalling 4,744 kilometres, to create a series of key trade routes to neighbouring Kenya, South Sudan, Sudan and – crucially – to the port in the country’s capital, Djibouti (Vaughan, 2013). As an aside, it is notable that up to 70 percent of the funding for the rail infrastructure is provided by external capital, underscoring the potentially positive role that rising integration plays. That given, not only do such investments represent rising capacity for integration, but the pace of change also is rapid. Other evidence that recognises the contribution of regional integration comes from Smith (2012), who notes that rising integration will see the continent’s fleet of aircraft and volume of air traffic double between 2012 and 2030 and, if the recently-launched FastJet is anything to go by, this figure could be extremely conservative. FastJet, Africa’s first continent wide low-cost airline, which has bases in Angola, Ghana, Kenya and 59



Tanzania, intends to triple its fleet from five aircraft to fifteen aircraft within 12 months (Jasper, 2012). Taking a long-term view, one of the largest aircraft manufacturers has forecast that Africa’s rising integration will translate into a demand for 900 additional long-haul aircraft, 14,500 pilots and 16,200 technicians over the next 20 years (Moorad, 2012). Moving from analysis at the company level to the country level, Sindiso Ngwenya, secretary general of COMESA, considers regional trade and integration to be pivotal factors in helping the region boost job creation, alleviate poverty and establish competitive industrial clusters (Mulikelela, 2012). On this front, the African Development Bank (ADB) estimates that the $360 billion Programme for Infrastructural Development in Africa (PIDA) will add 37,200 kilometers of modern highway and 30,200 kilometers of rail capacity which, in turn, could add back as much as two percent per annum to Africa’s economic growth over the next 30 years. In this vein, the three-year agreement for the delivery of power from Gigawatt Park in Ressano Garcia, Mozambique to South Africa’s supply-constrained power utility, Eskom – which represents the first fast-track, temporary electricity-from-gas cross-border project of its kind – demonstrates the type of potential benefits that can quickly flow from regional economic relationships (Downing, 2012). Along similar lines, five freight entities, including Transnet, Zambian Railways, National Railways of Zimbabwe, Societe National des Chamins de Fer du Congo (SNCC) and Beitbridge Bulawayo Railway are in the process of forming a cross-border railway system to identify and remove inefficiencies obstructing cargo flows between South Africa, Zambia, Zimbabwe and the Democratic Republic of Congo (Smith and Allix, 2013). A similar programme, which was started in 2012 to improve trade on the Maputo corridor – between South Africa, Swaziland and Mozambique – has yielded gains, evidenced by a 75 percent increase in the number of trains per week (Smith and Allix, 2013). As a final point in this regard, the experiences of Africa’s two largest economies, South Africa and Nigeria, demonstrate the mutual benefits, as Nagar and Paterson (2012) note, which flow from economic assimilation. Growth in the trade of goods and services between the two countries has been substantial since the end of the 1990s, and the countries are each other’s largest trading partners in Africa. The value of bilateral trade, which totalled only $16.5 million at the turn of the century, increased to $3.6 billion by last year. In terms of the benefits that flow for economies and companies from collaboration and connectedness, it is worth citing Nagar and Paterson (2012) at length: Nigeria now represents a long-term destination for South African investments and is home to many of its recent business ventures. MTN [the mobile telephony business] led the way, posting greater profits from its West African operation than it did in South Africa within only four years of entering the Nigerian market in 1999 ... Two airlines fly seven times a week between the two countries. Many South Africans now live in Nigeria, while an increasing number of Nigerians live in SA ... benefits brought by South African companies to Nigeria [in addition to direct employment] include new business models that benefit all consumers – such as prepaid telephone airtime in the 1990s and, more recently, innovative and highly successful online-and cellphone-based services that have brought banking to the previously unbanked. Nigerian companies could learn important lessons from such South African ways of doing business that can often straddle the formal and informal economies.



Despite this record of growing success, though, the connectedness between these two economies remains exceptionally low in comparison to regions that are more economically advanced. For instance, whilst bilateral trade has increased more than
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200-fold over the past 12 years, trade between the two countries accounted for less that 1.5 percent of their exports in 2011. Such is the history – as well as the prospect – of integration amongst African economies. Against this backdrop, the remainder of this report is dedicated to the construction of the Visa Africa Integration Index, a tool that provides a contemporary measure of integration across the continent and which allows for a dynamic study of the evolution of economic integration and how integration contributes to Africa’s improving socioeconomic prosperity. In this way, the Visa Africa Integration Index constitutes a new instrument in our toolkit that helps us better understand the changes, challenges and opportunities presented by Africa’s economic leap forward.
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Chapter 4: A Toolkit for Measuring Economic Integration20 4.1 Building the Visa Africa Integration Index Economic integration, which manifests itself as global economic connectedness or assimilation, is a vital ingredient for socio-economic advance. This section of the report is devoted to explaining how the Visa Africa Integration Index, a unique measure of the integration of a set of African economies, was constructed. However, before detailing the construction of the index, we note that the Visa Africa Integration Index is constructed for a set of 11 countries that are found in three clusters, namely: iv. v. vi.



an East African Cluster, which includes Kenya, Rwanda, Tanzania and Uganda; a West African Cluster, which includes Ghana and Nigeria; and a Southern African Cluster, which includes Angola, Mozambique, South Africa, Zambia and Zimbabwe.



Constructing the index along these lines is a function of a range of factors including the growing evidence of rising integration amongst these countries, the growing role these countries have in contributing to business revenues and, arguably most importantly, the availability of long-term data sets that allow for the construction of reliable and unique index components that make up the Visa Africa Integration Index. Aside from allowing for the construction of a reliable and robust index, the 11 constituent countries are also highly representative of the region, with a combined population of 437 million people, or 55 percent of the total population of approximately 800 million people at the end of 2012. The combined GDP of the 11 countries that make up the index measured $902 billion in 2011, equal to three-quarters of the region’s total output of $1,200 billion in 2011. Based on the 11 constituent countries, the explanation of the construction of the Visa Africa Integration Index proceeds in five parts. The first part describes the selection of a set of specific factors on the back of the so-called TCIP framework, as developed by Ghemawat (2011a) and detailed in preceding sections of this report. The second part defines and describes the quantitative metrics that are used for measuring each of the aspects of economic integration. In the third part the sample period is commented on, gaps in data availability are identified and ways in which gaps are dealt with are discussed. The fourth part discusses “normalisation” of the resulting raw data, which allows for diverse metrics to be combined into an index. The fifth part explains the way in which the different components are aggregated and weighted to produce the Visa Africa Integration Index. 4.2 TCIP Aspects As presented in earlier parts of this report, economic integration is a multifaceted phenomenon incorporating many types of relationships. Drawing on Ghemawat (2011a, 32), economic integration is defined in this report as a measure of the “the depth and breadth of a country’s integration with the rest of the world, as manifest by its The material in this section draws heavily on the seminal work of Pankaj Ghemawat (2011a; and 2011b) with regard to understanding global connectedness, its measurement and its impacts. Specifically, this section leans heavily on the important contribution Pankaj Ghemawat (2011a) made to the debate on global connectedness by way of the construction of the DHL Global Connectedness Index. 20
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participation in international flows of products and services, capital, information, and people”. Measuring economic integration on the basis of this definition has at least three important aspects. First, integration is measured here on the basis of depth and breadth. In terms of “depth”, a country is considered to be “deeply integrated”, if the economy is particularly open and highly connected to the rest of the world. However, integration only becomes “deep and broad” if a highly connected economy is engaged with a wide variety of counter parties across the different strands of its global relationships. Measuring economic integration by way of depth and breadth provides for a more granular description and better understanding of the nature of integration beyond conventional economic measures. Second, as defined above, economic integration is measured principally on the basis of actual flows that take place between and among countries. As Ghemawat (2011a, 32) argues, the focus on actual flows is motivated by the sense that while connectivity or the technical potential for integration has improved a great deal thanks to changes in transportation and communications technologies, actual levels of flows significantly lag that potential. That said, the Visa Africa Integration Index that we introduce in this report allows for the inclusion of some enablers based on the argument that actual integration, by definition, always lags potential integration. Beyond this, focussing on actual flows means that the index is based on hard data, which removes the risk of conjecture and “makes it ideal for dispelling myths about globalisation” (Ghemawat, 2011a, 32). Third, and as presented earlier in this report, the definition of economic integration adopted here identifies four specific dimensions along which to measure global economic integration, namely the movement of goods and services, or trade (T); financial integration, represented by the movement of capital (C); the movement of information and knowledge (I), such as access to information, ideas and technology; and the movement of people (P). Within the four pillars of this TCIP framework, individual types of flows become the building blocks of the index. These components, which are described in greater detail below, were selected on the back of Ghemawat’s (2011b) defining prior research, which used an extensive search for data on actual flows to established a small set of flow measures within each of the four pillar based on their importance to the overall phenomenon of integration and the availability of hard data on which they could be measured (Ghemawat, 2011a, 32-33). The components that were selected across the four pillars and included in the construction of the Visa Africa Integration Index are shown in Table 7.
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Table 7: Pillars and Components of Visa Africa Integration Index Pillar



Component



Trade (T)



Merchandise trade Services trade Spend on freight, forwarding and courier services In-country transactions on foreign bank cards Road, rail and air infrastructure



Capital (C)



Foreign direct investment (FDI) stocks Foreign direct investment (FDI) flows



Information (I)



Internet users Mobile cellular subscribers Trade in printed publications Social network users Spend on data services and information Education spend



People (P)



Immigrants (foreign born) Tourists (arrivals and departures) International students Air transport passengers Foreign bank cards versus domestic bank cards Transactions on foreign bank cards



Source: Adapted from Ghemawat (2011a, 33)and expanded by authors



Considering the factors identified, a number of points merit elaboration. First, based on the method of Ghemawat (2011a), although the index construction includes mainly flow data, there are three notable departures from the use of flow data. The first of these come in the form of installed road, rail and air infrastructure and related logistics capacity. The second departure involves a consideration of the stock of FDI in addition to FDI flow data. The third departure entails measuring the stock of connectivity via information communications technologies that include internet access, mobile cellular telephony and social network footprints. In the case of infrastructural capacity, the use of a stock measure is based on the argument that the extent of economic integration, by definition and, as suggested below, must lag the capacity to connect. In part, this presents the risk of the index measuring latent slack in the system rather than actual integration. In the same breath, though, installed infrastructure offers a leading indicator of integration that will be drowned out by the other index elements if integration does not follow. Over and above this, measuring the capacity of infrastructure and logistics to facilitate TCIP flows acknowledges “the tremendous importance of logistics performance for economic growth, diversification and poverty reduction [that] has long been widely recognized” (Arvis, Mustra, Ojala, Shepherd and Saslavsky, 2012, iii). Arvis et al.’s (2012) logistics performance index illustrates the importance of the ability of a country to facilitate TCIP flows to that country’s income. Drawing on a sample of 155 countries, the authors’ results show that a one percent improvement in logistics performance corresponds with a 1.5 percent increase in per capita income (Arvis et al., 2012, 13). In the case of FDI, as noted by Ghemawat (2011a, 33) foreign investment stocks, which are the result of investment flows accumulated over time, are an important broader
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indicator of enduring connections between countries. Foreign-owned investments tend to have ongoing positive effects on host economies via corporate governance, for instance, and, in the case of FDI, through spillover effects via managerial control. In addition, FDI stocks also help balance out the high year-to-year volatility of investment flows. Similar to FDI stocks, the stock of mobile telephony users, internet users and social network subscribers arguably is a better – and more stable – measure of connectivity than highly volatile flow figures. A further point that merits elaboration is the inclusion in the index of a broad set of country flow data made available by Visa sub-Saharan Africa. As noted by Young (2012, 1), for many of the poorest regions of the world the underlying figures supporting existing estimates of economic activity and social welfare are minimal or, in some instances, nonexistent. This is particularly the case in Africa. Thus, for example, while the most recent Penn World Tables purchasing power parity data set provides real income estimates for 45 sub-Saharan countries, in 24 of those countries it did not have any benchmark study of prices. In a similar vein, although the on-line United Nations National Accounts database provided GDP data in current and constant prices for 47 sub-Saharan countries for each year from 1991 to 2004, as of mid-2006, more than half of the data points were missing and no constant price data had been received for any year for 15 of the countries for which the complete 1991-2004 on-line time series were published (Young, 2012, 2). In addition to helping us overcome problems of missing data, the Visa sub-Saharan Africa data help us overcome a second weakness in data sets dealing with African economic activity, namely data accuracy. As Jerven (2013) demonstrates, even where numbers are available, figures often are misstated because of capacity constraints, changing economic structures and large “informal” economies that perform differently from the more readily measured “formal” economy. This means that one of the most urgent challenges in any survey of African economic development is to bolster statistical capacity. As Jerven (2013) illustrates, reliable statistics are basic to the operation of governments in developing countries, vital to nongovernmental organisations and invaluable to business. The index construction and data inputs that we establish present a contribution to developing statistical capacity and building robust data pools. In short, given that high quality, high frequency data for sub-Saharan economies is scare and valuable and that statistical capacity demands development, the Visa Africa Integration Index arguably constitutes a valuable contribution to capacity and information.21 Thus, the Visa sub-Saharan Africa information has a number of desirable attributes in the construction of the index, including: i. ii. iii.



the frequency with which the information is updated, namely biannually with access to quarterly data, compared to the conventional annual production of public data; the relatively short lags – normally three months – between the flows that are measured and the data becoming available, as compared to the relatively long lags – which can measure years – in the case of public data; and the uniqueness of the data which provides access to valuable and reliable information on connectivity that is not available in the public domain.



See also Minney (2012, 23) where it is noted, for instance “there is no official data that captures all subSaharan Africa’s capital flow”. 21



65



In sum, inclusion of the proprietary Visa sub-Saharan Africa data enable the construction of an index that is a reliable, representative, regularly updated and unique measure of Africa’s economic relationships and integration. 4.3 Defining Metrics Building on the definition of global integration set out above, the metrics used to measure integration must be able to capture each flow’s depth as well as its breadth. As noted, depth refers to the size of a country’s international flows as compared to a relevant measure of the size of its domestic economy. In this way, in simple terms, depth reflects how important or pervasive interactions with the rest of the world are in the context of business or life in a particular country (Ghemawat, 2011a, 34-35). For the merchandise trade component, depth is measured by comparing each country’s merchandise exports and imports to its GDP, yielding the metrics merchandise exports as percent of GDP and merchandise imports as percent of GDP. Thus, in 2010, South Africa’s merchandise exports equated to 22.5 percent of GDP and merchandise imports equalled 26.1 percent of GDP. A comparison of South Africa versus the other ten countries in the sample, shown in Table 8, illustrates the importance of scaling depth metrics based on the size of each country’s national economy. South Africa exported $81.8 billion of goods in 2010, a figure that is more than ten times the size of Ghana’s goods exports of $7.9 billion in that year. But in 2010, South Africa’s economy measured more than 11 times the size of Ghana’s economy. Thus, even though South Africa is a much bigger exporter than Ghana in absolute terms, once we scale for the size of the economy it is apparent that Ghana’s economy exports relatively more than the South African economy. A consideration of South Africa and Ghana’s merchandise imports reveal similar attributes, which underscores the importance of scaling to assess the relative integration to the rest of the world with respect to merchandise exports. Table 8: Merchandise Trade in Absolute and Relative Terms for 2010



Angola Ghana Kenya Mozambique Nigeria Rwanda South Africa Tanzania Uganda Zambia Zimbabwe



Merchandise Exports ($ billion)



Merchandise Imports ($ billion)



GDP ($ billion)



Merchandise Exports % of GDP



Merchandise Imports % GDP



Total Merchandise Trade % GDP



53.5 7.9 5.2 3.2 82.0 3.0 81.8 3.7 1.6 7.2 2.5



21.5 10.7 12.1 4.5 44.2 1.4 94.9 7.8 4.6 5.3 3.8



84.9 32.3 32.2 9.6 202.5 5.6 363.9 22.9 17.0 16.2 7.5



63.0 24.4 16.0 33.4 40.5 53.0 22.5 16.1 9.5 44.5 33.4



25.3 33.1 37.5 46.9 21.8 25.4 26.1 34.2 26.7 32.9 50.8



88.3 57.6 53.5 80.3 62.3 78.4 48.6 50.3 36.2 77.3 84.3



Source: IMF (2011)



The same principles apply to the other components that make up the Visa Africa Integration Index: to implement depth metrics, a relevant measure of a country’s domestic economy must be selected as the basis for comparison for each type of flow. Such measures are identified in Table 9, which also provides additional details about the metrics used for assessing depth. Foreign direct investment (FDI) flows are compared
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with gross fixed capital formation. As Ghemawat (2011a, 34) notes, this measure is a more precise domestic match for FDI flows than GDP, allowing the metric to characterise the percentage of a country’s fixed capital investment that takes place within versus across international borders. FDI flows are measured using a three-year moving average because these flows tend to be especially volatile. Table 9: Visa Africa Integration Index Depth Metrics by Component Pillar



Component



Scaling Component



Trade (T)



Merchandise trade Services trade Spend on freight, forwarding and courier services In-country transactions on foreign bank cards Road, rail and air infrastructure



Domestic GDP Domestic GDP Domestic GDP Total card spend



Capital (C)



Foreign direct investment (FDI) stocks Foreign direct investment (FDI) flows



Domestic GDP Gross fixed capital formation



Information (I)



Internet users Mobile cellular subscribers Trade in printed publications Social network users Spend on data services and information Education spend



Population Population Population Population Domestic GDP Domestic GDP



People (P)



Immigrants (foreign born) Tourists (arrivals and departures) International students Air transport passengers Foreign bank cards versus domestic bank cards Transactions on foreign bank cards



Population Population Tertiary education enrolments Population Total bank card transactions



Source: Adapted and expanded from Ghemawat (2011a, 33)



Breadth conventionally is assessed by measuring how closely a country’s distribution of international flows across its partner countries matches the global distribution of the same flows in the opposite direction. However, given the nature of the data employed in this study, breadth is measured in an alternative manner by considering the concentration of each of the flows. To measure concentration we use a Herfindahl-Hirschman Index (HHI), which is a widely accepted measure of economic concentration (Herfindahl, 1955; and Hirschman, 1964). The HHI is conventionally used to measure industry concentration, where it is calculated by squaring the market share of each firm and then summing the resulting numbers. Formally, the HHI is calculated by the equation:



where si is the market share of firm i in the market, and N is the number of firms. Thus, in a market with two firms that each have 50 percent market share: HHI = 0.502 + 0.502 = 0.25 + 0.25 = 0.50 From the formula, it follows that the HHI value can range from 1/N to one. The closer a market is to being a monopoly – or having a single participant – the higher the market's 67



concentration. By extending the input in the calculation from firm share to the share countries have in a given country’s export market, the HHI is readily converted from measuring market concentration or competiveness – to assessing the narrowness or breadth of a country’s integration. As breadth is desirable – representing a diversified portfolio of TCIP flows – we calculate breadth as 1 – HHI , and scale by dividing by 0.01, or: . Measured this way, a score approaching 100 indicates great breadth and a highly diversified portfolio of TCIP flows whilst a score approaching zero represents highly concentrated, or narrow, TCIP flows. This measure of breadth is easily illustrated by taking the case of merchandise exports. Consider the examples of Angola and Uganda, whose export destinations and export products are shown in Table 10.22 Squaring each country’s share of Angola’s export market, summing the numbers and then subtracting the total from one produces a figure of 0.751. This converts to 75.1 when divided by 0.01. From comparative studies, this suggests Angola’s merchandise exports are reasonably concentrated in destination, which we might describe as “narrow”. Uganda, by comparison, achieves an HHI of 95.2 for export destination, indicative of greater diversification in export destinations and, therefore, greater breadth. In the case of the HHI for products, Angola scores 7.8, which points to a high concentration reflecting the fact that 96.0 percent of the country’s exports are in the single product category “crude petroleum oils”. By comparison, Uganda’s HHI for exported products is 93.8, which reflects far greater diversification in product exports than Angola.



For expedience we truncate the list at ten observations as the tails are long. In the case of Angola, the country exported 285 products (using HS4 classification) to 68 other countries in 2010, but the top ten countries made up more than 90 percent of export destinations and the top 10 products accounted for more than 99 percent of exports. In the case of Uganda, the country exported 745 products to 128 destinations in 2010, the top ten countries made up 60 percent of export destinations and the top ten products explained more than half of all exports. Thus, whilst we use the full population to calculate export destinations, for the sake of convenience we illustrate trade patterns by way of truncated lists (as in Exhibit 27Exhibit 25). 22
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Table 10: Merchandise Exports by Destination and Product (2010) Angola Export Destinations China United States India France Canada Spain Netherlands Sweden United Kingdom Germany Export Destinations (#) Top Ten Destinations (%) HHI Score Breadth Score (1-HHI) Uganda Export Destinations Sudan DRC Kenya Rwanda Netherlands Germany UAE Italy Burundi United Kingdom Export Destinations (#) Top Ten Destinations (%) HHI Score Breadth Score (1-HHI)



% 40.0 26.3 9.4 9.1 3.3 2.1 1.8 1.6 1.2 0.9 67 95.6 0.25 75.13 % 9.4 8.7 8.1 8.0 6.7 5.5 4.8 4.7 4.3 2.9 128 63.3 0.05 95.15



Angola Exported Products



%



Petroleum oils (crude) Diamonds Petroleum oils (refined) Petroleum gases Data processing machines Printers and copying machines Paper Structures and parts thereof Aluminium tubes and pipes Granite



96.0 1.4 1.0 0.7 0.2 0.1 0.1 0.1 0.1 0.1



Exported Products (#) Top Ten Products (%) HHI Score Breadth Score (1-HHI)



285 99.7 0.92 7.80



Uganda Exported Products Coffee Fish fillet or meat Petroleum oils, refined Raw tobacco Cement Transmission apparatus Live plants Tea Cocoa beans Raw sugar cane Exported Products (#) Top Ten Products (%) HHI Score Breadth Score (1-HHI)



% 20.6 6.8 5.6 5.3 4.6 3.4 2.7 2.6 2.5 2.4 745 56.4 0.06 93.81



Source: Center for International Data (2012); and United Nations Commodity Trade Statistics Database (2012)



In the same way that we can measure breadth by way of export destination, we can measure the breadth of other aspects of the TCIP flows that make up the Visa Africa Integration Index. Note, that because the breadth measure has absolute limits of 1/N and one, there is no need for a scaling factor, but the unit of market share must be identified. Breadth metrics are identified in Table 11.
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Table 11: Visa Africa Integration Index Breadth Metrics by Component Pillar



Component



Scaling Component



Trade (T)



Merchandise trade Services trade Spend on logistics and travel In-country transactions on foreign bank cards Road, rail and air infrastructure



Export destination Product or service type Not relevant Foreign issuer Not relevant



Capital (C)



Foreign direct investment (FDI) stocks Foreign direct investment (FDI) flows



Home country Home country



Information (I)



Internet users Mobile cellular subscribers Trade in printed publications Social network users Spend on data services and information Education spend



Share of population Share of population Not relevant Share of population Not relevant Not relevant



People (P)



Immigrants (foreign born)



Host country Home country and host country Home country Destination Share of market Share of market



Tourists (arrivals and departures) International students Air transport passengers Foreign bank cards versus domestic bank cards Transactions on foreign bank cards



Source: Adapted and expanded from Ghemawat (2011a, 33)



The importance of measuring breadth as well as depth is illustrated in Figure 16 and Figure 17. Figure 16 shows the breadth calculations for our sample of 11 countries at the product and country level. From this, it is evident that whilst most countries have some countries’ product breadth and country breadth metrics marry up, there are exceptions. Nigeria, Ghana, Angola and Zambia stand out. In each case product breadth is narrower than country breadth, which highlights the capacity – and arguably the need – for the countries to develop product breadth. That aside, by taking a simple average of country breadth and product breadth scores for each country, we produce what we term “composite export breadth”. Other factors that make up the TCIP are scored in the same fashion.
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Figure 16: Merchandise Export Breadth at Country and Product Level Export Breadth (Country)
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Source: Center for International Data (2012); and United Nations Commodity Trade Statistics Database (2012)



Based on the above results, we now can compare country depth (Table 8), as measured by merchandise exports relative to GDP, to country breadth, as measured by the average of merchandise export breadth (Figure 16). The result is shown in Figure 17, from which it is evident that whilst some countries are reasonably deeply integrated with the rest of the world, this integration is not always broad. By way of example Angola scores the highest on trade depth (63.0% of GDP is represented by merchandise exports), but breadth is the narrowest in the sample (41.5 out of a possible 100 is scored, calculated by taking the simple average of country breadth and product breadth in merchandise exports). By contrast, Uganda scores 94.5 out of 100 in terms of trade breadth, but has very “shallow” trade relations, with merchandise exports representing just 9.5 percent of GDP.
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Figure 17: Merchandise Export Breadth and Depth (2010) 100.0
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Source: Center for International Data (2012); and United Nations Commodity Trade Statistics Database (2012)



Drawn together, however, the above illustrations point the way to measuring global integration by employing objective data in a fashion that captures many of the complexities and subtleties of this important – and oftentimes emotive – subject. 4.4 Survey Period and Addressing Data Gaps The Visa Africa Integration Index is constructed starting in 2011 and published for the first time with the release of the first edition of this report in 2013. Over this period, the index is updated at six monthly intervals across the pillars that make up the depth and breadth measures of the index for all 11 countries. This translates into a substantial data requirement: nearly five million data points have been used to produce the index from inception. Given the substantial data requirement, it is unsurprising that there are cases where the targeted data are unavailable. To ensure universal coverage and continuity in the construction of the index, and following Ghemawat (2011a, 37-39), three methods were employed to deal with missing data, namely exclusion of some components from the breadth analysis; the adjustment of weights to account for missing countries for specific components; and the filling of gaps via interpolation and repetition. These aspects are outlined below. First, it is not possible to cover all of the same component flows in breadth as in depth, because for many countries data are only available on the total magnitude of the flows in question, not how they are distributed by origin and destination. Therefore, some components that are included in depth are excluded from breadth, as shown in Table 12.
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Table 12: Visa Africa Integration Index Components Included in Depth Measure



Included in Breadth Measure



Pillar



Component



Trade (T)



Merchandise trade Services trade Spend on logistics and travel In-country transactions on foreign bank cards Road, rail and air infrastructure



Yes Yes Yes Yes Yes



Yes Yes No Yes No



Capital (C)



Foreign direct investment (FDI) stocks Foreign direct investment (FDI) flows



Yes Yes



Yes Yes



Information (I)



Internet users Mobile cellular subscribers Trade in printed publications Social network users Spend on data services and information Education spend



Yes Yes Yes Yes Yes Yes



Yes Yes No No Yes Yes



People (P)



Immigrants (foreign born) Tourists (arrivals and departures) International students Air transport passengers Foreign bank cards versus domestic bank cards Transactions on foreign bank cards



Yes Yes Yes Yes Yes Yes



Yes No Yes No Yes Yes



Second, there are situations where the data required for depth and breadth metrics are available for some but not all of the target countries. In such cases the weights for calculating a country’s pillar and index scores are adjusted so that the weight that would normally be applied to a missing component is redistributed proportionally across the remaining available components. Third, for depth and breadth, there are cases where the required data for one or more countries are available in some but not all of the years for which the index is to be calculated. When there are gaps in the available data in the middle of a data series – for example data are available for the first half of 2011 and 2012 but not the second half of 2011 – linear interpolation is used to fill the gaps. When data gaps lie before or after all of the available data, they are filled by repeating the values for the closest available observation. For example, if the latest data available are from 2011 but no data are available for 2012, the 2011 value will be repeated in 2012.23 Borrowing from Ghemawat (2011a, 38), this method was selected instead of linear extrapolation because the trend directions on many international flows are prone to disruption, as evidenced during the Global Financial Crisis or, at a more local level during Mexico’s “Tequila Crisis” of 1994, the Asian Crisis of 1997 or the Russian Crisis of 1998. This vulnerability of trends to substantial and sudden direction changes renders linear extrapolation particularly prone to large errors and, thus, unsuitable as a method for fixing data gaps. Notably, given the rigour of our data collection, gaps are modest, affecting less than two percent of observations, thereby giving us a robust and reliable data set from which the Visa Africa Integration Index is calculated.



As the index is an ongoing construction, once missing data become available the inferred data used for missing entries are replaced by actual data. 23
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4.5 Making Metrics Comparable After computing the metrics and filling in the data gaps as described above, the results are made comparable by converting all figures to percentages and then stating the final figure as a percentage of the global average. In this way, a country which has an economy that is “as integrated” as the global economy, has a score of 100. Countries with scores above 100 are leading integrators, whilst countries with scores below 100 are relatively unintegrated, but may be in the process of catching up. The latter can be observed by way of the change in index scores over time relative to a global average. In addition, where relevant, data are normalised by adjusting for purchasing power. This is an important iteration because spending $1 on data in Nigeria, for instance, buys about one megabyte (MB) of data, whereas the same $1 spent in South Africa buys four times as much data (Opera Software, 2010). 4.6 Aggregation and Weights The overall Visa Africa Integration Index is built up from its constituent components via four steps, which develops the approach employed by Ghemawat (2011a, 40-41). The method is shown in Figure 19. Figure 18: Aggregation Structure of the Visa Africa Integration Index Step 1



TCIP Depth



TCIP Breadth



→ →



→ →



Step 2 Trade Capital Information People



→ → → →



Trade Capital Information People



→ → → →



Step 4



→ TCIP Global Integration Score → Visa Africa Integrated Index



Step 3 Regional Depth



Regional Breadth



→ →



→ →



Regional Depth



Regional Depth



→ → → → → → → →



→ Regional Integration Score



→



Source: Adapted and expanded from Ghemawat (2011a, 40)



First, the individual components are aggregated into the four TCIP pillars, as shown in Tale 14. The individual components are assigned weights inside of each of the pillars along the dimensions of depth and breadth. This allows for the estimation of overall depth and breadth scores for the four pillars of trade, capital, information and people. Table 13 shows the different weights that are assigned to individual components to measure the global TCIP score. The assignment of weights is explained below.
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Table 13: Weighted Depth and Breadth Metrics by Component Pillar



Trade (T)



Capital (C)



Information (I)



People (P)



Pillar Weight (%) 17.5



17.5



32.5



32.5



100.0



Depth Weight (%)



Breadth Weight (%)



Merchandise trade Services trade Spend on logistics and travel In-country transactions on foreign bank cards Road, rail and air infrastructure



20.0 10.0 15.0 15.0 7.0



45.0 22.5 0.0 32.5 0.0



Total score for (T)



100.0



100.0



Foreign direct investment (FDI) stocks Foreign direct investment (FDI) flows



75.0 25.0



75.0 25.0



Total score for (C)



100.0



100.0



Internet users Mobile cellular subscribers Trade in printed publications Social network users Spend on data services and information Education spend



20.0 20.0 10.0 10.0 20.0 20.0



25.0 25.0 0.0 0.0 25.0 25.0



Total score for (I)



100.0



100.0



Immigrants (foreign born) Tourists (arrivals and departures) International students Air transport passengers Foreign bank cards versus domestic bank cards Transactions on foreign bank cards



30.0 15.0 30.0 12.5 6.25 6.25



35.0 0.0 35.0 0.0 15.0 15.0



Total score for (P)



100.0



100.0



Total TCIP score



400.0



400.0



Component



Adapting Ghemawat’s (2011a) approach, in the case of measuring depth in the trade pillar, the weight assigned to merchandise trade is two times the weight assigned to services trade. This is because over the past decade, merchandise trade on average has been four times larger than services trade. However, the growth rate of services trade is higher. Thus, in the set of 11 countries that we survey, 2012, merchandise trade was only three times larger than services trade. Reflecting this long-term trend, a subjective assessment is made to assign two times higher weight to merchandise trade versus services trade. Spend on freight, forwarding and courier services, as the term implies, is assigned a services weight. In this fashion, we assign a services weight to in-country transactions on foreign cards. Whilst the weight assigned to road, rail and air infrastructure is assigned a balancing weight, given its association with physical trade and services trade. In the capital pillar, FDI is the only element considered in terms of economic integration. This is because FDI tends to last significantly longer than other forms of international capital flows; and, by its real economic engagements, FDI has visibly greater economic and social effects than, for instance, foreign portfolio investment (FPI) (Lin, 2012). Thus, as with trade, a subjective decision is made to assign all weight to FDI at the
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expense of other forms of international capital flows. Within FDI, however, a significnlty higher weight is assigned to stocks over flows given the permanency and cumulative nature of stocks. That said, stocks and flows each measure distinct and important aspects of integration. Flows indicate a country’s current participation in cross-border investment activity and stocks indicate the influence of an external shareholder on the country’s economy via technology, capital accumulation, skills transfer and so on. Among the information components, internet usage, mobile connectedness, spend on data and spend on education are assigned double the weights given to trade in books and other printed publications and social network users. Following Ghemawat (2011a), this reflects the imperfection of some of the indicators: publications are often printed in multiple locations rather than traded across borders in physical form; and these weights also reflect the trend toward more information flows taking place in digital form rather than via physical trade in printed publications. Social network users are given a lower weight as, whilst this is an integrator, it remains in its infancy. Within the people pillar, equal weights are assigned to migration and student mobility. Each of these components reflects a distinct aspect of integration and spawns distinct effects that span across the other components, for example students serving as conduits of information and migrants promoting trade. Following Ghemawat (2011a), without a logical basis for assigning different weights, they are treated as having equal importance. Air transport passengers and international flights are given material – but lower – weights. The number of foreign bank cards and transactions on foreign bank cards are given the balancing weight split equally across the two, as each is considered to be a sub-component of people mobility. In each pillar, weights add to 100 index points give a maximum possible score of 400 index points for breadth and depth across the four TCIP pillars. The next step in the compilation of the index is the four pillars are assigned weights to allow for the computation of an aggregate depth and breadth score for each country. Ghemawat (2011a, 41) assigns the trade and capital pillars weights of 35 percent each versus the information and people pillars which are assigned weights of 15 percent each. Our research, however, suggests that of the four components, the integration of people and information have a materially higher influence on economic connectedness than trade and capital flows. This is at odds with conventional wisdom, and may be due to the overarching “invisible yet powerful” influence of people, information and knowledge. This observation is supported by the findings of an independent study conducted by Saville (2013) which finds that the flows of I and P Granger cause T and C flows. Against this backdrop, a weight of 32.5 percent is assigned to the people and information pillars, whilst a weight of 17.5 percent is assigned to the trade and capital pillars. These scores are then aggregated to yield a TCIP Global Integration Score. To this, we add a Regional Integration Score that is built along the same lines, including depth and breadth elements across each of the four pillars but scored using only regional flows. The construction of a separate regional element elevates the role that regional integration plays in facilitating economic advance. This separate element also allows for unique observation of Africa’s connectedness, an aspect of economic development which historically suffers from feeble data and poor measurement. Thus, the final step in the computation of the index involves combining the depth and breadth measures for the global and regional scores in equal weights, and then combining the global and regional scores in equal weights to produce the Visa Africa Integration Index. The final score is measured out of 100, with 100 points reflecting the global average. 76



In addition to calculating levels of global integration of the 11 countries that are surveyed in this report, by aggregating the factors that make up the index by geography into a Southern African, West African and East African cluster, we are in a position to measure the extent to which integration occurs in each of the major economic clusters. Thus, over and above helping develop our understanding of Africa’s economic relationships and the role that global integration plays in the region’s socio-economic advance, by emphasising regional integration the Visa Africa Integration Index provides a novel contribution to our understanding of African economies’ relationships with the world and with neighbours. 4.7 Unique Features of the Visa Africa Integration Index The Visa Africa Integration Index is not the first effort to assess the economic integration of countries. As noted by Ghemawat (2011a, 42), one of the earliest treatments of this topic to receive widespread attention was the A.T. Kearney Globalization Index. However, this index has not been updated since its 2007 edition. Zurich ETH University’s KOF Index of Globalization receives significant attention and is regularly updated; the most recent update being the 2013 edition of the index. Whilst the index provides valuable insights into the economic, social and political dimensions of globalisation, assessment is based on actual flows as well as restrictions and regulations and measures depth. The Ernst & Young Globalization Index, generated in cooperation with the EIU has recently been updated and, as highlighted throughout this report, the DHL Global Connectedness Index, represents a major contribution to the literature and our understanding of the subject of global integration. However, whilst offering rich insights into connectedness, economic integration and globalisation, the latter two reports exclude a majority of the countries included in the Visa Africa Integration Index. The extent of coverage is summarised in Table 14: Globalisation Indices and Country Coverage A.T. Kearney Globalization Index Angola Ghana Kenya Mozambique Nigeria Rwanda South Africa Tanzania Uganda Zambia Zimbabwe



   



KOF Index of Globalization           



Ernst and Young Globalization Index



DHL Global Connectedness Index 







 







  



Notwithstanding these important and valuable contributions to the measurement of global integration and our understanding of the role that economic integration and economic assimilation play in socio-economic development, the Visa Africa Integration Index benefits from new or unique features that distinguish the index from prior research in this area. First, by employing only actual flow data the index provides an unbiased measure of integration that yields a clearer picture of economic integration than comparable indices. Second, by virtue of access to unique and accurate data, the index represents a reliable and regularly updated measure of economic integration. Third, the use of proprietary data means that the gap between actual flows, the reporting of data and updating of the index is much smaller than is normally the case. 77



This translates into an index that does not display the substantial construction latency suffered by other indices. Fourth, the capacity to disaggregate the index into the subcomponents of TCIP global integration score and regional integration score affords unique insights into the nature and evolution of economic integration amongst 11 of Africa’s biggest economies. Finally, the index extends coverage to include economies on which information on economic inclusion and globalisation has been limited. No other index offers these features. The results of the construction of the Visa Africa Integration Index and key economic and business implications are set out in Chapter 5.
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Chapter 5: The Visa Africa Integration Index Country and Cluster Results The final output of the Visa Africa Integration Index is captured in Figure 20. Whilst substantial information is carried in each data point, in the final analysis five key attributes stand out. Figure 19: Visa Africa Integration Index (2012)
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First, whilst improving off a modest base, the countries that make up the index have undergone positive structural transformation over the past decade. The index offers both recent and robust evidence of this: all 11 countries show improvements in economic integration over the period measured. In some cases the improvements are modest. Zimbabwe and Angola record gains in integration that amount to less than one percent per year. In other cases the gains are swift and substantial. Rwanda’s index score rises by almost 20 percent over the two years. Ghana, Nigeria and Zambia all record a robust single digit improvement in economic integration. These scores are elaborated on in the country analysis that follows. Second, given the rapidly improving economic environment and composition, the socioeconomic gains that come with rising integration will translate into rising investment opportunities and prospects for new business relationships in the 11 countries covered. Notwithstanding these improvements, the results of the Visa Africa Integration Index show no African country in the index scores above the global median of 100 at either the global or regional level. South Africa scores highest amongst the 11 countries for global integration with a score of 39.1 out of 50 (when allocated a 50 percent index weight). 79



Ghana scores highest for regional integration, scoring 27.6 out of 50. But South Africa and Ghana are a long way off the global median of 50. The same observation holds for the underlying depth and breadth pillars that make up the index. Whilst South Africa scores highest for global depth (45.5 against the global median of 50) and global breadth (32.8); Mozambique scores highest for regional depth (27.3); and Rwanda has the highest score for regional breadth (41.0). Notably, none of these scores achieves the global median of 50. Thus, while the economic transformation among these African countries is impressive, the index results flag the need for further structural improvements. Figure 21 and Figure 22, below, reflect scores at the country level for global depth and breadth as well as regional depth and breadth. Figure 20: Visa Africa Integration Index Global Depth and Breadth (2012)
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Figure 21: Visa Africa Integration Index Regional Depth and Breadth (2012)
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Third, the drivers of integration have some common elements. For example, over the survey period regional integration is a consistently more important contributor toward economic progress and social development than global integration. However, the pillars – in the form of contributions made by the TCIP elements – vary. In the West African cluster the most important driver is people. While in East Africa it is information and in Southern Africa it is trade and information that make the greatest contributions to rising integration. These variances in the TCIP pillars make for interesting analysis. More notable, though, is that it is regional integration – over global integration – that explains most of the index gains. Fourth, there are relevant disconnects in some countries that do not follow the anticipated trend results. As a rule, the countries tend to have similar degrees of regional and global integration. However, some notable anomalies arise, in particular the cases of Angola and South Africa, where wide divides exist between global and economic integration, as shown in Figure 23 below. Note that the scores in this table are rebased to 100 to allow for ease of comparison; in the index each is weighted at 50 percent. That aside, this evidence speaks of the nature, health and consistency of economic integration.
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Figure 22: Global and Regional Elements of Visa Africa Integration Index (2012)
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The fifth aspect that stands out most clearly is that Africa – and more specifically according to these results sub-Saharan Africa – is not “one country” or “a place”. The region is not one amorphous aggregate, distinguishing from the rest of the world as “being different”. Rather, the findings enforce the point that each of the 11 countries that make up the index, and their three regions, have unique and discernible attributes that influence and inform the way in which they integrate with the world economy and with whom they connect. To be sure, each of the 11 countries – and each of the three regions – is made up of unique elements with their own economic, geographic, institutional and structural forces are at work. These are informed by their histories, a diversity of resources and contrasting possibilities. Thus, whilst economic integration is a driver of socio-economic advance, the influence and impact it has differs from region to region and country to country, which evolves with regional and global integration. This speaks to the value of the Visa Africa Integration Index, emphasising the fact that it is simply not possible to approach Africa with a “one size fits all” mindset. The work done in compiling the index reveals that each region and every country that makes up the index presents its own opportunities and challenges, with idiosyncrasies and rewards, and each needs to be assessed in its own right. This is captured in part by illustrating the relative contribution of each component of economic integration to that country’s integration index score. The figure below helps illustrate this point.
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Figure 23: Component Contributions to the Visa Africa Integration Index (2012)
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Whilst in the past fifteen years the surge in demand for natural resources may have kick-started the process of rapid economic growth that has come about for the countries that comprise the Visa Africa Integration Index, the available evidence and arguments identify structural change as an increasingly powerful driver of sustained socioeconomic advance in Africa. The arguments underpinning the index and the analysis that follows from its construction show that the countries in the Visa Africa Integration Index are embracing modernity and necessary structural change. The strengthening of institutions like the role of the state, improved legislation, macroeconomic policies, fiscal management and the entrenchment of individual rights are just some of the factors that have helped move these 11 economies in a positive direction, while achieving greater integration with each other and with the world. This has become a driver of socio-economic advance. On this last point, the results of the Visa Africa Integration Index suggests that much still needs to be done, but the social and economic gains are evidence of steady gains through economic integration. These gains will come through deepening their economic relationships. This means doing more business with the rest of the world as well as with their neighbours, while widening economic relationships and achieving greater breadth through new markets and new partners. The 11 countries and the three clusters that make up the Visa Africa Integration Index are reported on in detail below.
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5.1 East African Cluster To establish an index for the East African cluster we assign equal weights to the four countries from the region that are measured in the index, namely Kenya, Rwanda, Tanzania and Uganda. As shown below, the Visa Africa Integration Index for the East African cluster has improved steadily from 45.5 at the start of 2011 to 48.8 by the end of 2012. All four countries measured contributed to this steady success. Most notable, however, are the gains recorded by Rwanda which achieves the largest increase for economic integration out of the three African clusters on the index. The overall index for the cluster shows that the country’s improved rankings are a result of a marked rise in regional integration along with a steady – albeit small – increase in global integration. In terms of regional drivers, the depth of integration has improved, which indicates greater activity between the East African countries. But the marked improvement is the increased breadth and diversity between the four countries in dealing with each other. The policies behind the EAC, which strive to widen and deepen economic, political, social and culture integration in East Africa seem to have kicked in to active practices and real transfers or transactions among the countries of the EAC. These policies are geared toward building competitive economies of scale, value added production, trade and investment that, in turn, explains the cluster’s rising connectedness. The Visa Africa Integration Index therefore illustrates the effective functioning of the East African Community agreement, with a record of increasing flows and activities between those countries. Table 15 below summarises the cluster’s index results and the individual country reports follow.
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Table 15: East African Cluster 2011 H1



2011H2



2012 H1



2012 H2



100.0



Visa Africa Integration Index



45.5



47.7



48.0



48.8



25.0



Kenya



12.9



13.1



13.3



13.5



25.0



Rwanda



10.0



11.6



11.8



11.8



25.0



Tanzania



10.9



11.2



11.2



11.3



25.0



Uganda



11.7



11.8



11.8



12.2



100.0



TCIP Global Integration Score



44.7



45.0



44.8



45.3



25.0



Kenya



13.1



12.9



12.9



13.2



25.0



Rwanda



10.0



10.1



10.1



10.2



25.0



Tanzania



10.6



11.0



10.7



10.8



25.0



Uganda



11.1



11.1



11.1



11.0



50.0



Depth



28.4



28.8



28.7



28.9



50.0



Breadth



16.3



16.3



16.1



16.4



17.5



Trade



12.5



12.4



12.4



12.3



17.5



Capital



9.7



9.5



9.4



9.3



32.5



Information



8.7



9.1



8.9



9.5



32.5



People



13.9



14.0



14.1



14.2



100.0



Regional Integration Score



46.3



50.3



51.2



52.3



50.0



Regional Integration Depth



12.3



13.1



13.2



14.3



50.0



Regional Integration Breadth



34.0



37.2



38.0



38.0
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5.2 East African Cluster: Kenya Kenya’s Visa Africa Integration Index score has risen consistently over the period of the survey, resulting in Kenya achieving the highest score for the region. This result follows some improvement in global integration and more robust advances in regional integration as Kenya, the largest economy in that sub-region, drives broader and deeper integration in the EAC. Interestingly, Kenya’s depth of global integration is far greater than the depth of regional integration. But the breadth of the country’s economic relationships with its neighbours is far stronger than its breadth with the rest of the world. This suggests that despite the progress recorded in the EAC in recent years, there is still substantial opportunity for Kenya to deepen its regional economic relationships in all the areas in which it is already active. This bodes well for Kenya and the East African cluster as there appear to be easy wins from pursuing extant relationships. A greater challenge may be for the country to broaden existing relationships with economies outside of the region through a greater diversification of products and partnerships. Currently, more than one third of Kenya’s global merchandise trade is represented by three products: tea, cut fresh flowers and raw coffee. These trade flows are dominated by three countries: the United States, the United Kingdom and the Netherlands. Table 16: Visa Africa Integration Index for Kenya 2011H1



2011H2



2012H1



2012H2



100.0



Visa Africa Integration Index



51.5



52.4



53.0



53.9



100.0



TCIP Global Integration Score



52.2



51.6



51.8



52.9



50.0



Depth Component



34.5



33.9



34.1



34.3



17.5



(T) Trade



6.7



6.6



6.5



6.2



17.5



(C) Capital



7.1



7.1



7.3



7.3



32.5



(I) Information



10.9



10.4



10.5



11.0



32.5



(P) People



9.7



9.7



9.8



9.8



17.8



17.7



17.7



18.6



50.0



Breadth Component



17.5



(T) Trade



5.7



5.8



5.8



5.8



17.5



(C) Capital



3.9



3.6



3.5



3.4



32.5



(I) Information



2.5



2.6



2.7



3.6



32.5



(P) People



5.7



5.7



5.7



5.7



50.8



53.1



54.3



54.9



100.0



Regional Integration Score



50.0



Depth



10.7



11.9



13.1



14.3



50.0



Breadth



40.0



41.2



41.2



40.6



86



5.3 East African Cluster: Rwanda With a Visa Africa Integration Index score increasing from 40.0 to 47.3, Rwanda has shown substantial improvements in its integration over the period, making it the fastest integrator of the 11 countries measured. Rwanda’s score now matches that of Uganda, with this climb in results driven by a remarkable rise in regional integration over a relatively short time, perhaps attributed largely to Rwanda’s accession to the EAC in 2007. Whilst Rwanda has risen steadily off a modest base, it is Rwanda’s diversity of partners and products, more than its depth of relationships, which explains this rise. At the end of 2012 Rwanda scored highly for breadth of regional integration – the highest in the East African region and the highest of the 11 countries measured. This is evidence of the impact from progressive integration and healthy regional partnerships. Rwanda is demonstrating gains from regional flows of goods, services, capital, information and people. But Rwanda’s integration is held back by weak scores for global integration – indeed, the lowest in the region. This is compounded by shallow regional integration. There are significant ”catch ups” that the economy needs to achieve, not just with its existing business partners – dominated by Germany, the United States and China – across existing industries like agriculture and tourism – but also with new partners in new industries. The shallow nature of Rwanda’s integration, however, may be the result of its level of industrialisation and degree of economic diversity in the country, where it still produces a limited range of products and services – in fact, just a handful – which it successfully manages to export to all its regional partners, but not to a broad range of international markets. Table 17: Visa Africa Integration Index for Rwanda 2011H1



2011H2



2012H1



2012H2



100.0



Visa Africa Integration Index



40.0



46.3



47.1



47.3



100.0



TCIP Global Integration Score



39.8



40.2



40.4



40.7



50.0



Depth Component



28.0



28.2



28.4



28.6



17.5



(T) Trade



5.8



6.0



6.1



6.2



17.5



(C) Capital



3.1



3.1



3.0



3.0



32.5



(I) Information



4.7



4.7



4.7



4.7



32.5



(P) People



14.3



14.5



14.6



14.7



11.8



12.0



12.0



12.1



50.0



Breadth Component



17.5



(T) Trade



5.1



5.1



5.1



5.2



17.5



(C) Capital



1.9



1.9



1.9



2.0



32.5



(I) Information



0.7



0.7



0.7



0.7



32.5



(P) People



4.1



4.3



4.2



4.3



40.3



52.3



53.9



53.9



100.0



Regional Integration Score



50.0



Depth



11.6



13.4



12.5



12.9



50.0



Breadth



28.6



38.9



41.4



41.0
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5.4 East African Cluster: Tanzania With a Visa Africa Integration Index reading of 45.3, Tanzania is the least integrated of the East African countries in our survey. The low score comes about despite a steady (but very slight) improvement in the country’s integration during the measurement period. Whilst coming off a modest base, the depth of Tanzania’s global integration is rising, led by improvements in the flows of people and information. The increasing contribution of the tourism sector to the Tanzanian economy is a key element in this regard. However, Tanzania’s economy still depends largely on agriculture, which accounts for more than half of the country’s GDP and about three-quarters of its exports. Thus, the narrow portfolio of traded goods dominated by primary products traded with a small number of partners explains the low score Tanzania achieves for global breadth. Some evidence suggests that Tanzania is benefitting from small but steady improvements in the breadth of its regional integration as a result of its membership of the EAC. However, Tanzania’s regional integration is compromised by very low regional depth, which is a notable aspect given the potential of Dar es Salaam to serve as a key port for Tanzania’s landlocked neighbours. Therefore, recent announcements of investments in regional road and rail infrastructure should contribute toward lifting Tanzania’s low regional depth score. Included in this is a $350mn upgrade and modernisation of Tanzania’s railway network, a $5bn investment in rail infrastructure with Rwanda and Burundi and a $400mn expansion of the Port of Dar es Salaam. Table 18: Visa Africa Integration Index for Tanzania 2011H1



2011H2



2012H1



2012H2



100.0



Visa Africa Integration Index



43.8



44.7



44.6



45.3



100.0



TCIP Global Integration Score



42.2



43.9



42.8



43.4



50.0



Depth Component



25.3



27.1



26.0



26.7



17.5



(T) Trade



7.7



7.7



7.7



7.7



17.5



(C) Capital



6.9



6.9



6.8



6.7



32.5



(I) Information



6.6



8.2



7.2



7.8



32.5



(P) People



4.1



4.2



4.3



4.5



50.0



17.0



16.9



16.7



16.7



17.5



(T) Trade



5.8



5.7



5.7



5.6



17.5



(C) Capital



4.2



4.1



4.0



4.0



32.5



(I) Information



1.5



1.5



1.5



1.5



32.5



(P) People



5.5



5.5



5.5



5.5



45.3



45.5



46.4



47.1



100.0



Breadth Component



Regional Integration Score



50.0



Depth



11.2



11.2



11.7



11.6



50.0



Breadth



34.1



34.3



34.8



35.5
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5.5 East African Cluster: Uganda Uganda boasts the second highest Visa Africa Integration Index score of the East African cluster. However, at 48.7, it is some way off Kenya, the region’s most integrated economy at 53.9. Uganda’s integration has improved steadily over the survey period, driven mostly by increased depth and breadth of regional integration on the back of the country’s EAC membership. Uganda’s integration with its neighbours is stronger than its integration with the rest of the world. This is based primarily on a high score for regional breadth in contrast to the low score in global breadth. With Uganda’s services sector having surpassed agriculture – principally coffee – in recent years, there is a meaningful prospect for developing global breadth in Uganda’s integration. Interestingly, while the country’s depth of global integration has remained steady over the measurement period, this is the result of a decline in trade and capital flows being offset by improvements in information flows. In turn, improving information flows are represented by growth in spend on data services, information and education in the last two years. That noted, Uganda’s depth of global integration is the lowest score in the East African cluster. Oil discoveries in Uganda, which are yet to be exploited, could have a dramatic impact on its integration, especially with regard to trade flows and depth of global interaction. As a cautionary note, powerful single commodities, such as oil, run the risk of causing a concentration in integration toward a narrower cross-section of partners and more shallow range of products or transfers. Within the East African cluster, Uganda’s depth of regional integration is the weakest in the group, while its breadth is the strongest. This outcome is explained in a large part by the significant roles that Kenya, Rwanda, Burundi, the Democratic Republic of Congo and Southern Sudan carry in Uganda’s economic relationships. With ongoing economic reforms, Uganda’s economy is growing steadily, allowing for increased investment in infrastructure and education, which augers well for rising economic integration and positioning Uganda – a landlocked country – to take advantage of growing market opportunities among its many neighbours.
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Table 19: Visa Africa Integration Index for Uganda 2011H1



2011H2



2012H1



2012H2



100.0



Visa Africa Integration Index



46.7



47.4



47.2



48.7



100.0



TCIP Global Integration Score



44.6



44.4



44.2



44.1



50.0



Depth Component



25.9



25.9



26.1



25.9



17.5



(T) Trade



6.9



6.7



6.6



6.5



17.5



(C) Capital



7.1



7.0



6.9



6.8



32.5



(I) Information



6.4



6.7



7.1



7.2



32.5



(P) People



5.5



5.5



5.5



5.4



18.7



18.5



18.2



18.2



50.0



Breadth Component



17.5



(T) Trade



6.2



6.2



6.1



6.1



17.5



(C) Capital



4.4



4.3



4.1



4.1



32.5



(I) Information



1.3



1.3



1.3



1.3



32.5



(P) People



6.7



6.7



6.7



6.7



48.8



50.3



50.3



53.3



100.0



Regional Integration Score



50.0



Depth



15.5



16.0



15.6



18.4



50.0



Breadth



33.3



34.3



34.7



34.9
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5.6 West African Cluster For the West Africa cluster we assign equal weightings to Ghana and Nigeria, the two West African economies measured in the index. As in the case of East Africa, the West Africa cluster has improved at a similar rate of integration (abeit off a lower base) from 43.4 at the start of 2011 to 46.3 by the end of 2012. Both Ghana and Nigeria contributed equally to progressive improvements in the regional and global scores, with the West Africa cluster trailing East Africa but ahead of Southern Africa on the overall Visa Africa Integration Index. Like East Africa, the improvements in West Africa are a result of a marked rise in regional integration (a significant increase from 40.6 to 45.4 over the period measured) with a marginal increase in global integration. Where West Africa is different to the East African experience is around the key driver behind rising regional integration over the period measured. While West Africa recorded a small increase in breadth, the real impact is seen in the increased depth of integration. This is to be expected given there are only two countries measured in the West African cluster, and the results indicate a higher degree of activity between Ghana and Nigeria during that period as well as growing activity with other African countries, such as South Africa in the case of Nigeria. The marginal increase in global integration for the West Africa cluster is attributed almost entirely to a small increase in the breadth score with a lacklustre performance in depth over that period. This suggests a narrowing of global market linkages. Table 20 below summarises the cluster’s index results and the individual country reports follow.
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Table 20: West African Cluster 2011 H1



2011H2



2012 H1



2012 H2



100.0



Visa Africa Integration Index



43.4



45.3



45.2



46.3



50.0



Ghana



24.5



25.5



25.4



26.1



50.0



Nigeria



18.8



19.7



19.8



20.3



100.0



TCIP Global Integration Score



46.1



46.7



46.8



47.3



50.0



Ghana



23.9



24.3



24.3



24.6



50.0



Nigeria



22.3



22.5



22.5



22.7



50.0



Depth



27.2



27.5



27.5



27.6



50.0



Breadth



18.9



19.3



19.3



19.7



17.5



Trade



10.4



10.4



10.5



10.5



17.5



Capital



14.9



15.0



15.0



15.3



32.5



Information



9.6



9.9



9.8



9.9



32.5



People



11.2



11.3



11.5



11.6



100.0



Regional Integration Score



40.6



43.8



43.5



45.4



50.0



Regional Integration Depth



9.1



10.8



10.7



12.7



50.0



Regional Integration Breadth



31.5



33.0



32.9



32.7
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5.7 West African Cluster: Ghana Ghana has one of the highest levels of integration overall among the 11 countries measured – trailing only South Africa and Kenya – and is the most integrated economy in the West African cluster. With a Visa Africa Integration Index score of 52.1, Ghana is above the West African average but well below the global median of 100. It has made substantial progress in recent years – especially toward its regional integration, where it has increased from 50.4 to 55.1 in the period measured, but still has a way to go in terms of greater global integration. Ghana has seen a marginal rise in its global integration score in 2011 and 2012. The slight rise can be attributed almost entirely to a small increase in capital flows – mostly in the breadth component. This is on the back of growing economic prospects coupled with improving macroeconomic management in Ghana. New oil discoveries, a vibrant mining sector and growing agribusiness have all contributed toward greater breadth in capital flows. But Ghana’s relatively strong Visa Africa Integration Index score is based largely on its regional integration, and obviously its growing linkages and exchanges with Nigeria. This is not surprising given Ghana is the smaller of the two economies and is seeking economic gains from the exciting new market opportunities across the border in Nigeria. These developments bode well for Ghana and the broader West African region, and increased regional integration will allow Ghana to benefit enormously from Nigeria’s extensive market. The depth of Ghana’s regional integration has increased substantially from 11.3 to 15.9 over the period measured. This is a positive trend, which is also a good indication of growth in diversity and exchanges with Nigeria as the Ghanaian economy grows and develops.
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Table 21: Visa Africa Integration Index for Ghana 2011H1



2011H2



2012H1



2012H2



100.0



Visa Africa Integration Index



49.1



51.1



50.7



52.1



100.0



TCIP Global Integration Score



47.8



48.5



48.5



49.1



50.0



Depth Component



28.9



29.1



29.1



29.0



17.5



(T) Trade



7.2



7.1



7.2



7.1



17.5



(C) Capital



7.4



7.5



7.5



7.6



32.5



(I) Information



6.5



6.7



6.4



6.3



32.5



(P) People



7.9



7.9



7.9



8.0



18.9



19.4



19.5



20.1



50.0



Breadth Component



17.5



(T) Trade



3.4



3.5



3.5



3.6



17.5



(C) Capital



7.0



7.2



7.3



7.7



32.5



(I) Information



2.6



2.7



2.8



2.9



32.5



(P) People



5.9



5.9



5.9



6.0



50.4



53.7



52.9



55.1



100.0



Regional Integration Score



50.0



Depth



11.3



13.8



13.5



15.9



50.0



Breadth



39.1



39.9



39.4



39.2
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5.8 West African Cluster: Nigeria Nigeria’s Visa Africa Integration Index score of 40.6 is below the average of the 11 countries measured. By far the largest economy in West Africa and as the second largest economy in sub-Saharan Africa – after South Africa – prospects of Nigerian integration is relevant to the entire continent. Nigeria has made significant strides in regional integration efforts where its score increased from 30.8 to 35.7 during the period measured. This is likely to translate into broader integration across the continent and further afield in global integration. Nigeria’s global integration score was relatively stagnant from the start of 2011 to the end of 2012, with the only real movement arising in the flow of people, albeit off a low base. The country’s regional integration score improved markedly, but is still relatively low, with significant room for gains in broader and deeper integration. The size and influence of Nigeria in Africa cannot be overstated. While the country’s levels of regional and global integration still are relatively low, Nigeria is likely to be one of the key drivers of integration in Africa and one of the primary forces of African integration with the rest of the world. While the Nigerian economy is diversifying, aided by an increasing number of Nigerian multinationals emerging and expanding across the continent, it will be Nigerians themselves that will be the true catalysts of integration, which is evident by the improving depth of the people component. Nigeria will benefit enormously from greater integration, as its growing market matures and modernises, and the demand for capital and a diversity of trade partners rises to address the needs of increasing industrialisation, a rising appetite for production and services and growing sophistication in lifestyles. Table 22: Visa Africa Integration Index for Nigeria 2011H1



2011H2



2012H1



2012H2



100.0



Visa Africa Integration Index



37.7



39.4



39.6



40.6



100.0



TCIP Global Integration Score



44.5



45.0



45.1



45.4



50.0



Depth Component



25.5



25.8



26.0



26.1



17.5



(T) Trade



6.4



6.3



6.4



6.4



17.5



(C) Capital



8.9



8.8



8.7



8.6



32.5



(I) Information



7.5



7.7



7.7



7.7



32.5



(P) People



2.7



3.0



3.2



3.4



50.0



19.0



19.2



19.0



19.3



17.5



(T) Trade



3.9



3.9



3.9



3.9



17.5



(C) Capital



6.6



6.7



6.6



6.7



32.5



(I) Information



2.7



2.7



2.7



2.8



32.5



(P) People



5.8



5.8



5.8



5.9



30.8



33.9



34.1



35.7



100.0



Breadth Component



Regional Integration Score



50.0



Depth



6.8



7.8



7.8



9.5



50.0



Breadth



24.0



26.1



26.3



26.1
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5.9 Southern African Cluster The Southern Africa cluster comprises Angola, Mozambique, South Africa, Zambia and Zimbabwe. As with the other clusters, we assign an equal weighting among the five countries to construct a cluster index. Whilst the Southern Africa cluster’s Visa Africa Integration Index modestly improved from 39.0 to 40.3 over the period, the region lags East Africa and West Africa on the index score. This is remarkable because Southern Africa has some of the most impressive outliers when it comes to index components. For instance the region has the most integrated country (South Africa) and the least integrated countries (Angola, Zimbabwe and Zambia) which display some of the most interesting dynamics as a result of history and resources, not to mention potential. These individual countries in Southern Africa – most notably Angola and South Africa – do not follow the trend of regional integration in Africa that dominates the index, and are testimony to the idiosyncratic nature of individual countries and – in that vein – the varying sub-regional characteristics on the continent. While global integration tends to drive Southern Africa’s Visa Africa Integration Index score, this is due largely to South Africa’s dominance and high level of globalisation. As noted, regional integration plays a modest part, most evident in the case of Mozambique and South Africa. This is bound to change as talks toward a more integrated SADC region come to fruition and development corridors – such as the Maputo Development Corridor linking Mpumalanga in South Africa to southern Mozambique – coupled with rail and port networks improve. Southern Africa’s global integration has seen a modest improvement in depth and breadth scores since the start of 2011, suggesting a slight improvement in country partners and types of transfers or exchanges, while the depth of regional integration follows a similar pattern. Breadth among partner countries declined slightly. Table 23 below summarises the cluster’s index results and the individual country reports follow.
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Table 23: Southern African Cluster 2011 H1



2011H2



2012 H1



2012 H2



100.0



Visa Africa Integration Index



39.0



40.0



40.2



40.3



20.0



Angola



5.7



6.1



5.9



5.8



20.0



Mozambique



8.2



8.3



8.3



8.5



20.0



South Africa



12.2



12.5



12.6



12.7



20.0



Zambia



6.8



6.9



7.1



7.2



20.0



Zimbabwe



6.1



6.3



6.3



6.2



100.0



TCIP Global Integration Score



45.7



46.4



46.7



46.9



20.0



Angola



7.4



7.7



7.6



7.7



20.0



Mozambique



8.7



8.8



8.9



8.9



20.0



South Africa



15.3



15.5



15.7



15.6



20.0



Zambia



7.6



7.8



8.0



8.2



20.0



Zimbabwe



6.7



6.7



6.5



6.4



50.0



Depth



26.9



27.4



27.7



27.7



50.0



Breadth



18.8



19.0



19.1



19.2



17.5



Trade



10.0



10.1



10.3



10.3



17.5



Capital



13.1



13.3



13.2



13.4



32.5



Information



10.2



10.6



10.7



10.6



32.5



People



12.3



12.4



12.5



12.6



100.0



Regional Integration Score



32.2



33.6



33.7



33.6



50.0



Regional Integration Depth



13.2



14.1



14.4



15.1



50.0



Regional Integration Breadth



19.0



19.4



19.3



18.5
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5.10 Southern African Cluster: Angola Angola’s Visa Africa Integration Index is the lowest of all 11 countries measured, with a marginal increase from 28.4 to 28.8 over the period measured. Angola’s low levels of global and regional integration are a result of history and the country’s high reliance on commodity exports, almost exclusively oil and diamonds. But as one of the fastest growing economies on the continent over the past decade, and with a real interest in developing closer linkages and infrastructure with its neighbours, Angola is expected to integrate with its region and the world at a rapid pace. In turn, this will fuel Angola’s next phase of growth as it attracts capital from new partners and emerging powers, like China and Brazil, and develops alternative sectors beyond natural resources in the areas of agribusiness, renewable fuels and services. Global integration drives Angola’s Visa Africa Integration Index score. This is no surprise given oil is Angola’s principle export, which typically goes to international markets beyond the region. That said, Angola’s oil importing partners are growing more diversified, which is evident in the increased breadth component of international integration from 14.0 to 14.7. Regional integration has declined over the period from 19.8 to 19.1, hinged on a decline in the breadth of partners, suggesting weaker partnerships at the end of 2012 compared to the start of 2011, and thus fewer exchanges between Angola and the region. This decline, and Angola’s relatively stagnant integration, is concerning given the increases in other regions. But much of this can be attributed to the lack of infrastructure and poor connectedness between Angola and its neighbouring economies. Massive infrastructure projects linking Angola with the region – and especially Angola to the copper belt between Zambia and the DRC – are underway. This, along with the ongoing modernisation of the Angolan economy, where we are seeing increasing flows of people and information, is likely to dramatically alter the dynamic in the region and materially shift Angola’s current levels of integration.
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Table 24: Visa Africa Integration Index for Angola 2011H1



2011H2



2012H1



2012H2



100.0



Visa Africa Integration Index



28.4



30.3



29.6



28.8



100.0



TCIP Global Integration Score



37.1



38.4



38.1



38.6



50.0



Depth Component



23.1



24.0



23.9



23.9



17.5



(T) Trade



5.8



5.7



5.9



5.9



17.5



(C) Capital



8.4



8.4



8.4



8.5



32.5



(I) Information



5.5



6.5



6.2



6.1



32.5



(P) People



3.4



3.4



3.4



3.4



14.0



14.3



14.3



14.7



50.0



Breadth Component



17.5



(T) Trade



2.5



2.6



2.7



2.8



17.5



(C) Capital



6.8



7.0



6.8



7.0



32.5



(I) Information



1.4



1.5



1.5



1.6



32.5



(P) People



3.2



3.2



3.3



3.3



19.8



22.3



21.0



19.1



100.0



Regional Integration Score



50.0



Depth



5.7



6.6



7.1



7.5



50.0



Breadth



14.1



15.7



13.9



11.7
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5.11 Southern African Cluster: Mozambique Mozambique has made great strides in terms of economic growth and development over the past two decades. Boasting impressive levels of economic growth since the mid1990s, Mozambique is set to sustain current annual growth rates in excess of 7 percent for at least the next decade. While much of Mozambique’s anticipated growth may be based on natural resources, like coal and new oil discoveries off its northern coastline, the country has benefited enormously from targeted integration since the early 2000s and looks set to broaden and deepen its integration regionally and globally. Mozambique’s Visa Africa Integration Index score of 42.4 is relatively evenly divided between global integration and regional integration. The global component is driven largely by a surge in interest from the likes of China, Brazil and India in the resource boom that is underway in Mozambique. This is bringing with it new capital and an influx of expatriate workers as well as new technologies. In turn, as the results indicate, Mozambicans are being trained and employed and are becoming increasingly mobile in conjunction with their rapidly changing economy. But it is the regional integration component for Mozambique that is particularly interesting. This has increased from 38.1 to 40.2 during the period measured. The depth comprises the bulk share of regional integration while breadth of partners is relatively small. This is based on at least two features. First, Mozambique’s regional integration benefits enormously from mega-projects like the Mozal aluminium smelter, which links into the Maputo Development Corridor and provides an effective agent of integration between Mozambique and South Africa. The discoveries of oil and gas in the north, along with the development of coal deposits, are encouraging further megaprojects that will drive Mozambique’s integration with other countries in the region as well as international integration through improved port and rail facilities. However, and second, Mozambique’s regional integration is very narrow, with a limited breadth score of just 12.9. This suggests a regional concentration of transfers and activities that happen to be with South Africa which accounts for a large majority of the flows from Mozambique.
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Table 25: Visa Africa Integration Index for Mozambique 2011H1



2011H2



2012H1



2012H2



100.0



Visa Africa Integration Index



40.8



41.3



41.7



42.4



100.0



TCIP Global Integration Score



43.5



44.0



44.3



44.6



50.0



Depth Component



28.1



28.5



29.0



29.2



17.5



(T) Trade



7.1



7.1



7.1



7.1



17.5



(C) Capital



8.0



8.0



7.7



7.7



32.5



(I) Information



5.8



5.8



6.2



6.1



32.5



(P) People



7.3



7.6



7.9



8.3



15.4



15.4



15.3



15.3



50.0



Breadth Component



17.5



(T) Trade



5.9



5.9



5.9



5.8



17.5



(C) Capital



3.3



3.3



3.2



3.2



32.5



(I) Information



0.6



0.6



0.6



0.6



32.5



(P) People



5.6



5.7



5.6



5.7



38.1



38.6



39.0



40.2



100.0



Regional Integration Score



50.0



Depth



26.1



26.4



25.6



27.3



50.0



Breadth



12.0



12.2



13.4



12.9
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5.12 Southern African Cluster: South Africa South Africa has the highest score on the Visa Africa Integration Index, improving from 61.1 at the start of 2011 to 63.3 at the end of 2012. But, like Angola, South Africa is an outlier that does not follow the conventional trend of matched regional and global integration seen elsewhere in the Visa Africa Integration Index. Instead, South Africa has significant imbalances between the spread of global integration and region integration. Arguably, this is a result of history, higher levels of infrastructure development around ports and rail that support relationships with historically advanced economies (compared with other locations in Africa) and the types of markets South African firms and citizens traditionally pursued. South Africa is by far the most globally integrated economy in Africa. With a global integration score of 78.2, South Africa is converging toward the global median of 100. South Africa’s impressive depth and breadth component is indicative of the countries long process of liberalisation dating back to the early 1990s, higher levels of industrialisation and economic diversification and pursuit of trade agreements and use of preferential market access arrangements around the globe – from the European Union to the common markets of South America, such as Mercosur, and the African Growth and Opportunities Act (AGOA) with the United States. But South Africa’s regional integration score is lower than expected at 48.4, bringing down its overall Visa Africa Integration Index. This is somewhat concerning and relevant to both South Africa’s economic growth prospects and African development. As one of the primary sources of investment on the African continent, South Africa’s integration with its region is important for future provisions of capital, skills and other developmental elements. Africa, in turn, is an essential part of South Africa’s economic growth prospects. Improving its regional connectedness is an important part of connecting Africa with the world, while also using South Africa’s position more effectively in forums such as BRICS and the Group of 20 (G20) to elevate Africa on the global agenda.
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Table 26: Visa Africa Integration Index for South Africa 2011H1



2011H2



2012H1



2012H2



100.0



Visa Africa Integration Index



61.1



62.4



63.1



63.3



100.0



TCIP Global Integration Score



76.4



77.4



78.5



78.2



50.0



Depth Component



44.7



45.1



45.6



45.5



7.1



7.1



7.2



7.3



17.5



(T) Trade



17.5



(C) Capital



8.3



8.5



8.8



9.0



32.5



(I) Information



13.9



13.9



14.1



13.6



32.5



(P) People



15.4



15.5



15.5



15.6



31.8



32.3



32.9



32.8



50.0



Breadth Component



17.5



(T) Trade



6.1



6.2



6.2



6.3



17.5



(C) Capital



7.8



8.4



8.6



8.6



32.5



(I) Information



10.1



10.0



10.3



10.1



32.5



(P) People



7.7



7.7



7.8



7.8



45.8



47.4



47.7



48.4



100.0



Regional Integration Score



50.0



Depth



7.9



9.5



10.3



11.4



50.0



Breadth



37.8



37.9



37.4



37.0
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5.13 Southern African Cluster: Zambia With a Visa Africa Integration Index score of 35.8, a steady increase from 33.8 at the start of the period measured, Zambia’s level of integration is below the 11 countries sampled. Showing potential in new sectors like manufacturing, agribusiness and renewable fuels, Zambia’s integration with the Southern Africa region and the world is essential to boosting this new-found diversity of exports and investment, and escape the traps associated with being landlocked and a single commodity exporter. That commodity, in the case of Zambia, is copper. Zambia’s overall integration score is based predominantly on its global integration, which climbed from 38.1 at the start of 2011 to 41.2 at the end of 2012. This was the result of an improving depth component (from 21.7 to 24.8), an indication of the progressive shift toward a greater diversity in exports along with Zambians benefiting from the growth and modernisation of their economy through increased flows of information. Zambia’s lacklustre regional integration score of 30.4 is significant to the economic development of the country, given Zambia’s dependence on its neighbours due to its landlocked status. But, like Angola and other countries in the region, large infrastructure development initiatives planned to link the eastern seaboard of Africa with the west and – more specifically – the rich copper belt to nearby ports in Angola would have a real impact on Zambia’s socioeconomic progress. This, along with the ongoing improvements in border posts and crossings, promises to contribute enormously toward Zambia’s integration with its Southern African neighbours.
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Table 27: Visa Africa Integration Index for Zambia 2011H1



2011H2



2012H1



2012H2



100.0



Visa Africa Integration Index



33.8



34.6



35.3



35.8



100.0



TCIP Global Integration Score



38.1



39.0



40.1



41.2



50.0



Depth Component



21.7



22.8



23.8



24.8



17.5



(T) Trade



4.9



5.2



5.6



6.0



17.5



(C) Capital



5.8



5.8



5.8



5.8



32.5



(I) Information



5.5



6.2



7.0



7.7



32.5



(P) People



5.6



5.5



5.4



5.4



16.3



16.3



16.3



16.4



50.0



Breadth Component



17.5



(T) Trade



2.6



2.5



2.5



2.4



17.5



(C) Capital



8.7



8.7



8.7



8.7



32.5



(I) Information



1.4



1.5



1.5



1.6



32.5



(P) People



3.6



3.6



3.6



3.6



29.5



30.2



30.5



30.4



100.0



Regional Integration Score



50.0



Depth



12.5



13.0



13.3



13.3



50.0



Breadth



17.0



17.2



17.2



17.1
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5.14 Southern African Cluster: Zimbabwe Zimbabwe’s Visa Africa Integration Index score of 31.1 is hamstrung by relatively poor results in global integration but with some positive signs of moderate progress in that country’s regional integration with Southern Africa. On this front, Zimbabwe’s degree of global integration declined from 33.5 at the start of 2011 to 31.9 at the end of 2012. This was on the back of a marked decline in the depth of information (from 4.8 down to 3.2) and with that a small drop in the trade pillar. In spite of Zimbabwe’s relative decline in global integration, its regional performance showed some positive signs of advance. As a landlocked country, dependent on its neighbours for economic connections, Zimbabwe’s regional integration with Southern Africa is an important part of its socioeconomic development and a prerequisite “stepping stone” toward global integration. In this regard, Zimbabwe improved its regional integration score from 27.9 to 30.2 over the period measured. This improvement can be attributed exclusively to depth of activities in transactions with its neighbours, suggesting some progress in recovering productivity and export growth in the Zimbabwean economy. Increased depth of regional integration is an important development for Zimbabwe on which to build. Whilst much needs to be done, when coupled with greater breadth in neighbouring partners, and followed by deeper and broader global integration, this bodes well for Zimbabwe’s economic future.
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Table 28: Visa Africa Integration Index for Zimbabwe 2011H1



2011H2



2012H1



2012H2



100.0



Visa Africa Integration Index



30.7



31.4



31.4



31.1



100.0



TCIP Global Integration Score



33.5



33.5



32.6



31.9



50.0



Depth Component



16.8



16.8



16.0



15.2



17.5



(T) Trade



4.1



4.0



4.0



3.9



17.5



(C) Capital



3.0



3.0



3.0



3.0



32.5



(I) Information



4.8



4.8



4.0



3.2



32.5



(P) People



4.9



5.0



5.0



5.0



16.6



16.7



16.6



16.8



50.0



Breadth Component



17.5



(T) Trade



4.2



4.2



4.1



4.1



17.5



(C) Capital



5.3



5.2



5.1



5.3



32.5



(I) Information



2.3



2.3



2.3



2.4



32.5



(P) People



4.9



5.0



5.0



5.0



27.9



29.3



30.1



30.2



100.0



Regional Integration Score



50.0



Depth



13.6



15.1



15.6



16.0



50.0



Breadth



14.2



14.2



14.5



14.2
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Chapter 6: Summary The past fifteen years has been witness to a collective rush forward amongst African economies which, for a long time, had lagged the advances made by the world economy. Whilst cyclical factors play some role in explaining the economic gains that have been achieved, there is an increasing body of evidence that points to structural factors as being the key ingredients in this rush forward. Whilst the influences of factors vary from country to country, there is a growing recognition of at least four structural factors that have played and continue to play an important role in this regard. These factors include robust commodity prices and new sources of demand coming out of dynamic markets; material improvements in economic management and policy platforms; debt relief and substantial, sustained debt improvement amongst many economies; and early evidence of Africa’s demographic dividend. Notably, in recent times a fifth structural factor has begun to makes its influence felt, namely economic integration which refers to the economic connections that are made through international trade (T), cross-border capital movements (C), information and knowledge flows (I) and the movement of people (P). The so-called TCIP framework which describes the nature and influence of these connections identifies economic integration oftentimes simply labelled “globalisation” as a key driver of material improvements in a country’s economic and social welfare. Yet, in the case of African economies this element of economic integration largely has been ignored. Arguably, this is because of an uneven understanding of the true role and influence that economic integration plays, compounded by the low level of economic integration historically displayed by African economies as well as large gaps in our access to data and information that measures such relationships. Moreover, cross-border economic relationships have many dimensions, including their intensity, makeup, geographic nature and degree of sophistication. Thus, the multi-dimensional nature of economic integration compounds the problem of achieving reliable and robust measures of such relationships. However, by virtue of having access to proprietary data, that represents more than 4 million observations across each of the elements identified above, we are able to develop the Visa Africa Integration Index as a reliable and robust measure of economic integration for 11 of Africa’s largest and fastest growing economies. As such, the Visa Africa Integration Index makes a new – and arguably important – contribution to our understanding of the nature and extent of economic relationships amongst some of Africa’s largest economies. Amongst other things, by developing the index we achieve a sophisticated measure of economic integration that incorporates the four pillars of economic connectedness, namely trade, capital, information and people (TCIP) flows. In addition to measuring these pillars at the country level, the granularity of the data to which we have access allows us the ability to measure economic integration at global and regional levels, and also to measure the depth and breadth of these relationships. Whilst the results provide for rich, varied and detailed insights into the nature of economic integration amongst Africa’s biggest economies, there are five key findings that stand out. First, whilst improving off a modest base, the countries that make up the index have undergone positive structural transformation over the past decade. Second, given the rapidly improving economic environment and composition, the socioeconomic gains that come with rising integration will translate into rising investment opportunities and prospects for new business relationships in the 11 countries covered. Third, regional integration demonstrates itself to be one of the more powerful drivers of integration. This is an important outcome given that regional integration is a 108



consistently more important contributor toward economic progress and social development than global integration. Fourth, there are case of material disconnects in some countries that do not follow the anticipated trend results. This allows for useful insights into country dynamics, economic challenges and prospects. Fifth, Africa and more specifically, according to the results of this study, sub-Saharan Africa is not one country or a place. The region is not one amorphous aggregate. Rather, the findings enforce the point that each of the 11 countries that make up the index, and their three regions that we measure, represent a rich tapestry of economies that have unique and discernible attributes that influence and inform the way in which they integrate with the world economy and with whom they connect. Regardless of how we approach the results produced by the Visa Africa Integration Index, our findings are unambiguous in at least two regards. First, whilst coming off a modest base, the economies that we measure are rising in terms of the degree and sophistication of economic integration. Second, although the economies to a case have some way to go in terms of catch up, they are catching up with the aid of structural or entrenched drivers. As such, while the leap forward that has been taken by so many African economies over past fifteen years is a significant one, they have a long way to go still. These attributes represent remarkable social, economic, business and investment prospects for Africa and her citizens.
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