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Excellency, Dr. Denny Kalyalya, Governor of the Central Bank of Zambia, 

Excellencies Member of the Government of Zambia, 

His Excellency Jean Louis Ekra, President of the African Export-Import Bank, 

Honorable members of the Board of the African Export-Import Bank, 

Distinguished Guests, 

Ladies and Gentlemen, 

 

Good morning. 

 

I would like to express my gratitude to the leadership of the African 
Export-Import Bank, especially the Bank’s President His Excellency Jean 
Louis Ekra and the Bank’s Chief Economist Dr. Hippolyte Fofack, for giving 
me the opportunity to take part in this high-level gathering. I am deeply 
grateful for the honor to give this talk and share with you my thoughts on 
this critically important theme – “African Direct Investment as a Source of 
Long-Term Finance for Export Diversification and Development.” My talk 
will specifically address the issue of “Mobilizing African Resources for 
Export Diversification and Development.” 

It is indeed fitting that, at this moment, we would be talking about export 
diversification and development in Africa. Today we are witnessing a 
historical turnaround in Africa, a continent that has since recently been 
referred to as one of the fastest growing regions in the world; and a 
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number of countries have made great strides in increasing the living 
standards of their population.  

This robust growth has been spurred, in major part, by steady increase in 
exports, riding on the commodity boom that preceded the global 
economic crisis. Africa’s exports more than tripled from $134 billion in 
2000 to $478 billion in 20013 (Figure 1).  

Figure 1  

Indeed export-led growth remains at the center of African economic 
history. As exports go, so does Africa’s growth. The drawback is that when 
exports slump, so does growth; and this is exactly the threat that the 
continent is facing today. 

Sub-Saharan Africa’s growth prospects for 2015 have been downgraded by 
more than a full percentage point (1.3 percent) in IMF’s May 2015 
projections relative to October 2014 forecasts (Figure 2). The key reason is 
the recent drastic decline in oil prices. Africa’s oil exporters have been 
much more severely affected, with a downgrade of projected growth by 
as much as 2.4 percentage points. 

Figure 2  

This is where the critical importance of export diversification becomes 
evident. Even as we celebrate Africa’s growth resurgence of the recent 
past, the continent is still facing critical development challenges, the most 
pressing issue being the high levels of poverty and the growing number of 
poor people (Figure 3). Indeed, in addition to having the highest poverty 
rate (a poverty headcount of 47% in 2011) among developing regions, sub-
Saharan Africa is also the only region where the absolute number of poor 
people is still increasing (from 210 million in 1984 to 416 million in 2011).  

Figure 3 

One important reason for the slow progress in conquering extreme 
poverty in Africa has been the inability to sustain high growth for 
extended periods of time. Growth remains erratic in most countries, 
which minimizes the gains from growth in terms of poverty reduction. 

Moreover, growth has not been accompanied by sufficient employment 
creation. The growth instability is largely due to the lack of diversification 
of exports, which exposes African countries to adverse effects of price and 
demand shocks in international markets. This also perpetuates Africa’s 
marginalization in global trade. 

While Africa’s total exports have increased dramatically since the turn of 
the century, the continent’s share in global exports today remains below 
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the level achieved in the mid-1980s, and much lower than the 1970s level. 
(see Figure 1). 

Africa’s exports remain dominated by primary commodities, and 
manufacturing take-off remains elusive in most countries. In fact the 
evidence points to a process of de-industrialization, illustrated by a 
declining share of manufactured products in total exports (Figure 4).  

Figure 4  

But at the same time, some countries are making progress in advancing 
industrialization and export diversification. In some countries, non-
traditional exports, most of which are manufactured products are on the 
rise. In Ethiopia, for example, the export basket comprises increasing 
shares of footwear and other leather-based goods, growing at 40 percent 
and 15 percent annually, respectively, between 2005 and 2013 (Figure 5). 
What is remarkable is that exports of manufactured products are growing 
faster than total exports, at an impressive rate of 26% annually from $47 
million in 2005 to $299 million in 2013. These achievements are due to 
aggressive, focused and consistent industrial policy.  

Figure 5 

But for the majority of the countries in the continent, industrialization 
and export diversification remain elusive. In general, it is clear that for the 
majority of African countries to reach and sustain high growth rates, and 
accelerate progress towards national development goals, they must scale 
up their efforts to broaden their production and export base as a matter 
of urgency.  

Three constraints/problems 

Export diversification in Africa is constrained by many factors; too many to 
enumerate and discuss in this talk. I will focus on three critical, interrelated 
constraints, namely:  

1) The dominance of an ideology that promotes a pessimist view on 
Africa’s industrialization prospects; 

2) Inadequate quantity and quality of infrastructure, resulting in high 
production and trade costs, hampering competitiveness and value 
chain development; and 

3) Lack of financing, especially the shortage of stable long-term 
finance, which hampers innovation, private investment, especially 
investment in infrastructure and manufacturing. Lack of finance, 
especially trade financing, undermines the ability of African 
producers to enter new export markets and thus prevents the 
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continent from taking advantage of growing global demand for its 
products. 

The ideological problem 

Even though the problem of economic ideology is not explicitly the 
subject of my talk, I nonetheless want to raise the issue succinctly as it is 
critical for the success of export diversification in the continent.  

In an ideal world, economic policy would be grounded on empirical 
evidence and lessons from experimentation. In practice, however, quite 
unfortunately, economic policy is often guided by, or rather hostage to, 
dominant ideologies that are not based on evidence, but rather advance 
the interests of the dominant markets and political powers. In the case of 
industrialization, the mainstream economics profession has argued that 
Africa has very little chances of industrializing for four main reasons. 

The first argument, championed by Dani Rodrik, is that Africa’s market 
share in global trade is in fact as high as it can ever be. He says: “the 
[African] region participates in international trade as much as can be 
expected according to international benchmarks relating volume to 
income levels, country size and geography” (Rodrik, 1998:37). 

Adrian Wood proposed a second argument based on the conventional 
comparative advantage view, suggesting that because of abundant natural 
resources and low human capital, Africa’s fate is to specialize in primary 
commodities (Wood & Berge 1997; Wood & Mayer 2001; Owens & Wood 
1997). 

A third argument is advanced by Paul Collier, who claims that bad policies 
and institutions in African economies create a high-cost and low-returns 
environment. Thus African economies are doomed to specializing in 
primary commodity exports; and trade liberalization would not change 
this fate.  

The fourth argument is that Africa cannot industrialize in the context of 
globalization given that economic liberalization and the opening up of 
African markets to highly capitalized and technologically advanced foreign 
producers compromises the development of local industry. A dramatic 
illustration is the “textile tsunami” (Carmody 2010) as experienced by 
Lesotho. 

What is missing in the mainstream explanation of Africa’s difficulties with 
industrialization and export diversification is the role of global governance 
in holding back industrialization and development of manufacturing in 
Africa. In particular, it is the biased application of trade rules in favor of 
advanced economies and to the detriment of African producers. For 
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example, while rules against agricultural subsidies are enforced in Africa, 
the agriculture sectors in advanced countries remain heavily subsidized. 
This undermines Africa’s agriculture and the prospects for the 
development of the agro-processing industry and therefore diversification 
of exports. 

It is clear that the realization of Africa’s export diversification and 
industrialization agenda is bound to be an uphill struggle. The continent 
has to swim against a very strong ideological current. The task is daunting, 
but the rewards are large. As an African saying goes, “smooth seas do not 
make skillful sailors”; and as Pierre Corneille, the famous French writer said 
a long time ago, à vaincre sans péril, on triomphe sans gloire (meaning, 
“effortless battles yield glory-less victory”). 

The infrastructure problem 

Now I would like to spend some time on the two very important 
roadblocks on the path to export diversification in Africa, namely the lack 
of infrastructure and the shortage of financing. 

The lack of infrastructure is a critical constraint to diversification of 
exports and value chain development. It is difficult for businesses to 
develop agro-processing when they face daily power cuts; if they try, they 
will not be competitive. It is difficult to leverage the potential of new 
telecommunications and banking technologies without reliable supply of 
electricity. It is difficult for African exporters to be competitive if they 
have to incur several multiples in terms of transport costs relative to their 
competitors in other regions. 

As a NEPAD report pointed out a decade ago, “For sub-Saharan Africa, lack 
of infrastructure serves as one of the most significant obstacles to 
sustaining and distributing the trajectory of growth and poverty 
alleviation on the continent” (Gutman et al., 2015). 

It has not been for lack of acknowledgement of the problem of 
infrastructure in policy circles. And it has not been for shortage of ‘plans’ 
to support infrastructure within the development assistance community. 
Two decades ago, the World Bank’s World Development Report 1994 made 
a clear and convincing ‘development case’ for infrastructure as a basis for 
long-term development. This was reiterated fifteen years later in the WDR 
2009. But the actual allocation of international assistance remained 
focused on social and human sectors. This is an unfortunate dichotomic 
view of policy: it should not be a choice between either infrastructure or 
social sector financing. No social development will be achieved without 
sufficient supply of good quality infrastructure.  
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Indeed, a number of continental and global initiatives have been 
convened to support infrastructure in Africa, including the AfDB’s Africa50 
Infrastructure Fund in 2013, the USA’s Power Africa in 2013, and the World 
Bank’ Global Infrastructure Fund (GIF) in 2014, to name a few.  

But many of these plans have remained just that – plans; implementation 
and funding has been frustratingly slow. 

As a result, Africa continues to lag behind other regions in the area of 
infrastructure. For example, only a third of the African population has 
access to electricity, compared to over 70 percent in South Asia and much 
higher ratios in other developing regions (Figure 6). 

Figure 6 

The financing problem 

Addressing the infrastructure problem in Africa is handicapped by the lack 
of financing, especially stable long-term financing instruments.  

Financing is key to supporting innovation, promoting productive 
investment, conquering new export markets; and these are the key pillars 
of export diversification.  

It is estimated that Africa needs nearly $100 billion annually to meet its 
infrastructure gap. Public financing capacity is low, and private financing 
capacity has not been fully harnessed. The continent continues to face 
difficulties attracting private financing, partly as a result of negative 
investor bias vis-à-vis the continent. For example, over the period 1994-
2010 Sub-Saharan Africa received only $33 billion in private participation in 
infrastructure (PPI), the second lowest ahead of the Middle East and North 
Africa (Figure 7). And, it does not seem likely that the continent will get a 
higher share of PPIs in the near future.  

Figure 7 

So the key question for Africa is how to design an effective strategy to 
mobilize resources to support export diversification and industrialization. 
More precisely, for Africa, the question is threefold:  

1. How to mobilize resources including external resources, domestic 
resources, and regional resources; 

2. How to allocate these resources efficiently across the various sectors 
and needs so as to best support the export diversification agenda; 

3. How to keep the continent’s resources onshore; or more precisely, 
how to prevent, curb, and reverse capital flight and illicit financial 
flows. 
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Attention to resource mobilization in Africa has traditionally focused on 
external sources both in the policy circles and in academia. Thus, much has 
been said about rising or even exploding external capital inflows in the 
form of official development aid and private capital flows, namely foreign 
direct investment (FDI) and migrant remittances. In particular, FDI and 
remittances have taken over ODA as sources of external finances (Figure 8).  

Figure 8 

However, from closer scrutiny, this rosy picture may be misleading. From a 
global perspective, Africa remains marginalized and much below the radar 
screen of private investors. While total FDI inflows to the continent have 
increased substantially over the past two decades, the continent’s share in 
total FDI to the developing world has been virtually flat since the 1990s, 
and remains below the levels reached in the 1970s. Moreover, most of the 
FDI goes into the natural resource sector, leaving the majority of African 
countries on the sidelines of the globalization of finance (Ndikumana, 
2015).  

The same story holds for migrant remittances: rising absolute volumes, 
but a low share of the continent in global flows. Migrant remittances, 
however, constitute a major potential source of financing, to the extent 
that African governments can put together a strategy for incentivizing 
remittances (through creation of attractive investment opportunities), 
reducing transfer costs, and securitizing remittances into long-term 
financing instruments (e.g., diaspora bonds). It is high time that African 
governments take the opportunities offered by migrant remittances 
seriously. 

A strategy for mobilizing resources 

In short, African governments need to rethink their strategy regarding 
mobilization of foreign sources of finance. In particular, they need to 
prioritize: 

1. Efficiency of aid utilization to prioritize support to productive 
sectors, especially infrastructure and innovative and export-oriented 
activities; 

2. Channeling FDI into green field investments, including activities that 
promote value chain development in the natural resource sector; 

3. Incentivizing migrant remittances and reducing transfer costs; and 
4. Taking cautious advantage of the opportunities offered by 

international sovereign bond markets. Here it is critically important 
to strike a balance between funding opportunities and the risks 
involved by this instrument. 
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A crucial problem confronted by African countries’ efforts to mobilize 
resources to support industrialization is capital flight and other illicit 
financial flows. Over the past four decades, the capital flight accumulated 
at a faster pace than private capital inflows and foreign aid (Figure 9). By 
2010, the continent had lost a cumulative $1.3 trillion through capital 
flight, nearly the equivalent of the continent’s total GDP. Including 
accumulated interest on past capital flight, the stock of capital flight 
reaches $1.7 trillion. This figure greatly exceeds the continent’s debts, 
ironically making Africa a ‘net creditor’ to the rest of the world 
(Ndikumana et al., 2015).  

Figure 9 

The problem of capital flight presents a stunning paradox from the 
perspectives of economic theory and common logic (Ajayi and Ndikumana, 
2015):  

- How can a continent that is capital starved expend its resources to 
finance advanced economies?  

- How can a continent that struggles to feed its population continue 
to fuel the financial systems of safe havens and secrecy jurisdictions?  

- And why does the continent expend so much of its time and human 
ingenuity to mobilize foreign capital (debt, aid and FDI) while its 
resources are leaking from its purse at an exponential pace?  

I submit that the continent has often spent way too much time and 
resources chasing the “wrong dollar”. It is high time that African 
countries design a strategy to not only mobilize resources, but also 
keep their resources onshore.  

Capital flight is both a domestic problem and a global problem. While 
attention is often focused on poor local governance in Africa as the cause 
of capital flight, the phenomenon is facilitated by a complicit helping 
hand in the destination countries. A key culprit is the network of banks 
and other financial institutions in developed countries that receive stolen 
funds and help in concealing them from the authorities of source and 
destination countries.  

The former German president Horst Köhler puts it as follows:  

“We cannot ignore the global kleptocratic model of capitalism that is 
sucking obscene amounts of capital out of Africa… Chief among the 
beneficiaries of this flight of capital are the European banks where 
African despots and tax-evading corporations stash their billions. If we 
finally brought order to the international financial system and allowed 
the tax havens to wither away, that would be credible!”   
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Therefore, fighting capital flight will take both strong domestic efforts to 
reform governance and improve the domestic investment climate, but 
also and very importantly, cooperation from Africa’s bilateral partners and 
the international community to combat illicit banking practices, banking 
secrecy, and lack of accountability in the international financial system.  

Domestic resources, the biggest potential 

Undeniably, the biggest potential for increasing resources required to 
promote export diversification is on the domestic front. Africa will not be 
successful by “outsourcing” resource mobilization to support its 
industrialization agenda. 

The evidence thus far is clear: African countries have not sufficiently 
harnessed their domestic revenue potential, whether in the public sector 
or in the private sector.  

Tax to GDP ratios in Africa are among the lowest in the world (AfDB et al., 
2010). Yet, there are clear opportunities for broadening the tax base by 
bringing into the tax bracket some key heretofore-untapped tax sources. 
For example, rapid urbanization and the booming real estate offer great 
opportunities for real estate taxes, a highly progressive tax. Commercial 
land is another potential untapped source of tax revenue. At the moment, 
little is collected from these sectors for the simple reason that little effort 
is made to tax these sectors. 

Non-tax revenue remains extremely low. The most blatant case is natural 
resource rents. In this respect, natural resource-rich countries have 
performed particularly poorly (Ndikumana and Abderrahim, 2010) (Figure 
10).  

Figure 10 

The underperformance of resource-rich countries in revenue mobilization 
is a result of several factors: 

- The first factor involves the poor design of natural resource 
exploitation contracts that result in unfavorable rent sharing 
outcomes for African governments. With the rush to meet 
immediate financing needs, and also as a result of poor technical 
capacity, African governments tend to prioritize short-term revenue 
and signing fees compared to long-term gains. In the context of 
uncertain price dynamics and given the long-term nature of 
resource exploitation contracts, African countries are ultimately 
short changed in the resource exploitation bargain.  

- The second fact is tax evasion by multinational corporations through 
various profit shifting schemes, especially transfer pricing, and 
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under-reporting of production, sales/exports, and profits. A simple 
examination of company financial data reveals glaring discrepancies 
between government statistics and company data with regard to 
revenue and tax payments. There are also substantial differences in 
effective tax payment ratios across companies that are difficult to 
explain. In some cases, the data suggests either unusual generosity 
by firms (in terms of extremely high tax/sales ratios) or a smoking 
gun (revealing obvious tax evasion).  

In other parts of the world, natural resource rich countries have been able 
to reach and sustain high levels of wellbeing while saving for future 
generations by harnessing their resource bounty through establishment 
of Sovereign Wealth Funds. SWFs serve three major purposes:  

- Intergenerational transfer 
- Packing of wealth 
- Stabilization 

In the case of African countries, even where SWFs exist, they remain small. 
Furthermore, attempts to constitute regional SWFs have been 
unsuccessful, rather unfortunately. Yet, such regional instruments could 
go a long way to not only support regional development initiatives, 
especially infrastructure, but also to help keep Africa’s wealth at home. At 
the moment, even the few SWFs that exist hold their assets outside of the 
continent in very low-return instruments such as treasury bonds in 
advanced economies. At the same time, there are plentiful profitable 
investment opportunities in Africa that are crying for financing. If Africa is 
to achieve industrialization and export diversification, it must better 
manage its wealth. A little bit of “home bias” would indeed be not only 
financially rational, but it would also help support a pan-African 
industrialization agenda. 

A developmental domestic financial system 

To support the export diversification agenda, African banking systems will 
have to become more development oriented, more versatile, and more 
willing to take on risk to finance innovation and entrepreneurship. At the 
moment African banking systems exhibit features that are detrimental to 
industrialization: expensive credit; credit that is concentrated on the short 
end of the term structure; low rewards to savings; and high preference 
for government securities resulting from the high yields associated with 
chronic high fiscal deficits.  

Specifically, African banking systems will have to be incentivized to 
venture beyond their traditional comfort zones – large commercial 
companies and high turnover activities – to engage with more risky but 
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innovative activities. In particular, banks will need to be incentivized to 
creating and aggressively rolling out innovative financing instruments that 
cater for small and medium enterprises, youth entrepreneurship, and 
women-owned enterprises. While such instruments may carry relatively 
high credit risk, they also have extremely high value added in terms of 
diversification of the production system and creation of employment and 
income among the most dynamic segments of the population. 

Another key element of the resource mobilization strategy to support 
export diversification is to reinvigorate development financing both at 
the national and regional levels. Very unfortunately, the economics 
profession has prematurely written off the potential role that 
development banks can play for industrialization in Africa. The poor 
record of poorly designed and politically managed national development 
banks in the 1970s and 1980s is often used to argue that national 
development banking is a bad idea. Yet, well managed national 
development banks have proved their success; an example can be found 
next door in South Africa with the Industrial Development Corporation 
(IDC) (Ndikumana, 2009).  

At the regional level, development banks remain central to Africa’s 
strategy to achieve sustainable financing of its development agenda. The 
poorly known ‘secret’ is that African regional development banks provide 
more funding to African countries than the much more capitalized 
multinational development banks. And the room for growth is immense. 
But for African regional development banks to reach their full potential, 
African governments need to seriously invest in these institutions. With 
the right political will, African governments can certainly pool much 
higher volumes of financing to raise the capital base of African regional 
and continental development banks, thus allowing them to operate at 
higher levels in the areas of financing for infrastructure and trade. 
Ultimately, Santa Claus will only help Africa if Africa is willing to help 
herself. With the risk of repeating myself, I would like to underscore the 
point that the idea of ‘outsourcing’ financing for African export 
diversification and industrialization is simply a losing strategy. 

In concluding, I would like to emphasize four pillars of the strategy for 
mobilizing resources for export diversification and industrialization, 
namely: 1) incentivizing domestic banks to become more development 
oriented by taking more risk in supporting innovation and 
entrepreneurship; 2) harnessing the capacity of regional development 
banks as a source of financing for infrastructure and trade-oriented 
activities; 3) leveraging the potential of resource-pooling vehicles and 
long-term savings and investment instruments, notably infrastructure 
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bonds and Sovereign Wealth Funds; 4) keeping Africa’s resources onshore 
by combating capital flight and other illicit financial flows. While these 
measures are to a large extent technical, their successful implementation 
is critically contingent on the political will of African governments 
individually and collectively. 

I thank you very much for your attention. 
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Figure 3: Poverty in Africa – number of poor and headcount 

 

 

Figure 4: Africa's commodities and manufacturing exports exports 
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Figure 5: Ethiopia’s surging non-traditional exports 
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Figure 6: Access to electricity (% of population) 
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Figure 7: PPI in the Energy Sector over 1994-2014 by region ($ billion and % 
share) 
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Figure 9: Africa’s leaky purse – capital flight vs. ODA & FDI 
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