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ur goal is a world free of poverty. To

get there, we must accelerate pov-

erty reduction in Africa. Although
the share of Africa’s population living in
extreme poverty has come down substan-
tially, from 54 percent in 1990 to 41 percent
in 2015, more Africans are living in poverty
today than in 1990, in part because of pop-
ulation growth. In fact, the world’s poor are
increasingly concentrated in Africa.

Tackling this challenge begins with
being able to measure it robustly. Following
Poverty in a Rising Africa—the precursor
to this report, which mapped the data land-
scape—efforts to improve Africa’s poverty
data are starting to pay off. More and better
household surveys are now available to track
and analyze poverty. And Africa’s Statistical
Capacity Indicator—which grades country
statistical systems on the quality, frequency,
and timeliness of core economic and social
data—has been improving.

The key features of Africa’s poverty, and
its causes, have been widely documented.
But some of the challenges, such as cli-
mate change, fragility, and debt pressures,
are gaining in importance. And although
macroeconomic stability and growth are
critical components for reducing poverty and

Foreword

improving well-being, they are not sufficient.
Despite economic growth in Africa, the
region’s persistently rapid population growth,
structural impediments (low human capital,
persistent gender inequality, and large infra-
structure deficits), and increasing reliance
on natural resources continue to hold back
poverty reduction.

This report revisits the challenges and
opportunities to tackle Africa’s poverty, draw-
ing on the latest evidence. It focuses on the
income opportunities of the poor, the policies
needed to support these opportunities, and the
resources needed to finance pro-poor invest-
ments. A pro-poor agenda means generating
more formal jobs while working to increase the
incomes of smallholder farmers and informal
workers in secondary towns and strengthening
their capacity to manage risks. This approach
is how the poor will likely benefit the most.

The report advances a poverty-reduction
agenda for Africa that rests on four pillars:
accelerating Africa’s fertility transition; lever-
aging the food system, both on and off the
farm; mitigating fragility; and addressing
the poverty financing gap. The report fur-
ther calls for integrated approaches in these
areas—simultaneously addressing supply-
and demand-side constraints—and highlights

Xi



Xii

FOREWORD

the promise of technological leapfrogging for
poverty reduction in Africa.

The World Bank is committed to help-
ing Africa build a better future for its people
and to alleviating poverty in all its forms.
Through comprehensive data and analysis,

we are able to paint a more accurate picture
of both the complexity of the issue and how
best to address it. Thanks to this report, we
are one step closer to achieving our twin
goals of eradicating extreme poverty and
boosting shared prosperity.

Hafez Ghanem
Vice President, Africa Region
The World Bank
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Key Messages

Poverty in Africa Today and Tomorrow

Poverty in Africa has fallen substantially—from 54 percent in 1990 to 41 percent in 2015—
but the number of poor has increased, from 278 million in 1990 to 413 million in 20135.
Under a business-as-usual scenario, the poverty rate is expected to decline to 23 percent by
2030, rendering global poverty primarily an African phenomenon.

Main Features of African Poverty

Most of the poor (82 percent) live in rural areas, earning their living primarily in farm-
ing. Nonwage microenterprises are the main source of nonagricultural employment and
income for the poor and near poor. Strikingly, rural poverty is higher in areas with better
agroecological potential.

Poverty is a mix of chronic and transitory poverty. Fragile and conflict-affected states have
notably higher poverty rates.

Low human capital and high gender inequality impede poverty-reduction efforts.

Four Primary Areas for Policy Action

Accelerate the fertility transition. Rapid population growth and high fertility are features
of many countries on the continent. They hold back poverty reduction through multiple
channels. Family planning programs will play an important, cost-effective role in acceler-
ating the fertility transition, which will complement the effect of increasing female educa-
tion, and empowering women (including by offering life skills, addressing social norms
around gender, and reducing child marriage).

Leverage the food system. Raising smallholder agricultural productivity, especially in sta-
ple crops, increases the incomes of the poor directly and addresses rising urban demand
for higher-value agricultural products. Complementary public investment (in agricultural
research and extension, irrigation, and rural infrastructure) remains key. Inclusive value
chain development and technological leapfrogging can bring previously unattainable
markets and production techniques (such as irrigation and mechanization) within reach of
the poor.

Mitigate fragility. Uninsured risks and conflict entrap people or push them back into pov-
erty. Many risk management solutions already exist, with roles for both the private and
public sectors, but an important hurdle remains incentivizing the public and private actors
to act now, before the shocks and conflict occur.

Addpress the poverty financing gap. More, and more efficient, public financing focused
on the poor is needed to finance this poverty-reduction policy agenda. In addition to the
continued need for official development assistance (ODA), domestic tax compliance and
international tax avoidance need to be addressed, as well as making public spending more
pro-poor and more efficient. This is especially important in resource-rich countries, where
poverty reduction and human development indicators are often relatively worse.







Poverty Reduction in Africa:
A Global Agenda

Africa’s turnaround over the past couple
of decades has been dramatic.l After many
years in decline, the continent’s economy
picked up in the mid-1990s, expanding at
a robust annual average of 4.5 percent into
the early 2010s. People became healthier
and better nourished, youngsters attended
schools in much greater numbers, and the
poverty rate declined from 54 percent in
1990 to 41 percent in 2015 (World Bank
2018c¢). The region has also benefited from
decreased conflict (although simmering
in some countries and notwithstanding
pressing numbers of displaced persons), an
expansion of political and social freedoms,
and progress in the legal status of women
(Hallward-Driemeier, Hasan, and Rusu
2013; World Bank 2019b). The availability
and quality of poverty data to record this
progress have also improved.

Despite these accomplishments—
described in detail in the precursor to this
report, Poverty in a Rising Africa (Beegle
et al. 2016)—the poverty and shared pros-
perity challenges remain daunting: Poverty
rates in many African countries are the
highest in the world and are forecast to

Overview

continue to be in double digits. Slowing
economic growth in recent years has also
slowed poverty reduction. And notably, the
number of poor in Africa is rising (from
278 million in 1990 to 413 million in
2015), in part because of high population
growth (World Bank 2018¢). Africa will
not reach the United Nations Sustainable
Development Goal (SDG) of eradicating
poverty by 2030.2

Globally, there is a shifting concentration of
poverty from South Asia to Africa. Forecasts
suggest that poverty will soon become a pre-
dominantly African phenomenon. The non-
monetary dimensions of poverty (nutritional
and health status, literacy, personal security,
empowerment), while improving, are still the
lowest in the world in many countries (Beegle
et al. 2016). The world’s bifurcating demog-
raphy, inequality and climate change, and the
resulting migratory pressures, add further
global interest to address poverty in Africa.
But the rapid spread of digital technologies
and solar power and increasing South-South
trade also provide new opportunities to
tackle this pressing challenge (Dixit, Gill,
and Kumar 2018; Gill and Karakilah 2018;
World Bank 2019a). How Africa can accel-
erate its poverty reduction is now a global
preoccupation—and the focus of this report.




ACCELERATING POVERTY REDUCTION IN AFRICA

Of course, Africa comprises many coun-
tries with quite varying poverty rates and
divergent socioeconomic and agroecologi-
cal conditions. Half of Africa’s poor live
in 5 countries; 10 countries account for
75 percent of Africa’s poor.3 Yet the poor-
est countries, and regions within coun-
tries (those with the highest poverty rates),
are not necessarily the same countries or
regions housing most of the poor. This
poses a challenge as to where to target the
poverty-reduction efforts, at least from a
global perspective.

Fragility and resource abundance are
key country features to account for in
the design of poverty-reduction policies.
Historically, neglect of regions and coun-
tries with high poverty rates, even when
not densely populated, has often bred con-
flict, which easily spreads to the surround-
ing areas. Fragile and conflict-affected
states have notably higher poverty rates as

well as the slowest poverty reduction, even
long after the conflict ended. This pattern
emphasizes the debilitating role that con-
flict plays in improving well-being as well
as the critical importance of tackling pov-
erty in fragile states to advance Africa’s
poverty agenda.

Many African countries depend heavily on
natural resources. Resource dependence has
only grown since the commodity boom of the
1990s and 2000s (figure O.1) and is increas-
ingly the environment within which Africa’s
poverty reduction must take place. Yet,
resource dependence often undermines insti-
tutional quality and erodes long-run growth
potential and poverty reduction. Spending
on human capital in these countries, and the
efficiency of that spending, is systematically
lower than in non-resource-dependent coun-
tries (de la Briére et al. 2017). In extreme
cases, resource abundance may even lead to
conflict (Collier and Hoffler 2004).

FIGURE 0.1 Natural resource dependence has increased substantially in most African countries

a. Change in share of mineral exports in total exports, 1996-2013
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FIGURE 0.1

b. Change in share of oil and gas exports in total exports, 1996-2013
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Source: Calculations based on United Nations Conference on Trade and Development (UNCTAD) data.
Note: There is a close correlation between the export and government revenue shares of natural resources. Data on the latter, although arguably the better indicator of resource

dependence, are patchy.

Poverty in Africa: Stylized Facts

Across countries, poverty manifests itself also
in many similar ways. First, poverty remains
predominantly rural—82 percent of Africa’s
poor are rural—with the poor earning their
living primarily in farming or, when working
off the farm, in agriculture-related activities
(Allen, Heinrigs, and Heo 2018; Beegle et al.
2016; Castaneda et al. 2018). Although this
does not mean the solution lies automatically
in agricultural or rural development, it does
indicate a policy entry point—either to rein-
force the income-earning opportunities of
the poor in situ or to help them connect with
income-earning opportunities elsewhere.
Second, poverty is a mix of chronic and
transitory: about 60 percent of Africa’s poor
are chronically poor, and 40 percent are in
transitory poverty. Therefore, asset building
and the generation of income opportunities as

well as effective risk management strategies
are both important for poverty reduction.
They often also interact with each other.

Third, about half of Africa’s poor are
younger than 15 years old, showing the
need for greater attention to reach children.
Measured gender gaps in monetary pov-
erty are modest, though the data underpin-
ning these numbers assume equal sharing
in households. Numerous other nonmon-
etary indicators show large structural gender
inequalities.

Fourth, the poor have weak links to the
state. They have weak access to good-quality
public goods (infrastructure) and services,
and they have limited voice in public policy
making.

Moreover, Africa’s poverty rate has not
only been higher than in most other low- and
middle-income countries; it has also declined
more slowly.
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Africa’s Slower Poverty
Reduction

Three notable factors have contributed to
Africa’s slower poverty reduction:

o Persistently high fertility and population
growth. Although Africa’s gross domestic
product (GDP) growth has been robust
over the past couple of decades (except in
recent years), economic output has grown
more slowly in per capita terms than in
other low- and middle-income countries.
African countries’ higher fertility and
faster population growth have left their
populations with much lower income per
person.

e Poor initial conditions. Less of Africa’s
(rather modest) per capita household
income growth has translated into pov-
erty reduction than in other countries,
simply because of the high initial pov-
erty in the region. The lack of assets and
access to public goods and services, as
well as the limited availability of good
income-earning opportunities for a large
share of the population, limit the ability
of many to contribute to and participate
in economic growth. It is poverty, rather
than inequality per se, that has been hold-
ing back poverty reduction in many Afri-
can countries. When compared with other
equally poor countries in other regions,
African countries have not been less effec-
tive at converting per capita household
income growth into poverty reduction.

o The composition of Africa’s growth. Afri-
ca’s poverty reduction has been slower
because of the composition of Africa’s
growth—in particular, the increasing reli-
ance on natural resources and the modest
performance of its agriculture and manu-
facturing sectors.

Accelerating the fertility transition,
addressing key facets of Africa’s poor initial
conditions, and shifting to a pro-poor growth
and policy agenda will go a long way toward
accelerating poverty reduction.

High Fertility, Slow Poverty Reduction

At 2.7 percent per year on average, rapid
population growth remains a defining fea-
ture for many countries on the continent.
It follows from continuing high fertility
(5.1 children per woman in 2010-15 com-
pared with 6.7 in 1950-55) despite a rapid
decline in under-five child mortality (from
307 deaths per thousand in 1950-55 to 91
in 2010-15) (World Bank 2019¢). High
population growth poses a substantial bur-
den on African governments, families, and
especially women through several channels.
It elevates the fiscal needs for social services,
which only pay off much later. High fertility
has also been an important direct contribu-
tor to Africa’s explosive urban growth, not
simply the result of rural-urban migration
(Jedwab, Christiaensen, and Gindelsky
2017). Rapid urban growth makes it hard
for urban centers to keep up the infra-
structure base to remain productive, create
employment, and be an effective force for
poverty reduction (Lall, Henderson, and
Venables 2017).

With rural populations often clustered on
a small share of the arable rural land, high
population growth is further increasing land
pressures in several African countries, with-
out concomitant agricultural intensification
to compensate thus far (Jayne, Chamberlin,
and Headey 2014). And, not least, the bur-
den on women of care and domestic work
increases with more children and reduces
their income-earning opportunities. This is
especially hard on poor women, who often
begin childbearing at much younger ages and
also have more children (on average at least
twice as many [5-7] as women in wealthy
households).

Fertility reduction, on the other hand, is
associated with faster economic growth (the
demographic dividend) and faster poverty
reduction. A 1 percent fall in the dependency
rate is associated with a 0.75 percentage point
fall in headcount poverty (Cruz and Ahmed
2016). Accelerating fertility reduction is
therefore an important entry point for accel-
erating Africa’s poverty reduction. Africa’s
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fertility rate per woman of childbearing age
is, on average, one birth higher than in other
least developed countries (LDCs), controlling
for conventional demographic and socioeco-
nomic factors (figure O.2) (Bongaarts 2017).

In addition to female education, much
greater attention to family planning program-
ming is needed. Outside Africa the average
number of unwanted births per woman of
childbearing age has decreased from one to
zero over the past couple of decades. In Africa

FIGURE 0.2 In Africa, fertility is less responsive to conventional parameters of development than in other LDCs

a. TFR by GDP per capita

it has remained at two (Giinther and Harttgen
2016), suggesting a large latent demand for
contraception. Limited provision and poor
implementation of family planning pro-
grams explains much of the delayed decline
in Africa’s fertility rate (de Silva and Tenreyro
2017). Other entry points to accelerate the
demographic transition include empower-
ing women, including providing life skills for
women and girls, addressing social gender
norms, and focusing on child marriage.

b. TFR by educational attainment
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Poor Initial Conditions

Poor initial conditions also hold Africa back
in addressing poverty. These include not
only the low levels of human capital and
access to infrastructure but also the more
deep-seated structural impediments such
as natural resource dependence (discussed
earlier), gender inequality, and social redis-
tributive pressures.

At the individual level, poor educational
attainment reduces the prospect of escap-
ing poverty.* Where the gap in educational
attainment is large, as in much of Africa,
much growth and poverty reduction can
already be expected from widespread, qual-
ity basic education (box O.1). A severe lack
of infrastructure exacerbates things. The low
returns to the poor’s land, labor, and skills
arise partly also from their inability to access
and afford information and communication
technology, energy, and transport services
(Christiaensen, Demery, and Paternostro
2003; Grimm et al. 2017; James 2016). More
recent insights on the psychology of poverty
further show how the lack of human capital,
physical assets, and access to basic infrastruc-
ture not only reduce the earning capacity of
the poor but also tax their mental “band-
width” and undermine their ability to plan,

exercise self-control, and aspire—behaviors
associated with escaping poverty (Haushofer
and Fehr 2014; World Bank 2015).

Gender inequality also drives poorer eco-
nomic growth outcomes by reducing total
factor productivity—in addition to its influ-
ence on gender gaps in education, employ-
ment, and governance (Ferrant and Kolev
2016). This is particularly the case in low-
income countries. Dismantling gender-based
discrimination in social institutions could
increase global growth by as much as 0.6 per-
centage points per year over the next 15 years
(Branisa, Klasen, and Ziegler 2009, 2013,
2014; Yoon and Klasen 2018). Reducing
gender gaps would also raise the growth
prospects of African economies—and hence
also reduce poverty (box O.2).

Finally, with poverty widespread, shocks
frequent, and insurance absent, people often
hold back from investing for fear of redistrib-
utive consequences (Platteau 2014).

More and Better Jobs for the Poor

Finally, the scope and need for pro-poor
growth policies to accelerate poverty reduc-
tion in Africa is large. Although Africa will
not be able to eradicate poverty by 2030,

BOX 0.1

Investments in human capital are critical to alleviate poverty

Human capital investments yield substantial long-run
benefits and are critical in the agenda to reduce pov-
erty in Africa. A range of evidence shows that children
who have a disadvantaged start in life face a greater
lifelong risk of being trapped in poverty. A human
development trap initiates a cycle of poverty that runs
across generations and traps families in poverty (for
example, low education and poor health result in low
adult income, poor human development for children,
and so on) (Bhalotra and Rawlings 2013; Bhutta et al.
2013; Victora et al. 2008). Because the economic
benefits of public investments in human development
are realized far into the future (a decade or longer),
they may lack appeal to governments, given the many
immediate demands on public finances.

Raising human capital in Africa is a pressing
issue, and more so for the poorest. Children in poor
households have worse childhood outcomes across
many dimensions of well-being. The scale of under-
nutrition in Africa is staggering, with children in
poor households having much higher rates (World
Bank 2018b). And poor children (and poor parents)
in Africa have starkly unequal access to critical
services that influence children’s health. Although
universal education access has greatly shrunk the
enrollment gap between poor and nonpoor chil-
dren at least at the primary level, poor children
are learning much less than their peers in nonpoor
households (World Bank 2018d).
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BOX 0.2 Genderinequality is a hurdle to poverty reduction in Africa

African women continue to encounter disadvantages
in education, health, empowerment, and income-
generating activities. They tend to have signifi-
cantly lower human capital endowments than men
(although, among the youngest cohort, this gap
has narrowed, with girls having caught up to boys
in some countries); worse access to labor markets;
lower wages; more limited access or title to produc-
tive assets (such as land, credit, and other inputs);
fewer political and legal rights; and more stringent
constraints on mobility and socially acceptable
activities. As a result, gender inequality can trap
women in poverty and generate a vicious cycle for
their children.

Beyond the intrinsic value of equal opportuni-
ties, gender equality will bring with it economic
growth and greater poverty reduction for countries.
Four entry points to reap the economic returns

from closing gender gaps include the following
(Klasen 2006):

e A growth strategy that raises the demand for
female labor (such as the export-led growth strat-
egies of East Asia)

e Addressing gender gaps in education, especially
in poorer households where school enrollment
rates tend to be much lower than in the rest of the
population

e Actions to improve women’s access to productive
assets—more secure property rights and access
to land as well as better access to credit, modern
inputs, and other means of production (including
land)

e Policies that help poorer couples reduce their
fertility.

the poverty projections show that 50 million
more people could be lifted out of poverty by
then if the incomes of the poor were to grow
2 percentage points faster annually (while
keeping constant each country’s historical
per capita annual growth rate over the past
15 years) (Cattaneo 2017). Combined with
lower population growth and addressing
poor initial conditions, pro-poor growth—
growth whereby the incomes of the poor also
grow substantially as the economy devel-
ops—will go a long way in accelerating pov-
erty reduction now and in the future.

A pro-poor policy agenda requires get-
ting the growth fundamentals right as well
as increasing growth where the poor work
and live (so that they can contribute and ben-
efit directly), while addressing the many risks
to which households are exposed. With the
scope for redistribution to solve Africa’s pov-
erty limited in most countries, the focus is
squarely on the productivity and livelihoods
of the poor and vulnerable—that is, what it
will take to increase their earnings. As such,
this report views its task through a “jobs”
lens. This naturally focuses the report on

the structural, spatial, and institutional
transformations needed to raise the incomes
of the poor and vulnerable, in particular,
on sectoral and subsectoral policies and
investments—on agriculture, on off-farm
employment, and on managing risk and
conflict—to broker these transformations.
What these are is far from obvious, because
just as not all growth policies are equally
poverty reducing, neither are all agricultural
growth or urbanization models equally good
for the poor (Christiaensen and Kanbur
2017; Diao et al. 2012; Dorosh and Thurlow
2018; Pauw and Thurlow 2011).

Growth Fundamentals and
Poverty Financing

Macroeconomic stability, regional integration
and trade facilitation as well as a conducive
business environment are fundamental for
economic growth (Bah and Fang 2015; Sakyi
et al. 2017). They also affect poverty (Antoine,
Singh, and Wacker 2017; Dollar and Kraay
2002; Le Goff and Singh 2014; Rodrik 1998).
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Particularly, three macroeconomic indicators
have emerged as statistically important in the
cross-country growth regressions:

o The rate of price inflation, reflecting mon-
etary policy

o The exchange rate, reflecting openness to
trade and other trade policies

o The level of government consumption
expenditure, or the size of the fiscal defi-
cit, reflecting fiscal policy.

When these indicators deteriorate, pov-
erty is likely to rise (Antoine, Singh, and
Wacker 2017; Christiaensen, Demery, and
Paternostro 2003; Dollar and Kraay 2002;
Rodrik 2016).

The evolution of inflation and exchange
rates in Africa has been mostly favorable.
Yet, rapidly rising fiscal deficits in many
countries pose concern. Gross govern-
ment debt in Africa increased from about
32 percent of GDP in 2012 to 56 percent
of GDP in 2016. Fourteen countries were
considered at high risk of debt distress
at the end of 2017, compared with seven
in 2012 (World Bank 2018a). Looking at
debt dynamics—the growing difference
between real interest and growth rates, and
widening primary deficits—adds further
urgency to reining in public debt (Gill and
Karakiilah 2018).

In addition to implementing the pol-
icy frameworks needed to broker pro-
poor growth, financing the accompanying
poverty-reducing investments—many of
which only pay off over time, such as human
capital—within a tightening fiscal space,
is the other important challenge to tackle.
More resource mobilization is needed as well
as more, and more efficient, spending on
areas important for the poor, such as health,
education, agriculture (for example, exten-
sion and irrigation), and rural infrastructure.
Here there is a considerable role for making
maximum use of leapfrogging technologies
to bring hitherto inaccessible (and tradition-
ally expensive) communication, energy, and
transport services within the reach of the
poor (box O.3).

Earning More on the Farm

Leveraging Africa’s food system, on and off
the farm, is key to bringing poverty down
and raising living standards. Agriculture
has historically proven to be particularly
poverty reducing, especially at low income
levels (Christiaensen and Martin 2018).
Rapid urbanization and income growth add
opportunities for agribusiness development
and employment generation in agriculture’s
value chains, off the farm. But not all agri-
cultural growth is equally poverty reducing,
with smallholder staple crop productivity
and livestock development continuing to
demand particular attention for poverty
reduction. More integrated approaches
are needed, leveraging the private sector
through value chain development. But pub-
lic investment focused on the provision of
public goods (for example, irrigation) and
services (for example, extension) remains
equally vital, especially to boost smallholder
staple crop and livestock productivity.

Favorable Conditions for Leveraging
the Food System

The conditions for leveraging the food sys-
tem for poverty reduction in Africa today
are particularly favorable:

® Food demand is robust, though mainly
driven by population growth.

e World food prices are still about 70 per-
cent higher than before the 2008 world
food crisis (40 percent in real terms).

¢ Urbanization and income growth add
opportunities for product differentiation
and value addition, and thus for off-farm
employment opportunities in agribusiness.

e The domestic agricultural policy and trade
environment (including intraregional) have
improved.

e Political leadership remains largely
supportive.

Against this background, supply has also
responded. But not enough, and Africa’s
food import bill has still risen steeply,
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BOX 0.3 Leapfrogging technology holds promise for poverty reduction in Africa

Most of the poor in rural areas (and to a lesser
extent in urban areas) remain deprived of access
to affordable and reliable information and
communication, energy, and transport infrastruc-
ture (and services). Without these, it is hard to
access markets and public services, increase produc-
tivity, and raise income in either farm or off-farm
activities. By reducing fixed costs and thus the tra-
ditional economies of scale in infrastructure provi-
sion, technology is helping Africa address this gap.
Prepayment and per unit payment business models,
facilitated by mobile-phone technology, are further
bringing services within the reach of the poor. This
holds great promise for poverty reduction.

Perhaps the most dramatic of these technologi-
cal changes has been in telecommunication services,
with 73 percent of Africa’s population now having
a mobile-phone subscription (World Bank 2018a).
And the trend is not just about phone calls. The
development of the M-Pesa mobile money applica-
tion in Kenya (“M” for mobile, “pesa” for “money”
in Swahili) put a rudimentary “bank account” in
everyone’s pocket. And Hello Tractor in Nigeria, an
app for renting tractors, reduces search and match-
ing costs, bringing the economies of scale of high-
productivity, lumpy capital goods within the reach
of smallholders (Jones 2018). The next frontier is
widespread penetration of high-speed internet.

African rural towns and households might simi-
larly leapfrog straight to cheap renewable electric-
ity provided by solar panels and minigrids based on
shared solar photovoltaic (PV) systems and direct
current (DC) distribution lines. Tanzania has been
a front-runner in the rollout of microgrid electrifica-
tion programs; other countries have started to fol-
low suit (including Kenya, Nigeria, Rwanda, and
Uganda).

The poor can benefit from these leapfrogging
technologies directly, as adopters, through greater
access to productivity-enhancing capital goods
(for example, solar power) as well as better mar-
ket access to buy and sell their goods and services.
But, more often than not, they mainly benefit indi-
rectly, through the wider and cheaper availabil-
ity of goods and services following adoption by
others.

Importantly, however, these technologies will
deliver on the promise of accelerating poverty reduc-
tion only when deliberate complementary public
policies are taken in three areas: (a) the removal of
barriers to the technologies’ adaptation and diffu-
sion to rural areas where the poor live and work;
(b) investment in skill formation (foundational as
well as digital); and (c) the creation of an appro-
priate enabling ecosystem to run and maintain the
technologies.

by US$30 billion over the past 20 years
(figure O.3). Many of these imports could
be competitively produced domestically.
Output growth in cassava and maize, and
partly also in rice, including through yield
growth, confirm the potential for a more
robust supply response. Africa’s rising food
import bill poses a burden on the exter-
nal balances and signifies an important
missed opportunity. This holds even more
in Africa’s oil-rich countries, where public
investment in agriculture is lower and poul-
try imports are higher.

Climate change and resurging conflict
pose challenges to reap these opportunities.

Yet, the expected climatic changes are not
unequivocally detrimental. Maize yields,
for example, are predicted to increase in the
Sahel and many parts of eastern and central
Africa (Jalloh et al. 2013; Waithaka et al.
2013). And agriculture also plays an impor-
tant role in the prevention of conflict—which
often finds its origins in climate-related agri-
cultural shocks—as well as in the recovery
of fragile states (Martin-Shields and Stojetz
2019). A climate-resilient and remunerative
agriculture provides a viable alternative to
illicit and mercenary activities for individuals
who otherwise see a low opportunity cost to
participating in conflict.
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FIGURE 0.3 Africa’s food import bill has tripled since the mid-2000s
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Source: FAOSTAT 2018 database, Food and Agriculture Organization (FAO), http://www.fao.org/faostat/.

Most important, brokering the supply
response will require sustained political
attention. The recent decline in the agricul-
tural share of total spending to pre-2008 lev-
els, despite declared political commitment,
will need to be reversed.

Not All Agricultural Growth Is Equally
Poverty Reducing

Raising smallholder staple crop produc-
tivity (the so-called Green Revolution)
demands particular attention.? Low labor
productivity in staple crops still locks many
people into staple crop agriculture. Because
of this, as well as more widespread income
(including via the price channel) and link-
age effects, raising staple crop productivity
has larger growth multipliers and greater
poverty-to-growth elasticities than an equal
amount of productivity growth in cash
crops (Diao et al. 2012).

Unfortunately, staple crops attract less
public and private sector attention than cash
crops, as does smallholder livestock holding,
which is the second income source for many

smallholders (Otte et al. 2012). Development
of Africa’s agricultural exports (old and new)
complements the staple crop agenda. It also
does not have to compete with public invest-
ment in staples, because private sector inter-
ests can be leveraged. The challenge is to
balance policy attention.

Larger poverty-reducing effects come fur-
ther from supporting slightly larger, commer-
cially oriented smallholders, with the poorest
and least productive farmers in the village
(often also those with less land) benefiting
primarily through lower food prices and the
local labor markets (in and outside agricul-
ture) (Hazell et al. 2010; Mellor 2017).

Poorer farmers may further benefit from
better access to technology and inputs as
well as markets. Such positive spillovers are
less likely however when farms become large
(more than 100 hectares) or even of medium
scale (more than 10 hectares). These enti-
ties tend to use less agricultural wage labor
and yield smaller local consumption linkages
for the poor (that is, more of the revenues
are spent on urban [and imported] goods
and services) (Chamberlin and Jayne 2017;
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Deininger and Xia 2016, 2018; Pauw and
Thurlow 2011).

Larger (“estate”) farm entities may how-
ever be needed for certain crops, to ensure
consistent volumes of high-quality crops
in compliance with standards to access the
more-demanding export markets. Examples
include labor-intensive exports of high-value
fruits and vegetables, flowers, and fish.
Less clear is the necessity of such an agrar-
ian structure to supply the domestic urban
markets.

An Integrated Approach Is Needed

So, what are the entry points to raise
Africa’s agricultural labor productivity?
A myriad of input, factor, and prod-
uct market constraints hold agricultural
intensification back, with pockets of land
scarcity emerging and the seasonality of
agricultural labor calendars too often
ignored. The latter often leads to underuse
of agricultural labor and the perception
of agriculture as an intrinsically less pro-
ductive activity. This only holds, however,
when agricultural labor productivity is
expressed as agricultural output per worker,
not when expressed per hour of work
(McCullough 2017).

Mechanization and better water man-
agement can help. Less than 2 percent of
the cultivated area and less than 5 per-
cent of households in six African coun-
tries (which together cover 40 percent of
Africa’s population) use any form of water
control (Sheahan and Barrett 2014). Small-
scale, simple, affordable, self-managed
irrigation systems that are rolled out at
scale hold hope if access to complemen-
tary inputs and markets are developed
simultaneously.

Yet, too often, singularly focused interven-
tions are pursued, or interventions are poorly
coordinated. Africa’s Green Revolution,
mechanization, and irrigation efforts each
need an integrated approach that simulta-
neously addresses supply- and demand-side
constraints to tackle poverty.

The experience of Ethiopia is illustrative.
The government simultaneously and sustain-
ably focused on

o Increasing smallholder staple crop pro-
ductivity by deploying 45,000 extension
agents (three per district), facilitating
access to credit, and improving water and
land management;

o Improving market connectivity through
rural road investment; and

® Providing a form of insurance through
the Productive Safety Net Program, one
of the largest social protection programs
in Africa.

Since the mid-1990s, smallholder cereal
yields in Ethiopia have more than doubled;
extreme poverty has more than halved.

Evidence from detailed microeco-
nomic studies supports the existence
of important synergies from integrated
agricultural interventions (Ambler, de
Brauw, and Godlonton 2018; Daidone
et al. 2017; Pace et al. 2018). Yet, success
of an integrated approach is not assured.
With integration comes complexity, which
challenges effective implementation, espe-
cially in low-capacity, poor-governance
environments.

Inclusive Value Chain Development,
but Also Public Goods

Value chain development (VCD), often
facilitated by external agents such as gov-
ernments as well as nongovernmental and
international organizations, increasingly
emerges as a market-based, institutional
solution to simultaneously address the
multiple market constraints (Swinnen and
Kuijpers 2017). Smallholder farmers can be
linked to higher-value domestic and export
markets by (a) supplying raw agricultural
products (gains stemming from reduced
production and price risk, higher premium
prices, and access to previously unattain-
able input and output markets and agro-
nomic knowledge); or (b) indirectly through
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employment opportunities. Buyers gain by
securing a consistent volume of high-quality
crops as well as the standards compliance
needed to access these markets. The poorest
often benefit through localized spillovers.
Horizontal coordination of smallholder
farmers is often important to make value
chains more inclusive. It reduces the trans-
action costs of involving small farmers and
can increase bargaining power and thus
their share of the value added.

Although VCD holds promise for tra-
ditional and new cash crops as well as for
livestock and livestock products, contract
enforcement is inherently more difficult in
staple marketing because of the risk of either
(opportunistic) side-selling by smallhold-
ers or strategic contract breach by buyers
(Swinnen, Vandeplas, and Maertens 2010).¢
Experimentation with VCD for staples has
begun, however, along with the growing
demand for consistent volumes and quality
as well as opportunities for value addition
in Africa’s domestic staple markets (rice and
teff for urban markets, feedstock maize for
livestock, barley for beer)—a space to be
watched.

Nonetheless, to raise smallholder sta-
ple crop productivity, the need for public
good provision remains undiminished. This
requires increased public spending in agricul-
ture, which has started to falter, as well as
a shift in its composition away from private
(input subsidies) to public goods, including
(a) agricultural research and development
(R&D) and extension for both staples and
livestock, and (b) investment in irrigation and
rural infrastructure. The latter also benefits
the broader rural economy, and new technol-
ogies hold promise.

Moving Off the Farm: Household
Enterprises

In addition to raising incomes on the farm,
employment opportunities off the farm will
become increasingly important as agricul-
tural productivity and incomes rise, coun-
tries urbanize, and the demand for nonfood

goods and services grows. About a third of
this employment will still be linked to agri-
culture, up and down the value chain, in
agricultural input production and provision
as well as food processing, marketing, and
services (Allen, Heinrigs, and Heo 2018;
Tschirley et al. 2015).

Over the short to medium term, for many
of Africa’s poor, moving to work opportuni-
ties off the farm will largely mean moving
into informal household enterprises (typically
with no hired workers) but unlikely into wage
employment (be it formal or informal wage
work). Even in countries where wage employ-
ment is growing fast (for example, through
increasingly challenged, labor-intensive
exports), the low base of wage employment
and the pace at which youth enter the labor
force imply that wage employment will
absorb only a small share of the job seekers
over the coming 10-15 years.

Only a few household enterprises fall
into the category of “opportunity” entrepre-
neurship, “constrained gazelles,” or “trans-
formational” entrepreneurs. Nonetheless,
household enterprises are an important part
of the broader economic transition—and a
particularly important one at that for pov-
erty reduction. They typically have low
productivity, remain small and informal
throughout their life cycle, are managed and
operated by household members, and only a
few create paid jobs for nonhousehold work-
ers (Nagler and Naudé 2017).

These enterprises are often started from
necessity. The lack of wage jobs and the
absence of formal unemployment insurance
push people to jump-start self-employment
as a survival strategy. Therein also lies
their strength for the poor. They are read-
ily available, and with little skills and capi-
tal required, easy to enter and exit, and
often critical in complementing the income,
thus helping households cope and smooth
consumption. They are often also an impor-
tant source of cash for financing modern
input purchases and thus for developing
other activities (Adjognon, Liverpool-Tasie,
and Reardon 2017).
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The importance of the informal or semi-
formal nonfarm sector as a provider of jobs
and livelihoods for Africa’s burgeoning
labor force means it cannot be neglected by
policy. The choice of focusing on the formal
or informal sector or on small and medium
enterprises (SMEs) and large firms or house-
hold enterprises is, however, not simply
an “either-or” proposition. Investments in
human capital, infrastructure, and a trans-
parent regulatory framework will benefit the
spectrum of enterprises. But not all invest-
ments cut across, and investments can also
be made that more directly benefit nonfarm
businesses run by poor households.

More Profitable Household
Enterprises for the Poor

Because most household enterprises do
not grow, they mainly create employment
through entry. Available evidence sug-
gests that job creation through entry can
be achieved by relatively small amounts
of financing, which can be combined with
skills training, though the addition of train-
ing tends to make the interventions less
cost-effective. As in agriculture, stand-alone
interventions addressing one single con-
straint (such as skills or finance) tend to be
less successful than interventions that target
multiple constraints at the same time, high-
lighting the importance of packaging differ-
ent interventions in one.

In many African countries, access to
finance is difficult, especially for youth from
less well-off families without collateral.
Although several countries have attempted
to improve access to finance, especially for
the politically sensitive demographic segment
of unemployed youth, financing modali-
ties have not always been flexible enough to
make a big impact (entailing short repayment
periods without grace periods, high inter-
est rates, requirements to borrow in groups,
and so on). Creating jobs by facilitating entry
of household enterprises will require the
design of flexible and affordable financing
mechanisms as part of a broader enabling
environment.

To reach the poorest and most vulnerable,
an emerging and promising approach is to
combine safety net interventions with pack-
ages of support (including skills, finance,
advisory services, working space, and so on)
to facilitate entry into self-employment and
raise the labor earnings of social protection
beneficiaries (Banerjee et al. 2015). These
combined “protection and promotion” inter-
ventions are currently being implemented
on a large scale in several African countries,
with ongoing impact evaluations examining
their effects.

Much remains to be learned, including
with respect to agricultural value chains
linking SMEs with microenterprises. Few
studies have focused specifically on poor or
near-poor households, which may face dif-
ferent constraints than vocational or trans-
formational entrepreneurs or may lack any
ambition to grow their businesses in the first
place. In addition, most studies have focused
on urban settings, though most of Africa’s
poor live in rural areas.

Fostering Demand: The Roles of
Towns, Regional Trading, and Digital
Technology

Most interventions targeting the entry or
growth of household enterprises focus on
alleviating the supply-side constraints (such
as finance or skills). Although these supply-
side interventions can help entry into self-
employment and, to some extent, increase
earnings, the survival and growth of these
small enterprises is ultimately determined by
the demand for the goods and services they
provide. Household enterprises are rarely
a source of job creation beyond the house-
hold members, but data show that those
better connected to markets (in urban areas
and towns) and owned by a better-educated
person nevertheless appear to have the abil-
ity to grow and hire workers (Nagler 2017;
Nagler and Naudé 2017).

From this perspective, Africa’s ongo-
ing urbanization and the increasing edu-
cation level of its youth could increase the
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potential for job creation in future household
enterprises. In rural areas, improving con-
nectivity with nearby markets and towns has
the potential to improve earnings and spur
welfare-enhancing diversification. Such an
improvement entails not only investment in
rural infrastructure but also policies to foster
better transport services.

Critical within this agenda is how govern-
ments manage their urban spaces. Not all
urban development has shown equal poverty-
reducing potential. Cross-country research
and case country evidence from India,
Mexico, and Tanzania suggest that, for pov-
erty reduction, growing towns matters more
than growing cities (Berdegué and Soloaga
2018; Christiaensen, De Weerdt, and Kanbur
2019; Christiaensen and Todo 2014; Gibson
et al. 2017).8 Secondary towns in rural areas
provide local centers of economic activity and
demand and are more accessible to the poor
because of their proximity and the lower
threshold for migration (Rondinelli and
Ruddle 1983). This accessibility facilitates
especially the first move, which is often the
most difficult (Ingelaere et al. 2018), and
their proximity makes it easier to return
home, when things fail, which is especially
important in the absence of formal safety
nets. The type of employment available in
towns (unskilled and semiskilled) also tends
to be more compatible with the skill sets of
the poor.

Public investments to help rural towns
grow can increase demand for agricultural
products produced in surrounding rural
areas, thus increasing rural incomes, which
in turn would increase demand for the
nonfarm goods and services produced by
household enterprises. Unfortunately, more
often than not, governments view house-
hold enterprises, which are mostly informal,
as a detriment to urban spaces rather than
as a critical source of income for the poor
and many nonpoor, especially in the larger
urban centers. For example, efforts to “sani-
tize” city centers may well lead to impover-
ishment of vulnerable workers who depend
on dense foot traffic for their livelihoods
(Resnick 2017).

Integrating household enterprises or the
informal economy in general into urban or
national development plans would be a start
toward leveraging their potential. It would
provide a framework for the government and
the informal sector to start discussing the
design of supportive policies that facilitate
the operation of household enterprises while
still protecting the public interest.

The demand for the poor’s goods and
services often also finds itself just across
the border. This is vividly illustrated by the
concentration of (agriprocessing) enterprises
along the eastern and northern borders of
Zambia, catering to Lilongwe in Malawi
and Lubumbashi in the Democratic Republic
of Congo, respectively. Cross-border trade
is often also an important driver of town
development (the so-called border towns)
(Eberhard-Ruiz and Moradi 2018).

Finally, digital technology holds promise
to connect the enterprises of the poor with
expanding urban and foreign demand for
goods and services. Recent evidence from
China shows the potential: e-commerce
penetration (typically clustered in so-called
Taobao villages) is associated with higher
consumption growth, with the effects stron-
ger for the rural sample, inland regions, and
poorer households (Luo, Wang, and Zhang
2019). Capitalizing on this trend will require
equipping youth from poor households
with at least basic education and digital
skills while also making internet connectiv-
ity affordable, reliable, and widely available
(see box 0.3 earlier in this overview).

Managing Risks and Conflict

Risk and conflict are higher in Africa than
in other regions and exacerbate poverty
challenges. Civil war is prevalent; the domi-
nant livelihood, rainfed agriculture, is risky;
markets are poorly integrated, making
prices volatile; and health, water, and sani-
tation systems are weak. Price, weather, and
health shocks have large impacts on welfare,
especially given the inadequacy of financial
markets, social protection, and humanitar-
ian systems, as well as the continued reliance
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on costly coping mechanisms. Conflict has
far-reaching consequences, including forced
displacement and migration of those able to
migrate.

The direct impact of a calamity on well-
being is the visible, headline-grabbing way
that conflict or poorly managed disasters
set back progress. However, the persis-
tent impact of uninsured risk on household
behavior every year—regardless of whether
the feared event occurs—is arguably the
larger constraint to accelerating poverty
reduction in Africa. Poor households choose
safer, less remunerative activities that limit
income growth and poverty reduction.

Addressing Risk and Conflict through
Prevention

Much can be done to reduce risks and to
help households manage risks ex post. The
most prevalent shocks in Africa—relating
to price, weather, health, and conflict—are
slow in onset; affect incomes more than
assets; and tend to be covariate, affecting
many households in the same area at once.
Risk is higher in poorer areas and in rural
areas. The prevalence of different shocks
varies across the continent (map O.1).

In many cases, the cost of prevention is
lower than the cost of managing the event.
Development of markets is the best way to
reduce price risk in Africa, and this requires
addressing tariff policies as well as investing
in infrastructure and transport services. To
reduce health risks and improve child health,
improving water, sanitation, and hygiene
(WASH); fighting malaria; and achieving
mass immunizations are key. And targeted
investments in irrigation, natural resource
management, and improved seeds can reduce
exposure to weather risks. In general, there is
underinvestment in these cost-effective risk-
reducing interventions.

As for conflict, a discussion on address-
ing the sources of fragility that under-
lie specific conflicts in Africa is beyond
the scope of this report, but some emerg-
ing evidence has highlighted that well-
targeted aid focused around job creation

and support for disaffected youth and ex-
combatants could help reduce the risk of
conflict (Blattman and Annan 2016). More
evidence is needed.

Better Insurance for the Poor

When prevention is not possible, a mix of
safety nets and financial instruments can
help households manage in the aftermath of
a shock. Both are needed to manage shocks.
Savings and regular safety net transfers help
households manage small shocks, while
larger shocks are better managed by insur-
ance or by scaling up safety net support.
Better-off households are more likely than
poorer households to rely on financial mar-
kets to manage risk, but poor households
still need access to financial markets to help
them manage smaller shocks and to enable
them to secure more “insurance” than could
be provided through public safety nets
alone.

Public finances spent on insurance sub-
sidies and shock-responsive safety nets may
target different households or different risks
and may substitute for each other depending
on the relative strength of public delivery and
private markets in the local context. During
conflict, financial market development that
reduces the cost of sending and receiving
remittances can also help, because private
transfers and migration are predominant
coping strategies.

However, financial markets are often
weak, and safety net investments are too
often made after shocks occur. Moreover,
countries continue to rely on ex post humani-
tarian aid to help households, which by its
nature is neither timely nor predictable.
Reforming humanitarian financing—from
reducing reliance on ex post appeals to using
ex ante financing instruments with predict-
able and timely payout mechanisms (like
the World Bank’s Pandemic Emergency
Financing Facility)—is essential. But it will
not improve support to households on the
ground unless it is combined with invest-
ments in contingency planning for support
service delivery.
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MAP 0.1 Some parts of Africa are hit harder by risk
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disasters using humanitarian aid is much
cheaper (that is, free) than predisaster invest-
ments in prevention and preparedness.
Building capacity within governments to
invest in risk reduction and risk management
is also necessary.

For individuals, this will require induc-
ing households to overcome behavior that
limits household investment in risk reduc-
tion and management: a scarcity-induced

The Time to Act Is Now

Addressing risk and conflict—through
either risk reduction or risk management—
requires action before shocks occur. There
is room for more technological innovation
and better information systems, but funda-
mentally encouraging action before shocks
occur will require addressing the incentives
that currently keep postponing action until

after shocks occur.

For governments, this requires addressing
the perverse political incentives that reward
them for big postdisaster gestures rather than
for planning for a rainy day. Coping with

focus on the present, resignation, and
ambiguity aversion. This can be done by
reducing the cost to households of investing
in risk reduction and management while
households learn about new strategies to
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reduce or manage risk. In addition, there is
a need to expand mandates and regulations
to address adverse selection in health insur-
ance markets, to increase trust in financial
institutions, and to reduce fixed-cost insur-
ance markets.

And finally, as with many aspects of
improving policies and programs, there is
a data agenda. Better data on disasters as
they unfold and on ex ante risk exposure
will help improve financial market devel-
opment and the design of shock-responsive
safety nets.

Mobilizing Resources for
the Poor

The agenda to address poverty in Africa
extends beyond shifting programs and
policies. It will also require a careful
revisiting of a range of domestic revenue
and spending patterns. Within the region,
some countries have the means to address
the poverty gap (the income needed for a
poor household to just escape poverty),
be it through theoretical tax rates on the
nonpoor or through transfers of natural
resource revenues directly to citizens, such
as through “direct dividend payments”
(DDPs).

For most African countries, however,
closing the poverty gap (as a theoretical
exercise) would mean implausibly high tax
rates on the rich or implausible natural
resource revenues. Current domestic rev-
enues are not enough to tackle poverty in
the short term, let alone to improve Africa’s
poor initial conditions in human capital—
investments that only pay off a genera-
tion later. What is the path to tackle these
challenges?

The Domestic Revenue Imperative

Several low-income African countries have tax
revenues relative to GDP of under 13 percent
(that is, revenues net of grants), which is often
considered the “tipping point” necessary to
execute basic state functions and to sustain

development progress (Gaspar, Jaramillo,
and Wingender 2016). The Organisation for
Economic Co-operation and Development
(OECD) average in 20135, for comparison, was
34.3 percent (OECD 2017).

While low on average, the level of
revenue collection in Africa has shown
improvement. The region experienced the
largest increase in tax revenue across the
globe since the turn of the century, albeit
starting from a very low point (IMF 2015).
But IMF projections find that the countries
with the lowest domestic resource mobili-
zation levels are also expected to grow at
lower rates, further widening the gap. To
turn this around, countries need to continue
to improve tax compliance; start focusing
more on local large taxpayers, corporate
taxes, and transfer (mis)pricing (which has
a global agenda); and expand excise and
property tax collection.

Some countries in Africa also gener-
ate substantial revenues from natural
resources. Out of 37 countries for which
data are available, 22 are considered
resource-rich—from oil-rich countries
like Chad and the Democratic Republic of
Congo to those with lucrative mining oper-
ations such as Botswana (diamonds) and
Mauritania or Niger (minerals). In these
countries, revenues make up 10-20 percent
of GDP. Low- and middle-income countries
with substantial natural resources also tend
to have higher tax revenues than countries
at the same income level that lack such
resources.

Therefore, in principle, resource reve-
nues can enhance spending on agriculture,
rural infrastructure, and social sectors (for
example, health and education as well as
social protection programs) and thus con-
tribute to poverty eradication. These rev-
enues notwithstanding, poverty reduction
is slower and multiple human develop-
ment indicators are worse in resource-rich
countries in Africa than in other African
countries at the same income level—so this
revenue is not resulting in greater pro-poor
spending (Beegle et al. 2016; de la Briére
et al. 2017).
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Making Public Spending Go Further for
the Poor

Turning from raising more money toward
spending more effectively and with a pro-
poor focus, there is a large unfinished
agenda. A key area to make public spend-
ing more pro-poor is to address high subsidy
expenditures (particularly fuel, energy, and
fertilizer subsidies), which are often regres-
sive with little impact on poverty. The lack
of impact from agricultural input subsidies
gets magnified when they crowd out other
investments in the sector that could raise
productivity. Cash transfers seem more
effective and efficient than subsidies where
evidence exists (Dabalen et al. 2017). But
more research is needed to compare their
performance relative to other competing
needs like spending on education, health,
WASH, public goods in agriculture (such
as research and irrigation), rural infrastruc-
ture, and security.

Spending patterns from a “pro-poor” per-
spective have a mixed track record—with
some sectors generally reaching international
expenditure targets (like education) but oth-
ers falling short for many countries (health,
WASH, and agriculture). Although many
countries are close to meeting or exceeding
global targets for spending as a share of GDP
or government expenditures, absolute spend-
ing levels are still very low.

And within-sector spending is often inef-
ficient and sometimes regressive (such as
spending more on services used dispropor-
tionately by the nonpoor than the poor).
Inefficiency in spending on services mani-
fests itself in several ways—for example, in
high rates of absenteeism among teachers
and supplies not reaching frontline providers.
As a result of both limited spending on pro-
poor sectors and inefficiency in the spend-
ing, many poor still pay for access to basic
services critical for human development; out-
of-pocket expenditures are high. Notably,
resource-rich countries spend less on educa-
tion and health than other African countries
of similar income level (Cockx and Francken
2014, 2016).

Finally, combining the insights on taxa-
tion and spending practices, it emerges that
many in the bottom 40 percent of income are
often net taxpayers instead of net recipients.
That is, in the aggregate, the total cash ben-
efit transferred to the poorest 40 percent of
the population through subsidies and direct
transfers is smaller in absolute magnitude
than the burden created by direct and indi-
rect tax instruments (de la Fuente, Jellema,
and Lustig 2018). Although these calculations
refer only to the cash-based financial position
purchasing power of individuals—excluding
the value of in-kind benefits like education,
health, or infrastructure services—they give
cause for pause.

To accelerate poverty reduction in Africa,
a careful reexamination of its fiscal systems
from a pro-poor perspective is needed. It also
requires a better understanding of the politi-
cal dynamics of pro-poor policy making.

An Important Role Remains for Official
Development Assistance

Taken together, the low base on which to
tax, the low capacity to tax more, and the
political inability (or lack of will) to channel
revenues from natural resources into pro-
poor social spending result in a large financ-
ing gap for critical spending. Although
improving revenue and spending perfor-
mance is important, even with improve-
ments, official development assistance
(ODA) will remain critical for the poorest
countries.

Aid makes up more than 8 percent of
gross national income (GNI) for half of low-
income countries in Africa (figure O.4); ODA
supports key sectors for reducing poverty,
including health, agriculture, and education.
But although global ODA has been increas-
ing and reached an all-time high of US$140
billion in 2016 (at current prices), ODA
to African countries increased from 2013 to
2017 (from US$45.8 billion to US$46.3 bil-
lion), after a dip to $42.5 billion in 2016.
But in per capita terms, ODA declined
from US$48.30 to US$42.60 because of the
region’s population growth.
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FIGURE 0.4 ODA s alarge share of GNI in low-income countries
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The proportion of aid going to African frag-
ile and conflict-affected states also continued
to decline. A total of 13 OECD Development
Assistance Committee (DAC) donors, includ-
ing the European Union (EU) institutions,
reduced their contributions to African fragile
and conflict-affected states between 2014 and
2015 (ONE 2017). The overall decline, at least
in part, is because the donor countries were
spending more in their own countries on refu-
gees and asylum seekers.

The issuing of debt over the past decade
in the face of macroeconomic slowdown
over the past couple of years, combined with
insufficient revenue and lagging ODA com-
mitments, has put country debt concerns
back on the radar. Although debt levels
remain below those in the late 1990s—when

several international debt relief initiatives
were implemented—debt has been rising
more rapidly in Africa than in other regions
since 2009. So, while governments could
borrow domestically and internationally to
finance more spending on social sectors and
WASH, many will find it difficult.

Way Forward: Four Primary
Policy Areas

In conclusion, from the wide range of
themes and issues discussed across the chap-
ters of this report—focused on raising the
incomes of Africa’s poor and accelerating
poverty reduction—four areas for primary
policy attention are advanced.
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Accelerate the Fertility Transition

Rapid population growth in Africa—
averaging 2.7 percent per year—remains a
defining feature that holds poverty reduc-
tion back for many countries and households
on the continent. It elevates the fiscal needs
for social services, which only pay off much
later. High fertility has also been an impor-
tant direct contributor to Africa’s explosive
urban growth, making it hard for urban
centers to keep up the infrastructure base to
remain productive and create employment.
And high fertility limits women’s income-
earning opportunities.

Accelerating fertility reduction is there-
fore an important entry point for accelerating
Africa’s poverty reduction. A 1 percent fall
in the dependency rate is associated with a
0.75 percentage point fall in headcount pov-
erty (Cruz and Ahmed 2016). Investments in
family planning programs can play an impor-
tant cost-effective complementary role, in
addition to female education, programs offer-
ing life skills for women and girls, addressing
social norms around gender through social
and behavior change communication, and
reducing child marriage.

Leverage the Food System

Much poverty reduction remains to be
gained from leveraging Africa’s food sys-
tem, on and off the farm. Raising small-
holder agricultural labor productivity
increases the income of the poor directly
and reduces the price of food for the urban
poor. Urbanization and economic growth
are boosting domestic demand for higher-
value agricultural products, also creating
employment opportunities off the farm
up and down the value chains, often par-
ticularly for women. Rising agricultural
productivity will also increase demand for
nonagricultural goods and services, facili-
tating intersectoral and rural-urban labor
reallocation.

However, not all agricultural development
and urbanization models are equally poverty
reducing, with raising smallholder staple crop

productivity and secondary town develop-
ment particularly effective. More-integrated
approaches—tackling both supply- and
demand-side constraints at once—are
needed, both to raise agricultural produc-
tivity and to increase the return to infor-
mal nonagricultural household enterprises,
where most of the poor will find off-farm
employment.

Inclusive value chain development pro-
vides a market-based solution to integrate,
especially for nonstaple foods. But comple-
mentary public investment (in agricultural
research and extension, irrigation, and rural
infrastructure) remains key, especially for
staple crop productivity.

Finally, technological leapfrogging and
new business models bring previously unat-
tainable markets and production tech-
niques within reach of the poor (such as
solar pump irrigation, and mechanization
in agriculture, and e-commerce household
enterprises). This, too, requires comple-
mentary public investments in ICT infra-
structure and skills.

Mitigate Fragility

Risk and conflict have long permeated
African livelihoods. This substantially com-
plicates Africa’s poverty-reduction efforts.
Shocks are frequent, conflicts often cast
a long shadow, coping capacity is mostly
inadequate (especially for the poor and
near-poor), and uninsured risks hold and
push people back into poverty. Climatic
change is making weather patterns even
more erratic and extreme, and the upsurge
in terror-related conflict adds further
uncertainty.

Twenty-nine percent of Africa’s poor live
in fragile states, a share projected to increase
to 50-80 percent by 2030. This trend puts
fragile and conflict-affected states at the
center of Africa’s fight against poverty.
Climate change and conflict may further
interact to increase each other’s occurrence
and detrimental effects (Hsiang, Burke, and
Miguel 2013).
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Better risk and conflict management to
address fragility is the third policy entry
point for accelerating poverty reduction in
Africa. Many of the solutions exist, with a
role for both the private and public sectors,
but the most important hurdle remains incen-
tivizing public and private actors to act now,
before the shocks and conflict occur. A more
productive agriculture also helps.

Address the Poverty Financing Gap

Making progress in these three policy areas
requires public financing focused on the
poor, including to overcome Africa’s poor
initial conditions in human development.
In Africa’s few non-low-income countries,
the challenge is not so much the amount of
resources required to address poverty, but
rather the decision and effort to redirect
resources to policies and programs that ben-
efit the poor. However, for most countries
in Africa, which house most of the poor,
current domestic resources are not nearly
sufficient to address poverty—and insuffi-
cient domestic revenue mobilization, lagging
ODA commitments, and rising debt levels
following the macroeconomic slowdown
further shrink their fiscal space.

In principle, the discovery of natural
resources across Africa over the past two
decades could help. Yet poverty reduction
and multiple human development indicators
are often worse in resource-rich countries in
Africa than in other countries at the same
level of income.

In addition to the continued need for ODA
to address the fiscal gap, Africa’s fiscal sys-
tems need to become more effective in rais-
ing incomes (including through addressing
domestic tax compliance and international
tax avoidance) as well as in making public
spending more pro-poor and more efficient.

These four primary policy entry points are
relevant across countries, albeit to different
degrees. Fertility is, for example, already
lower in southern Africa than in western
and eastern Africa. Risks are pervasive
everywhere but take on different forms.

Finally, not all countries are struggling with
fiscal deficits, but pro-poor spending and
spending efficiency can be improved in most
of them, and especially in the resource-rich
countries.

Notes

1. Throughout this report, “Africa” refers to
Sub-Saharan Africa.

2. This ambition is articulated in SDG 1,
Target 1.1 (http://www.un.org/sustainable
development/poverty/). It is tracked by mea-
suring progress on the proportion of people
living below the $1.90-a-day international
poverty line (in 2011 purchasing power
parity).

3. Ranking countries from those with the larg-
est number of poor, Nigeria accounts for
about one-quarter of Africa’s poor (85.2
million); the next four (the Democratic
Republic of Congo, Tanzania, Ethiopia, and
Madagascar) for another quarter; and the
next five (Mozambique, Uganda, Malawi,
Kenya, and Zambia) for the following
25 percent.

4. In Africa, the likelihood of being poor is
3 percentage points lower on average when
an individual has some primary education;
7 percentage points lower given completed
primary or incomplete secondary education;
10 percentage points lower given completed
secondary education; and 12 percentage
points lower given tertiary education (con-
trolling for the area of residence, household
structure, and demographic characteristics)
(Castafieda et al. 2018).

5. The increase in smallholder staple crop pro-
ductivity is often referred to as the “Green
Revolution,” in reference to Asia’s rapid
increase in smallholder staple crop produc-
tivity in the 1960s and 1970s, through a
package of modern inputs (seeds, fertilizer,
and pesticides); water control; and reduction
in price volatility.

6. Side-selling is a practice by which farm-
ers divert part or most of their contracted
production to other buyers. It is greater
when limited value addition does not per-
mit price premiums to make contracts more
incentive-compatible. On the other hand,
the wide availability of undifferentiated
staples and the limited opportunity for value
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addition also increases the opportunity for
buyers to breach the contracts and reduces
their incentives to engage in contracting to
begin with.

7. The much wider availability of motorcycle and
motorized tricycle taxi services able to navi-
gate Africa’s rugged rural roads, following the
import of much cheaper models from China
and India, is a good example of the impor-
tance of transport services for connectivity.
The trend led the World Bank to raise its
estimated distance of an all-season road pro-
viding rural connectivity from 2 kilometers to
at least 5 kilometers, in constructing its 2016
Rural Access Index (https://datacatalog.world-
bank.org/dataset/rural-access-index-rai).

8. Similarly, although there is a positive effect
of city size and urban concentration on
growth in high-income countries, no such
effect has been found so far in low- and
middle-income countries. If anything, the
effect is likely negative (Frick and Rodriguez-
Pose 2016, 2018).
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frica’s turnaround over the past
Acouple of decades has been dra-

matic.l After many years in decline,
the continent’s economy picked up in the
mid-1990s, expanding annually at a robust
annual average of 4.5 percent into the early
2010s. People became healthier and better
nourished, youngsters attended schools in
much greater numbers, and both men and
women got greater control over their lives.
There was also substantial poverty reduc-
tion, with the share of Africans living in
extreme poverty—defined as living on less
than US$1.90 per person per day—declin-
ing from 54 percent in 1990 to 41 percent by
2015 (World Bank 2018).

These improvements notwithstanding,
progress on the nonmonetary dimensions of
well-being was from very low levels. Many
remain undernourished, illiterate, and unem-
powered, with gender gaps pronounced in all
three of these dimensions (Beegle et al. 2016).
Exposure to domestic violence remains high,
and exposure to political violence has even
increased since 2010. As Africa’s popula-
tion continued to expand rapidly (by 2.7
percent annually), the number of extreme
poor in Africa also rose, from an estimated
278 million in 1990 to 413 million in 2015
(World Bank 2018).

Introduction

And following the collapse in world com-
modity prices, economic progress slowed, as
Africa’s economic growth dropped substan-
tially. In per capita terms, gross domestic
product (GDP) turned even slightly negative
during 2016-18. Without Nigeria, South
Africa, and Angola—Africa’s three largest
economies, each highly dependent on com-
modities—the downfall was less severe, drop-
ping to slightly below 2 percent growth per
capita during 2016-18. More recently, along
with the overall recovery of the world econ-
omy, Africa’s growth prospects are improv-
ing again (World Bank 2019).

Africa’s turnaround happened in the con-
text of rapid poverty reduction across the
world, especially in East and South Asia,
which found themselves at similarly high
poverty levels in the early 1990s. The share
of the world’s extreme poor is now reaching
10 percent (World Bank 2018), and a world
free of extreme poverty has come increas-
ingly into sight (Ravallion 2013).

With Africa’s poverty rates still high and
progress over the past couple of years stalling,
the world’s poor have become increasingly
concentrated in Africa—from 15 percent of
the world’s poor in 1990 to 56 percent in
2015 (figure 1.1). The ambition to eradicate
poverty worldwide has now also formally
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FIGUREI.1 More than half of the world’s extreme poor live in Africa

a. Share of the world’s extreme poor, by region, 1990
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Source: World Bank 2018.
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b. Share of the world’s extreme poor, by region, 2015
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Note: “Extreme poor” refers to the percentage of the population living below US$1.90 per person per day.

been adopted as a global goal, and world-
wide attention is increasingly turning toward
accelerating poverty reduction in Africa. The
2015-16 migration crisis in Europe adds fur-
ther political impetus.

This report examines policy entry points
for accelerating poverty reduction in the
region. It is the second of a two-part volume
on poverty in Africa. The first report, Pov-
erty in a Rising Africa (Beegle et al. 2016),
reviewed Africa’s poverty status in its mon-
etary and nonmonetary dimensions and its
evolution since the early 1990s. It focused
specifically on data considerations.

This second report focuses on how to
accelerate poverty reduction, with an eye
on the United Nations Sustainable Develop-
ment Goal (SDG) of eradicating poverty by
2030.2 It draws on global historical expe-
rience in poverty reduction, as well as on
recent successes in Africa, and accounts
for Africa’s specific conditions and over-
arching global trends in shaping Africa’s

poverty-reduction prospects. Its key entry
point is increasing the earnings of the poor,
and so it focuses on their livelihood strate-
gies and increasing the productivity of their
assets (labor and land).

The report proceeds as follows. Chapters 1
and 2 review the key features of Africa’s pov-
erty and the high-level impediments to accel-
erating poverty reduction: (a) persistently
high fertility, (b) poor initial conditions, and
(c) growth patterns that insufficiently (or
unsustainably) benefit the poor. Natural-
resource richness and fragility and conflict
emerge as two further features that challenge
poverty-reduction efforts. Chapters 3 and 4
explore how to increase earnings for the poor
and near poor on and off the farm, within
and outside the agriculture sector and rural
areas, respectively. Chapter 5 examines the
implications of risk and conflict on an agenda
to alleviate poverty. Chapter 6 concludes by
reviewing the poverty-reducing potential and
performance of Africa’s current fiscal systems
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and identifies options to increase poverty
reduction by raising more resources, allocat-
ing them better, and improving the efficiency
of countries’ spending.

Chapters 1 and 2 raise the impor-
tance of four structural inequalities that
hold poverty reduction back in Africa: the
human development trap, deep-seated gen-
der inequality, lack of infrastructure, and
political realities. These are longstanding,
entrenched issues, often requiring sustained
efforts to address. As such, they are the top-
ics of four “Fundamentals” sections, with
inserted discussions on these areas between
the chapters.

Notably, four critical areas emerge from
the range of themes and issues that arise
across the chapters of this report—fragility,
fertility, food systems, and fiscal space—as
outlined in more detail in the overview.

As an Africa-wide report, this volume does
not aim to provide country-specific strategies
but rather to identify broad common entry
points to accelerate Africa’s poverty reduc-
tion. Policy packages will need to be tailored
to each setting. For example, conflict and
high fertility are prominent challenges in the
Sahel but arguably less so in southern Africa.
Yet, in both cases, there is substantial scope
for increasing agricultural productivity and
leveraging the food system, for better risk
management, and for more pro-poor and

more efficient fiscal policy. Some eastern Afri-
can countries have made some progress along
each of the four paths identified, with some
success in accelerating poverty reduction (such
as Ethiopia and Rwanda), though not always
on fertility reduction (for example, Uganda).

Notes

1. Throughout this report, “Africa” refers to
Sub-Saharan Africa.

2. This ambition is articulated in SDG 1, Target
1.1 (http://www.un.org/sustainabledevelopment
/poverty/). It is tracked by measuring progress
on the proportion of people living below the
$1.90-a-day international poverty line (in 2011
purchasing power parity).
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Poverty in Africa

Luc Christiaensen and Ruth Hill

n 2018, the world embraced the ambition to eradicate poverty by 2030. A review of

Africa’s poverty status today and its prospects for tomorrow show that, although the

region has made substantial progress since the early 1990s, the number of poor has con-
tinued to increase. By 2030, Africa’s poverty rate will still be around 20 percent, under most
scenarios, and the world’s poverty will become increasingly concentrated within Africa.
How Africa can accelerate its poverty reduction is a global challenge.

Most of Africa’s poor live concentrated in a limited number of countries: 5 countries account
for more than 50 percent of Africa’s poor; 10 countries account for 75 percent. Poverty rates
are particularly high in fragile states, where poverty decline is also particularly slow. Four
out of five of the poor live in rural areas, earning their living predominantly in farming. Both
chronic and transitory poverty states persist, underscoring the importance of asset building
as well as risk management. Measured gender gaps in poverty are small, though likely under-
estimating the pernicious consequences of structural gender inequalities. The poor also have
weak links with the state—that is, weak access to good-quality public goods (infrastructure)
and services as well as a limited voice in public policy. These stylized facts provide important
entry points for poverty-reducing policy design, though caution remains warranted. They only
indicate symptoms of poverty, not necessarily causes.

Africa’s recent experience shows further that its poverty rate has not only been higher than
in most other low- and middle-income countries; it has also declined more slowly. Three fac-
tors contribute to this:

e High population growth. Per capita incomes have grown more slowly because a much
larger share of gross domestic product (GDP) growth is eroded by faster population
growth.

¢ Poor initial conditions. Although Africa’s poverty-to-growth elasticity is lower than in
other low- and middle-income countries, this is not the case in comparison with other,
equally poor countries. Poverty itself is impeding the conversion of household income
growth (not to be equated with GDP growth) in poverty reduction, just like in other poor
countries.
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e Composition of Africa’s growth. Africa has been less efficient at converting (per capita)
GDP growth into household income growth. This is plausibly linked to the composition
of its growth process over the past couple of decades (more in capital-intensive natural
resources, less in labor-intensive agriculture or manufacturing).

The scope and need for more pro-poor growth policies in Africa is large. Fifty million
more people could be lifted out of poverty by 2030 if the incomes of the poor were to grow
2 percentage points faster annually. Combined with lower population growth and better initial
conditions, growth processes that foster growth in the places and sectors where the poor live
and work, giving them a better chance of raising their incomes directly, could thus go a long
way toward accelerating poverty reduction (now and in the future). These insights provide the

overarching backdrop to the report.

Poverty Today and Tomorrow

Over the past decades, Africa has made
substantial progress in reducing extreme
poverty, with the share of Africans living
on less than US$1.90 a day in 2011 pur-
chasing power parity (PPP) terms declining
by 13 percentage points, from 54 percent
in 1990 to 41 percent in 2015 (figure 1.1).1
Unfortunately, given high population
growth (2.7 percent per year), the number of
Africans living in poverty nonetheless rose,
from an estimated 278 million in 1990 to
413 million in 2015.

In the rest of the low- and middle-income
world, poverty reduction during 1990-2015
was faster—especially in East Asia but also
in South Asia—and population growth
lower. As a result, world poverty is increas-
ingly concentrating in Africa. About three
in five of the world’s poor are now living in
Africa—amounting to 57 percent in 2015,
up from 15 percent in 1990.2 Accelerating
poverty reduction in Africa is central to the
world’s ambition of eradicating poverty by
2030—as expressed in United Nations (UN)
Sustainable Development Goal 1 (SDG 1),
Target 1.1, adopted in 2015.3

FIGURE 1.1 The poverty rate in Africa has gone down, but the number of African people living in

poverty has increased
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Source: World Bank PovcalNet data, http://iresearch.worldbank.org/PovcalNet.
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Scenarios for Poverty Reduction in
Africa

So, what are the prospects for Africa’s
poverty reduction in the future? In setting
SDG 1, it was calculated that the world could
eradicate poverty by 2030 if everyone’s per-
sonal income in all low- and middle-income
countries continued to expand by around
4.9 percent per year throughout 2008-30
(Ravallion 2013).% Under such a scenario,
the poverty rate in Africa would decline
to 19.2 percent. Further simulation stud-
ies, using different assumptions, all situated
Africa’s poverty rate in 2030 well above the
eradication target of 3 percent (Cattaneo
2017).% So, when adopting SDG 1, it was

already clear that eradicating Africa’s pov-
erty would not be feasible by 2030 and that
the world’s poverty would increasingly con-
centrate in Africa.

Which scenarios could bring Africa’s pov-
erty down faster? To address this question, a
new baseline scenario is run first (figure 1.2).
Each country’s average annual per capita
GDP growth rate during 1998-2013 is
applied to the country’s 2013 income distri-
bution until 2030. This assumes distribution-
neutral income growth of 2.8 percent a year
on average® and would bring Africa’s pov-
erty rate down to 22.8 percent in 2030; the
number of poor would decline to 323 million
(figure 1.2, baseline scenario). Only if per

FIGURE 1.2 Africa cannot eradicate poverty by 2030 but can accelerate poverty reduction
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Note: The poverty rate is the percentage of the population living at or below US$1.90 per day. The baseline scenario assumes average distribution-neutral growth of 2.8 percent per
year. Scenario T assumes a low-fertility population growth scenario instead of the historical population growth rates. Scenario 2a assumes more pro-poor growth, with average GDP

growth the same as in the baseline scenario but with the incomes of the poor growing 1 percentage point faster than the historical average. Scenario 2b also holds average GDP

growth the same as in the baseline scenario, but assumes annual income growth among the poor that is 2 percentage points faster than the historical average. Scenario 3 assumes
that increased policy attention would make Africa’s fragile states grow 3 percentage points faster than their historical average.
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capita incomes grew about three times as fast
(by 8 percent per year) would poverty come
down to 3 percent (not shown). This is highly
unlikely.

In a first alternative scenario (scenario 1),
the slow downward trend in population
growth is accelerated, using the UN’s low-
fertility population growth scenario during
2013-30 instead of the historical population
growth rates. Doing so would bring pov-
erty rates and numbers down to 22 percent
and 296 million, respectively (figure 1.2,
scenario 1). Given the multiple channels
through which fertility affects growth
and poverty, this likely underestimates
the poverty-reducing effects of an acceler-
ated fertility decline. Chapter 2 (“Africa’s
Demography and Socioeconomic Structure”)
elaborates on this in more depth.

In a second set of scenarios (scenarios
2a and 2b), average income growth stays
the same, but the incomes of the poor in
each country are now growing faster than
the country’s historical income growth.Z
If the incomes of the poor in each coun-
try were to grow 1 percentage point faster
than their historical average, such redistri-
bution of growth from the nonpoor to the
poor would bring the poverty rate in 2030
down to 20.8 percent and the number of
poor to 295 million (figure 1.2, scenario
2a: m = 1). If the incomes of the poor were
to grow 2 percentage points faster, pov-
erty rates and numbers would decline to
19.4 percent and 275 million, respectively.
Almost 50 million more people would
have been lifted out of poverty (figure 1.2,
scenario 2b: m = 2).

Under scenario 3, increased policy atten-
tion to the challenges of Africa’s fragile
states is assumed to pay off in the form of
faster (distribution-neutral) income growth
in these states. An income increase of 1, 2,
or 3 percentage points over their historical
growth rates would reduce Africa’s pov-
erty rate to 22 percent, 20 percent, and
19.1 percent, respectively, compared with
22.8 percent in the baseline scenario (scenario 3,
in figure 1.2).

Outlook from Recent Poverty Trends

How has Africa performed in the more
recent past—that is, since the SDG 1 tar-
get was adopted? First, it is worth noting
that it has become increasingly possible
to track Africa’s performance on meeting
SDG 1 given the increasing availability
of nationally representative surveys with
which to monitor well-being and poverty
(box 1.1). However, estimates of pov-
erty for recent years always include some
GDP growth-based poverty estimates for
some countries that are in between sur-
vey years. Given the assumptions that go
into GDP growth-based poverty estimates,
these poverty estimates can only be an
indication (Ferreira, Azevedo, and Lakner
2017).

Unfortunately, the drop in economic per-
formance of African economies after 2013
has not been good for poverty reduction.
The latest 2015 poverty numbers reflect this
decline in economic performance, with the
drop in Africa’s poverty rate slowing to
0.72 percentage points per year. This con-
trasts with the 1 percentage point decline
projected in the base-case scenario described
earlier. Hence, based on the latest available
poverty numbers, Africa’s fight against pov-
erty was already off track in 2015, even rela-
tive to the base-case scenario.

Since then, the situation has not
improved, with annual per capita GDP
growth for Africa as a whole even slightly
negative each year (-0.3 percent in 2018).
The most recent aggregate GDP growth
forecasts suggest some recovery, to 2.8 per-
cent in 2019 and 3.3 percent in 2020 (World
Bank 2019). But this barely makes up for
the decline in Africa’s GDP during 2016-18.
It also remains well below the 1998-2013
per capita average of 2.8 percent per year
assumed in the base-case scenario. Over the
past five years, progress in poverty reduction
in Africa has in all likelihood been lagging
well behind the base-case scenario.

In addition to accelerating growth across
countries, the simulations also suggest that
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BOX 1.1

For a long time, knowledge of Africa’s economic
and social transformation has been compromised
by weaknesses in the underlying data. Some of the
key constraints to better statistical systems and
data include infrequent surveys, low access to data
produced, poor coordination and integration of sta-
tistical systems, minimal use of statistical evidence
for decision making, and insufficient institutional
capacity and political incentives, culminating in
inadequate and unreliable financing.

These weaknesses were documented in the pre-
cursor report to this one, Poverty in a Rising Africa
(Beegle et al. 2016). In 2015, and partly in response
to the stark findings in that report, the World Bank
committed to put more effort into strengthening
the capacity of national statistical systems in low-
income countries, including support for conducting
at least one national household survey to measure
well-being and poverty every three years.

There has been substantial progress since that
report (figure B1.1.1). More than half of Africa’s
countries (26) had completed at least one such sur-
vey by the second quarter of 2018. For the period
2018-20, 34 countries (accounting for 76.4 percent
of the population in Africa) have an ongoing or
planned survey. Along with the effort to increase
the frequency and quality of household surveys to

FIGURE B1.1.1

Efforts to improve Africa’s poverty data are starting to pay off

measure poverty has come an expansion of other
surveys such as agriculture production surveys
and censuses, business registries, and population
censuses.

Beyond improving data collection, the support to
statistical capacity helped reform institutional incen-
tives, turning statistical agencies into professional
and functionally productive organizations. Africa’s
Statistical Capacity Indicator (SCI), which grades
country statistical systems on the quality, frequency,
and timeliness of core economic and social data,
has now not only caught up with other low-income
countries, but even looks already to be edging a bit
higher. Sustaining this commitment will be essential
to reliably track poverty.

Building on this experience, the World Bank is
now working on a model that scales up capacity
support for a core package (a “minimum data pack-
age”) of economic and social statistics in all African
countries. This regional approach aims to harmo-
nize and benchmark country statistics, to facilitate
peer learning, and to scale up innovations. These
ongoing and planned efforts complement and build
on country-developed and owned National Strate-
gies for the Development of Statistics (NSDS). They
also work with regional and global partners on the
statistics agenda.

African countries’ poverty status can now be
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work on different fronts will be needed
to accelerate Africa’s poverty reduction—
that is, to accelerate the fertility transition
(scenario 1), to make growth more inclusive
(scenario 2), and to improve growth condi-
tions in fragile states (scenario 3).

Africa’s Poverty in Profile

Which groups are affected most by pov-
erty? Where do the poor live, and what do
they do for a living? How does their status
evolve over time? And, how empowered are
they to change their fate? Answers to these
questions can provide useful entry points
in designing poverty-reducing policies.
Nonetheless, care must be taken not to over-
interpret the findings. They indicate symp-
toms of poverty, not necessarily causes.

Which Individuals Are More Likely
Poor?

Poverty, as currently assessed, is measured
at the household level, because this is how
consumption data are collected. It assumes
that members in the same household share

equally. This is clearly not always the case
(box 1.2).

With this important caveat in mind, the
available data indicate that child poverty
is especially pervasive in Africa. Half of
Africa’s poor are below the age of 15. This
should not surprise. At 2.7 percent per year,
Africa’s population growth is still high,
and its population is predominantly young
(43 percent are below 15 years old). Most
children live in larger households, which
tend to be poorer (Castaiieda et al. 2018;
Newhouse, Suarez-Becerra, and Evans
2016).2 Childhood poverty affects malnu-
trition, school achievements, and thus the
long-term earnings potential for the poor
and the prospects of exiting poverty in
adulthood (see Fundamentals 1, “Africa’s
Human Development Trap”). Greater focus
on larger households in fighting poverty
is thus called for, both to reduce poverty
today and to build the capacity of poor chil-
dren to exit poverty as adults (Watkins and
Quattri 2016).

Contrary to expectations, the household-
based consumption data further indicate
that gender gaps in poverty are modest:

BOX 1.2 To measure gender and age gaps in poverty, you need to get into the household

Our current approach to measuring poverty falls far
short when it comes to informing on age and gen-
der gaps in poverty. Several recent papers use more-
detailed consumption data from Africa to move
away from assuming equal intrahousehold sharing
and to better inform on gender and child poverty.
For example, the poverty headcount rate
increased by 6—7 percentage points in Burundi when
using declared food shares for each household mem-
ber to correct for intrahousehold allocation pat-
terns (Mercier and Verwimp 2017). This was mainly
because a significant additional number of children
were counted as poor who had been considered non-
poor under the standard calculations because they
were living in nonpoor households. The substantial
presence of poor children in nonpoor households in
Africa is also underscored by Brown, Ravallion, and

van de Walle (2017), in this case using nutritional
status as a proxy for individual poverty.

Attempting to account for differences in con-
sumption within households greatly increased pov-
erty for women in Malawi (Dunbar, Lewbel, and
Pendakur 2013) but not in Cdte d’Ivoire (Bargain,
Donni, and Kwenda 2014). In Senegal, there was
inequality in nonfood consumption between men
and women but not so much in food consump-
tion (Lambert, Ravallion, and van de Walle 2014).
Similarly, no appreciable gender difference in nutri-
ent intake inadequacy was found when comparing
household-based adult male equivalent estimates
with those obtained from individual 24-hour recall
measures in Ethiopia (Coates et al. 2017). When
there were differences, it mainly concerned children
under three years old.
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Africa’s female share of the poor is about
the same as the male share (50.2 percent and
49.8 percent, respectively) (Munoz Boudet
et al. 2018). When looking at the gender
dimension of poverty by household type,
female-headed households are not systemati-
cally poorer, either, and many have seen their
poverty falling even faster than male-headed
households (Castafieda et al. 2018; Milazzo
and van de Walle 2017).2

Yet evidence also shows that multiple
structural inequalities confront women rela-
tive to men (such as lower education levels,
lower ownership and control over assets,
less labor market engagement [linked to
gendered time-use patterns], and lower
social indicators), as further discussed in
Fundamentals 2 (“The Nexus of Gender
Inequality and Poverty”). A gendered lens
in policy design aimed at reducing poverty
is also needed. More broadly, an enhanced
focus on intrahousehold allocation pro-
cesses and on age- and gender-differentiated
individual data collection is called for (Doss
2013) (box 1.2).

A third demographic trait of poverty,
in addition to age and gender, is the edu-
cation profile: poor people are consider-
ably less educated. Among poor adults in
Africa, two in five have no formal educa-
tion, reflecting a legacy of poor educational
outcomes (Castafieda et al. 2018). Gross
primary school enrollment rates in Africa
have increased substantially in the past
two decades (from 73.4 percent in 1996
to 98.4 percent in 2014). Unfortunately,
learning remains low (World Bank 2018)
and secondary school enrollment limited
(gross enrollment of 42.7 percent in 2014).
Education, and human development more
generally, are critical factors for the agenda
to reduce poverty in Africa (as discussed
further in Fundamentals 1).

Finally, other demographic and socio-
cultural traits frequently associated with
higher poverty incidence include orphan-
hood, disability, displacement (internally or
internationally), and ethnicity. The available
evidence suggests, however, that orphan-
hood, for example, does not always confer

a disadvantage, because it can be correlated
with wealth and urban status (when deriv-
ing from the human immunodeficiency
virus and the acquired immune deficiency
syndrome [HIV/AIDS], for example).
Similarly, the internally displaced are not
necessarily always the poorest (Beegle et al.
2016). Despite these caveats, systematic,
Africa-wide data about the size and pov-
erty status of these groups are hard to come
by. But they often also live geographically
concentrated in certain regions (for example,
ethnic groups or pastoralists) or at the out-
skirts of settlements, as in Ethiopia (World
Bank, forthcoming). More specific studies
are needed.

Where Do the Poor Live, and What
Do They Do for a Living?

Most of Africa’s poor live in a limited num-
ber of countries: 10 out of 48 countries house
three-quarters of Africa’s poor.l? These are
large countries in terms of overall popula-
tion, but they are not always the poorest
countries in terms of poverty rates.

Poverty rates are highest in the Sahel
countries and the northern regions of the
coastal West African countries, extending
east into Ethiopia and southeast into the
Congo Basin and its eastern surrounding
regions in Burundi, Rwanda, Tanzania, and
Uganda (map 1.1, panel a). These are mostly
also landlocked regions. In some of these
countries and regions, poverty numbers are
also high (map 1.1, panel b). Poverty rates
and numbers are also high in Madagascar
and Mozambique. Rates and numbers are
much lower in the higher-income coun-
tries of southern Africa, except for Lesotho,
Eswatini, and Zambia, where poverty rates
are high. The low poverty rate in the north-
ern regions of the Sahel countries is likely
linked to their high urbanization and the
poor representation of pastoralists in house-
hold surveys.t

Beyond this broad-brush picture, the cor-
respondence between poverty rates and the
number of the poor is limited. This poses
a policy challenge. The Central African
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MAP 1.1
countries and regions within these countries

a. Poverty rate
2011 PPP, % of population at <US$1.90/day

Africa’s poverty and poor are concentrated in a limited number of (often landlocked)

b. Number of extreme poor

Estimated number of persons below the poverty line (<USS1.90/day)

mm No data
1-500,000
500,000-1,000,000
1,000,000-2,000,000
2,000,000-4,000,000
4,000,000-6,000,000
6,000,000-8,000,000

. 8,000,000-10,000,000

= 10,000,000 +

c. Poverty density
Number of extreme poor (<US$1.90/day) per inhabited land (km?)

m No data
0-5
5-10
10-20
20-50
50-100
100-200
200-500

m 500-1,000

= 1,000-2,775

Source: World Bank’s internal Global Monitoring Database.

Note: PPP = purchasing power parity. Poverty estimates are based on the latest available household survey.

Republic, for example, has a poverty rate
of 79 percent. Compare this with Uganda,
where an estimated 34.5 percent must live
on less than US$1.90 a day. Yet, Uganda’s
poor are about 3.5 times as numerous as in
the Central African Republic (13 million and
3.6 million, respectively).

Across countries, the correlation
between the poverty rate and the number

of poor people is 33 percent. Across sub-
national regions within countries, it is
somewhat higher (57 percent on average).
Countries with very low correspondence
between the subnational poverty rates and
the number of poor people within these
regions include Céte d’Ivoire, Eswatini,
Madagascar, and Malawi. In many coun-
tries, poorer regions (regions with higher
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poverty rates) also tend to have lower pov-
erty density (fewer poor people per inhab-
ited square kilometer), making it harder (or
more expensive) to reach them (map 1.1,
panel ¢).

From a utilitarian perspective, where the
guiding principle is bringing the greatest
happiness to the greatest number, the focus
should be on reducing poverty in the coun-
tries and regions where most of the poor live.
Yet, when most people in a region are poor
(high rates), even if they are few in number,
it can be particularly hard to escape from
poverty. The clearest evidence for poverty
traps emerges from geographic poverty traps,
be they regions within a country or low-
productivity countries altogether (Kraay and
McKenzie 2014; also see chapter 2, “Africa’s
Demography and Socioeconomic Structure”).
Geographic poverty traps can be fertile
ground for conflict, especially when they
coincide with ethnic, religious, or language
divides;!2 repression; or economic shocks
(Marks 2016). The long-lasting shadow that
conflict frequently casts over development
motivates a focus on regions and countries
with higher poverty rates. Targeting coun-
tries, and regions within countries, that host
the larger numbers of Africa’s poor may yield
faster poverty reduction, but the gains may
be less sustainable.

Within countries and regions, as in the
rest of the world, African poverty is predomi-
nantly rural, with farming dominating the
livelihoods of the poor. About four out of
five of Africa’s poor (82 percent) live in rural
areas,!3 and about three in four of Africa’s
poor working adults (76 percent) are engaged
in agriculture (Beegle et al. 2016; Castafeda
et al. 2018).14

Those engaged in agriculture (crops
and livestock) work mostly for their own
account (are smallholders rather than being
wage workers on other farms) and tend
to earn the bulk of their income in agri-
culture (Davis, Di Giuseppe, and Zezza
2017). Engagement in agricultural wage
employment has so far been limited, and
substantially less than in the rest of the
world (except in Malawi).l> With little or

no land of their own, agricultural wage
laborers worldwide are usually also among
the poorest.

Once Poor, Forever Poor?

Poverty in Africa is both a chronic and
a transitory condition.!® Three in five of
Africa’s poor are chronically poor—that
is, poor for several years in a row (Dang
and Dabalen 2018). This suggests that pov-
erty in Africa remains deeply structural,
stemming from a lack of assets, weak
access to public goods (infrastructure), and
poor income-earning opportunities. This
entrenched situation partly relates to the
poor’s location (the so-called geographic
poverty trap) (Kraay and McKenzie 2014).
But it can also reflect the costs of avoiding
income shocks from occurring—the so-
called risk-induced poverty trap (Dercon
and Christiaensen 2011; Elbers, Gunning,
and Kinsey 2007).

The remaining two in five of Africa’s poor
are in transitory poverty. This supports the
notion that households (and firms) operate
in highly risky environments, often with lim-
ited capacity to cope, as detailed in chapter
5 (“Managing Risks and Conflict”). African
households experience a higher exposure
to loss than other regions in nearly all risk
factors. Poverty exits remain fragile, with
many relapsing.

One particularly pernicious type of risk
that many Africans face is the risk of physi-
cal insecurity and conflict. It pulls people
back into poverty, also those who were sub-
stantially better off before, and once people
are there, it tends to keep them there for
a long time. Poverty is especially high in
fragile states and poverty reduction in such
states is much slower (Beegle et al. 2016).
In 2013, 29 percent of Africa’s poor lived
in fragile and conflict-affected states, a num-
ber projected to increase to 43.6 percent under
the business-as-usual scenario depicted in
figure 1.2 (baseline scenario). Accelerating
poverty reduction in fragile and conflict-
affected states will have to be central to any
poverty-reduction agenda for Africa.
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Who Is in Charge?

The poor typically have a weak relationship
with the state and are often disempowered.
They have more limited access to public
goods and services (typically those of poor
quality) and have limited voice in public pol-
icy making (Beegle et al. 2016). This mani-
fests in many ways, including in learning
and health outcomes. Differences between
the poorest and richest quintiles are often
large. In Africa’s oil-rich countries, they are
usually even more stark (de la Briére et al.
2017). Fundamentals 1 provides further
details.

To influence public policy and make
demands upon the state, poor people in Africa
rely substantially on electoral institutions.1Z
Yet a sizable minority believes the elections
to be unfairly counted or bought (World
Bank 2016). Moreover, almost 40 percent of
Africans do not regularly listen to the radio,
watch television, or read a newspaper at least
once a week. Lack of exposure to public
information is even more pronounced among
the poor (by 17 percentage points among
poor versus nonpoor women) (Beegle et al.
2016), while the poor are particularly vulner-
able to political clientelism .18

Community-driven development programs
have often been used to counter national elite
capture and increase public spending in favor
of the poor. Thorough reviews of such partic-
ipatory programs suggest that the poor often
tend to benefit less than the better-off because
the participants in civic activities tend to be
wealthier, more educated, of higher social
status, male, and more politically connected
than nonparticipants (Mansuri and Rao
2013). This leaves the poor disempowered,
on the receiving end of the policy-making
process—with the result being less access to
public goods and services, or only to public
goods and services of poor quality.

Lessons from Recent Experience

Over the past couple of decades, Africa’s
poverty rate has not only been higher than
in most other low- and middle-income

countries; it also has declined more
slowly. Three factors contribute to this
(Christiaensen and Hill 2018).

Persistently high population growth. First,
incomes have grown more slowly in per cap-
ita terms in Africa than in low- and middle-
income countries of other regions because
a much larger share of economic growth is
eroded by faster population growth. When
comparing aggregate economic (GDP)
growth across African and non-African coun-
tries in the global database of poverty, there is
no systematic difference in their growth per-
formance, especially after 1995.12 However,
the estimated difference in annual per capita
GDP growth after 1995 between African
and similarly poor non-African countries is
1.2 percentage points on average. Although
aggregate economic growth has been robust
in Africa, especially during 1995-2013, a
sizable part of growth in Africa is eroded by
rapid population expansion.

Poor initial conditions. Second, less of
Africa’s (rather modest) per capita house-
hold income growth results in poverty
reduction than in other countries, simply
because the region is poor.22 During 1981~
2013, the average African country achieved
a 1.9 percent reduction in the poverty rate
for every 1 percentage point of household
income growth. In other words, its poverty
to household income growth elasticity was
-1.9. Countries outside of Africa achieved a
3.3 percent reduction—1.7 times more. Yet
these differences are largely mechanical; they
disappear when controlling for differences in
initial poverty (box 1.3). African countries
are not worse (or better) at converting house-
hold income growth into poverty reduction
than other similarly poor countries. Eighty-
five percent of the explained difference in
the elasticity of poverty to growth between
African and non-African countries is
explained by differences in initial poverty.2l

Beyond a mechanical effect, the condi-
tions of high poverty—the absolute lack of
assets and access to public goods and services
as well as limited income-earning opportu-
nities for a large share of the population—
limit the ability of many to contribute to and
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BOX 1.3 Africa’s poverty-to-growth elasticity is low because Africa is poor

The finding that African countries have a lower elas-
ticity of poverty to growth is consistent with the find-
ing in the literature that poorer countries achieve a
lower percentage of poverty reduction from 1 percent-
age point of growth than richer countries (Ravallion
2012). Part of the reason could simply be mechanical:
The elasticity is the percentage of poverty reduction
from 1 percentage point of growth. Similar elastici-
ties would thus imply a larger absolute reduction in
poverty in countries that start with higher poverty
rates. For example, a 10 percent reduction in pov-
erty is a reduction from 5 percent to 4.5 percent but
also a reduction from 50 percent to 45 percent (or
of 0.5 percentage points compared with 5 percentage
points, respectively) for a country starting with half
of its population in poverty. This makes it harder for
poorer countries to do as well as richer countries by
this measure.

An alternative approach is to use semi-
elasticities (Cuaresma, Klasen, and Wacker 2016).
These measure the absolute percentage point
change in poverty from 1 percentage point of
growth. They do not depend on initial poverty,
and countries with different initial poverty rates
that record the same absolute decline in poverty

TABLE B1.3.1

per percentage point of growth would also record
the same semi-elasticity.

On this measure, Africa has performed signifi-
cantly better than the rest of the world. Growth of
1 percentage point has resulted in a poverty reduc-
tion of 0.37 percentage points in the rest of the world
but an average reduction of 0.49 percentage points in
Africa (table B1.3.1). The result should not surprise.
With national income distributions often approxi-
mating the lognormal distribution, poorer countries
tend to perform better on this measure for an equiv-
alent (distribution-neutral) growth in income (and
thus an equivalent shift in the income distribution).

So, the question is not so much how Africa has
performed in converting its growth into poverty
reduction relative to other countries but rather how
it has performed on this measure relative to other
equally poor countries. Matching each African
country to a similarly poor non-African counterpart
(using nearest-neighbor matching estimation) shows
that countries in Africa are doing no better (and no
worse) than similarly poor countries in other regions
(neither on the elasticity nor on the semi-elasticity
score). The differences are small and not statistically
significant in either case (table B1.3.1, last row).

Africa’s elasticity and semi-elasticity of poverty to per capita income growth are not

different from the rest of the world when controlling for initial poverty

Countries

Poverty-to-growth elasticity

Poverty-to-growth semi-elasticity

African average

Global average excluding Africa

Average treatment effect of being in Africa
controlling for initial poverty (standard error)

-0.8(14)

-1.88 —0.49%**
—3.33%** -0.37
—0.002 (0.058)

Source: Christiaensen and Hill 2018.

Note: Available poverty spells during 1981-2013. Elasticities and semi-elasticities were calculated for each of the poverty spells with initial poverty rates of
5 percent or more, based on the percentage change in average per capita survey income and after omitting outlier values as well as the top and bottom

5 percent of the elasticity estimates themselves. Positive (semi-)elasticities (from negative growth spells) were further omitted to avoid artificially reducing
the averages, though the order of magnitude of averages for the elasticities and semi-elasticities in both Africa and the rest of the world was very similar
when expressed in absolute values. Average treatment effect calculated using nearest-neighbor matching on initial poverty.

Significance level: *** = 1 percent.

participate in growth. This is one mecha-
nism by which inequality reduces the impact
of growth on poverty. When inequality is
high and average income low, a large share
of the population is less likely to have what
they need to take advantage of growth. From

this perspective, it is not so much inequality
per se that matters in low-income countries
but rather initial poverty. When countries
grow and average incomes rise—also increas-
ing the scope for redistribution—inequality
per se (the fact that some have more than
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others, as in South Africa) becomes more
important for poverty reduction.22
Composition of Africa’s growth. Third,
Africa’s poverty reduction has been slower
because it has been less efficient than other
regions in converting its aggregate economic
growth (GDP per capita growth) into house-
hold income growth. Although Africa’s
poverty-to-growth elasticity has been like
that of equally poor countries elsewhere,

household incomes per capita (as captured
in the surveys) have also been growing more
slowly because less GDP growth is converted
into private income growth (controlling for
population growth).

Using a series of comparable household
surveys from Africa during the 1990s and
2000s, annual per capita consumption
growth was estimated to be 1.2 percentage
points lower than the corresponding annual

High initial poverty is closely correlated with high
fertility, poor human capital, and limited access to
infrastructure. Several regression-based simulations
(table B1.4.1) illustrate the detrimental effect on the
conversion of growth in poverty reduction (as well
as on the rate of poverty reduction directly, beyond
the growth channel).

For example, were Africa to have the global
median rates of child mortality and adult lit-
eracy, the average African country would realize
an additional 1 percent and 1.3 percent of pov-
erty reduction, respectively, for each 1 percent of
growth. Together, this would be enough to bring the
elasticity of poverty to growth to the global average.
Closing the gap on rural electrification would result
in an even larger gain: electrification rates at the

TABLE B1.4.1
physical capital indicators to the global median

BOX 1.4 High fertility and initial poverty reduce Africa’s poverty-to-growth elasticity

global average are associated with an additional
1.6 percent of poverty reduction for every 1 percent
of growth achieved.

The greatest gains, however, can be expected
from reducing fertility. Bringing the number
of children per woman to the global median of
2.5 would be associated with a lower poverty rate
(of 7.3 percent), while also adding 1.8 percent of
poverty reduction for every 1 percent of growth.

These results are illustrative. The regression
results are not causal, in that they do not guarantee
a decrease in poverty-to-growth elasticity were these
specific health, education, or electricity outcomes to
change. But they are indicative of the magnitude of
the effect of Africa’s poor initial conditions on its
fight against poverty.

Substantial poverty reduction could result from increasing Africa’s human and

Fertility Child mortality Access to
(births per woman) Adultliteracy (%) (per 1,000 births) electricity (%)
Average level (median)
African median? 56 571 122.0 18.2
Global median® 2.5 87.3 226 97.2
Impact on poverty if African countries were to achieve the global median (from regression results)
Poverty would fall by (%) 7.3% 1.6 54 6.6
Additional poverty reduction from
each percent of growth (%) 1.8%%* 1.3%%% 1.0%** 1.6%%%
Number of observations 456 439 456 456

Source: Christiaensen and Hill (2018), based on the World Bank’s PovcalNet (http://iresearch.worldbank.org/PovcalNet) and the World Development

Indicators database.

a. Figures are the averages for the initial survey year for the latest spell for which poverty reduction was measured. The regression analysis used a global
dataset of poverty reduction, average income growth, and initial conditions for 85 countries with poverty rates higher than 5 percent from 1981 to 2013.
Each observation is a country spell for which annual poverty reduction and income growth are recorded.

Significance level: * = 10 percent, *** = 1 percent.
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growth in GDP per capita (Beegle et al.
2016). Not only does Africa’s aggregate GDP
growth not result in the same increase in per
capita GDP (owing to high fertility and pop-
ulation growth), but the same GDP per capita
increase also puts less income in the pockets
of its people, including the poor.

This finding suggests that a focus on aggre-
gate GDP growth alone may not be enough
(even when also addressing population
growth and poor initial conditions) and raises
the question of the composition of Africa’s
GDP growth—in particular, the region’s
increasing reliance on natural resources and
the associated governance challenges as well
as the still rather modest performance of its
agriculture and manufacturing sectors. The
importance of the sources of growth for the
elasticity of poverty to GDP growth has been
documented widely, with growth being more
poverty reducing when it occurs in sectors
where the poor are working and when using
production factors that the poor possess,
such as labor and land. Growth in agricul-
ture, for example, has been on average two to
three times more poverty reducing than the
same amount of GDP growth elsewhere in
the economy, at least when land has not been
distributed too unequally (Christiaensen,
Demery, and Kuhl 2011; Ivanic and Martin
2018; Ligon and Sadoulet 2018; Loayza and
Raddatz 2010; Ravallion and Chen 2003;
Ravallion and Datt 2002).

So, what is the potential for a more pro-poor
growth process, whereby the incomes of the
poor also grow substantially as the econ-
omy develops? One view holds that govern-
ments should focus on policy packages that
maximize growth (pro-growth), which are
argued to be better understood and more
effective, rather than on policy packages that
focus on growing the incomes of the poor
(pro-poor growth) (Dollar, Kleineberg, and
Kraay 2015, 2016; Dollar and Kraay 2002).
However, the distinction between pro-
growth and distribution-oriented policies is
less clear than is often purported. Many poli-
cies affect both, and often in opposite ways.23
What ultimately matters is the joint effect of

these policies on the income growth of the
poor.2* Also, as discussed, it is not clear that
a pro-growth focus has worked for Africa.2>

The scope and need for pro-poor growth
policies in Africa is large. Although Africa
will not be able to eradicate poverty by 2030,
the poverty projections show that 50 million
more people could be lifted out of poverty if
the incomes of the poor were to grow 2 per-
centage points faster annually while keeping
each country’s historical per capita growth
rate over the past 15 years constant (as indi-
cated in figure 1.2, scenario 2b). Combined
with lower population growth and better
initial conditions, pro-poor growth could
thus go a long way in accelerating poverty
reduction (now and in the future). Naive
cross-country regression analysis already
provides a first (noncausal) indication of how
Africa’s high fertility, poor human capital,
and low access to infrastructure impede pov-
erty reduction (box 1.4). This is examined
further in chapter 2 (on the demographic
and socioeconomic determinants of pov-
erty) and Fundamentals 1 (“Africa’s Human
Development Trap”).

Notes

1. The focus in this report is on extreme pov-
erty, defined as living below US$1.90 a
day in 2011 purchasing power parity (PPP)
terms. In the rest of the report, “poverty”
will be used as shorthand. For an extensive
discussion of Africa’s poverty status, includ-
ing the robustness of the underlying statis-
tics, see Beegle et al. (2016).

2. Africa poverty data from the World Bank
global poverty database, PovcalNet (accessed
May 5, 2019): http://iresearch.worldbank
.org/PovcalNet/povDuplicateWB.aspx.

3. This ambition is articulated in SDG 1,
Target 1.1 (http://www.un.org/sustain
abledevelopment/poverty/). It is tracked by
measuring progress on the proportion of
people living below the US$1.90 a day inter-
national poverty line (in 2011 PPP). The
focus of this report—reduction of monetary
poverty—aligns with this SDG target.

4. This corresponds to the average annual GDP
per capita growth rate across the low- and
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10.

middle-income world during the first decade
of 2000. The scenario assumes distribution-
neutral growth in each country.

In practice, the objective of eradicating pov-
erty was numerically translated as bringing
the poverty rate to 3 percent or less. Given
poverty churning, there will always be some
people in poverty.

. The 2.8 percent income growth is the

population-weighted average of each coun-
try’s 1998-2013 historical growth rate,
which already signifies a high-growth period
in Africa’s recent history.

This is akin to the shared prosperity pre-
mium (m) developed by Lakner, Negre, and
Prydz (2014). Yet instead of redistributing
income growth from the top 60 percent to
the bottom 40 percent, it is redistributed
from the nonpoor in each country to the
extreme poor in that country.

Worldwide, two out of three poor children
live in households with six or more members.
Sensitivity analysis suggests that these
household consumption-based estimates are
robust to sensible corrections for age-related
differences in needs (using adult equivalence
scales) and household economies of scale
(Newhouse, Suarez-Becerra, and Evans
2016). Furthermore, households with more
than two kids are 15 percent more likely to
be poor, conditional on a number of char-
acteristics of the household’s residence and
its demographics, as well as the age, educa-
tional attainment, and sector of work of the
household head (Castafieda et al. 2018).
Castafieda et al. (2018) find that male-
headed households across the world are, on
average, 3.4 percentage points poorer than
female-headed households. Female-headed
households, though, make up a heteroge-
neous group, arising for a widely divergent
number of reasons (such as divorce, widow-
hood, or seasonal migration of the adult
male), each with different socioeconomic
and cultural consequences. As such, they
can only be a poor proxy of general poverty
differences between men and women.
Ranking countries from those with the
largest number of poor, Nigeria accounts
for about one-quarter of Africa’s poor
(85.2 million); the next four (the Democratic
Republic of Congo, Tanzania, Ethiopia,
and Madagascar) for another one-quarter;
and the next five (Mozambique, Uganda,

11.

12.

13.

14.

15.

16.

Malawi, Kenya, and Zambia) for the follow-
ing 25 percent.

Beyond pastoralism, there is typically not
much activity outside the urban centers in
these barren, arid regions (Allen, Heinrigs,
and Heo 2018); see map 1.1. (Also see the
Urban Population dataset of Harvest Choice
and the International Food Policy Research
Institute [IFPRI] at https://harvestchoice
.org/data/pn00_urb.) Pastoralists are often
poorer (Mburu et al. 2017), but they are
poorly captured in the residence-based
household surveys that form the basis for
most poverty calculations.

Group-level inequalities can generate social
and economic polarization that increases the
risk of violent conflict (Kanbur 2006; Ostby
2008, 2013; Stewart 2008).

These estimates are based on nominal per
capita consumption data, which do not con-
trol for regional price differences. Given that
the cost of living is typically lower in rural
areas, they may overstate the share of poor
who are rural. Evidence from seven South
Asian countries for which spatially deflated
data are available suggests that the over-
estimation is likely moderate (6-7 percent-
age points at most) (Castafieda et al. 2018).
To the extent that these findings carry over
to Africa, the core insight—that most of
Africa’s poor are rural—remains.

In the rest of the world, the share of the poor
engaged in agriculture is about two in three
(65 percent).

Among the 9 African countries studied by
Davis, Di Giuseppe, and Zezza (2017), only
18 percent of rural households engage in agri-
cultural wage labor, from which they obtain
on average only 5 percent of their income.
This compares with 27 percent and 13 per-
cent, respectively, in the 13 non-African
countries in their sample. A notable excep-
tion is Malawi. Here, 49 percent of the rural
population reported engaging in agricultural
wage labor in 2011. This is similar to what is
observed in some countries in Latin America
(such as Ecuador and Nicaragua) and South
Asia (such as Bangladesh and Nepal). As
in Malawi, inequality and landlessness are
high. Recently, agricultural wage labor has
also increased in Tanzania (Christiaensen
et al. 2017).

Broadly speaking, people are considered
chronically poor when they are poor for an
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17.

18.

19.

20.

21.

22.

extended period, and in transitory poverty
when they move in and out of poverty. For a
more elaborate discussion on how to incor-
porate the time dimension in poverty mea-
surement, see Christiaensen and Shorrocks
(2012).

Self-reported voter rates in Africa have been
around 70 percent and slightly higher among
uneducated than among educated citizens
(World Bank 2016). About 90 percent of
African citizens further reported that honest
elections could make a lot of difference in
their and their families’ lives, with little dif-
ferentiation in responses between the more
and less educated.

Clientelism is a political strategy character-
ized by an exchange of material goods in
return for electoral support (World Bank
2017).

When controlling for initial poverty (com-
paring African countries with equally poor
countries elsewhere), GDP growth rates in
Africa are also only marginally lower.
Estimates are based on the World Bank’s
global dataset of poverty reduction,
PovcalNet (http://iresearch.worldbank.org
/PovcalNet). Elasticities were calculated for
each poverty spell and based on the change
in poverty reduction and the average survey-
based household income growth. Note that
in calculating the poverty-to-growth elastic-
ity, per capita income growth can be cap-
tured through GDP growth per capita during
the spell or, alternatively, through the aver-
age income growth per capita observed in
the household surveys from which the pov-
erty estimates are derived. Here, the latter
approach is used, which implicitly assumes
that GDP growth per capita translates one
for one into household income growth. This
is not automatic, because in addition to mea-
surement issues, GDP comprises several ele-
ments other than private consumption, such
as private investment as well as government
consumption and investment, and these do
not necessarily grow at the same rate (Beegle
et al. 2016).

Controlling for initial poverty, no system-
atic difference in the Gini coefficient was
observed across African and non-African
countries.

In examining differences in poverty-
to-growth elasticity, much of the lit-
erature has focused so far on the effect of

23.

24.

initial inequality (possibly also controlling
for initial mean income) without making
this distinction, thereby conflating the initial
poverty effect with that of initial inequality
(Lopez and Servén 2015; Perry et al. 2006;
Ravallion 2012; Thorbecke and Ouyang
2018).

Macroeconomic, monetary, trade, finan-
cial, competition, and investment policies
are typically considered to be generally
growth-oriented (distribution-neutral).
Policies fostering human capital formation,
equal access to public goods and services
and factor markets, and the rule of law, as
well as tax, labor market, and social pro-
tection policies are typically considered to
be more pro-poor growth-oriented (and,
by implication, distribution-oriented and
addressing inequality). In practice, the dis-
tinction is more blurred, rendering the
heavy emphasis on growth and inequality
as key policy entry points in the poverty-
reduction debate less useful than commonly
purported. Many of the growth-promoting
policies are not distribution-neutral and,
vice versa, distribution-related policies often
also affect overall growth. Greater primary
school enrollment, for example, may be
growth enhancing and inequality reducing,
while financial globalization may accelerate
growth but at the expense of rising inequality
(Jaumotte, Lall, and Papageorgiou 2013).
From a poverty-reduction perspective, the
“sweet spot” policies are those that increase
growth while also disproportionately ben-
efiting the poor. Policies that contain infla-
tion may be one such candidate, as are those
that foster primary school enrollment and
quality education (Dollar, Kleineberg, and
Kraay 2015, 2016; Dollar and Kraay 2002).
Examining this requires comparable infor-
mation on the full income distribution for
many countries and time periods, which has
only become more widely available over the
past decade. As a result, much of the poverty
literature has focused on studying the links
between the aggregate measures of growth,
inequality, and poverty instead, drawing on
the related growth and inequality literatures
as well as the microeconometric evidence to
assess qualitatively the joint effect on pov-
erty of different policies through their effect
on growth and distributional change. Given
that policies typically affect both growth
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and inequality, and that the effect of inequal-
ity and growth on poverty also depends on
initial income, this accounting approach has
tended to conflate initial poverty with initial
inequality, and has also tended to objectify
the poor as passive recipients undergoing the
growth process (“participating in growth”)
rather than considering them as active agents
(“contributing to growth”), shifting atten-
tion away from the importance of empower-
ing poor people as a key policy entry point
for poverty reduction.

25. Furthermore, the evidence that the incomes
of the poor grow at the same rate as the aver-
age income of the country—the empirical
finding that is at the heart of the pro-growth
approach (Dollar, Kleineberg, and Kraay
2015)—assumed that positive and negative
growth episodes have the same effect on the
income growth (or decline) of the poor. Yet
the poor may cope with shocks in ways that
make subsequent recovery difficult (when
they sell off assets to cope, for example).
Given credit constraints and limited human
capital, they may also be less able to benefit
from growth spurts (Christiaensen, Demery,
and Paternostro 2003). This is borne out
by the data: a 1 percent increase in over-
all per capita income growth increases the
income growth of the poor by 0.75 percent;
a 1 percent decline reduces it by about
1.6 percent (Poll 2017).
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Africa’s Demography and
Socioeconomic Structure

Luc Christiaensen, Lionel Demery, and Ruth Hill

nalysis of the links between Africa’s growth and poverty reduction points to high

population growth, poor initial conditions, and the nature of Africa’s growth pro-

cess as three key factors in Africa’s lesser performance in poverty reduction. Macro
and micro evidence confirms the importance of brokering a fertility decline. At 4.8 births
per woman, Africa’s total fertility rate remains high and, after accounting for differences in
conventional demographic and socioeconomic determinants, it is about 1 birth higher than
in low- and middle-income countries outside Africa. Combined with a persistently high
number of unwanted births, this points to the important complementary role that family
planning programs can play in fostering the fertility transition, in addition to female educa-
tion and greater economic returns to it.

Poor initial conditions further hold poverty reduction back. In addition to the widely
documented lack of human capital and infrastructure—uwhich further conspire to limit the
poor’s “mental bandwidth” and their capacity to aspire—Africa faces several other structural
impediments. Natural resource dependence is now a defining feature of many African coun-
tries, undermining the quality of their institutions and governance. Gender inequality remains
deep-seated, with a closure of gender gaps holding the prospect of raising Africa’s growth.
And, finally, social redistributive pressures are shown to discourage people from investing in
their income activities.

Addpressing these deep-seated structural impediments must begin today. It also takes time to
pay off. With the scope for redistribution limited, the emphasis in this report is on policies to
create better and more secure jobs in the sectors and places where the poor work and live—on
the farm but increasingly also off the farm, especially in the secondary towns and their sur-
rounding areas. These jobs are also more accessible and sustainable when the poor can better
manage the multiple risks they face, whether natural or increasingly also political (conflict).

Accelerating the fertility transition, leveraging the food and urban system, addressing fragil-
ity, and mobilizing financing for the poor—to finance the associated investments and address
the structural impediments—thus emerge as four overarching entry points to accelerate
Africa’s poverty reduction in the near future. This strategy is further predicated on maintain-
ing a stable macroeconomic environment. The volume will elaborate on these points in this
and subsequent chapters, while the policy challenge of improving Africa’s initial conditions
will be addressed in interspersing features, titled “Fundamentals.”
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High Fertility Holds Back Poverty
Reduction

Despite substantial progress in reducing
under-five child mortality (from 172.3
deaths per 1,000 live births in 1995 to 78.3
in 2016), Africa’s total fertility rate (TFR)
of 4.8 births per woman remains high. As
a result, Africa’s demographic transition is
slow and its population growth still elevated
(2.7 percent per year) (Canning, Raja, and
Yazbeck 2015). Yet accelerating Africa’s fer-
tility reduction can play an important role in
poverty reduction, both by influencing per
capita gross domestic product (GDP) growth
itself and by influencing the response of pov-
erty to that growth.

The experiences of Botswana, and
more recently Ethiopia, are illuminating
even though not establishing causality. In
Botswana, the TFR declined by 2.5 children
per woman over a 24-year period (1985-
2009), while the poverty rate dropped from
43 percent to 18 percent. More recently,
Ethiopia equally experienced a rapid decline
in its TFR (from 7.0 to 4.3 during 1995-
2015) as well as a rapid decline in poverty
(from 67 percent to 26 percent) through an
approach combining education, health and
family planning, and economic opportunity.

Potential for Fertility Decline to Raise
Economic Growth and Reduce Poverty

A reduction in fertility can raise economic
growth through several demographic
changes:

e [ncreased share of working-age popula-
tion relative to younger and older people.
As the dependency ratio decreases, growth
per person will be accelerated even with-
out a productivity increase—that is, when
output per person of working age (ages
15-65 years) remains constant (Bloom
and Williamson 1998). Put simply, a larger
share of the population can be at work.

o Increased female labor force participa-
tion. When women have fewer children,
they may increase their participation in

the labor market. Following a fertility
decline, not only will the working-age
share of the population increase, but a
larger share of those of working age will
also be economically active, raising the
output per working-age person even fur-
ther. These new economic opportunities
are also critical for empowering women.

e Increased workforce productivity. With
fewer children, families and governments
will have the opportunity to invest more
in each child’s human capital. As these
children with improved health and edu-
cational attainment come of working age
and enter the workforce, the productivity
of the workforce will increase.

Yet the gains from these changes are not
automatic. Fertility reduction will result in
accelerated growth only when the increas-
ing number of working-age people can also
find income-generating opportunities. The
so-called demographic dividend “is not a
given, it must be earned” (Groth and May
2017, 3). Macroeconomic stability and pri-
vate sector fundamentals will be key (includ-
ing the provision of infrastructure and an
enabling business environment), as will be
the education of the future workforce (as
discussed later in this chapter). Beyond that,
the sectoral and risk management policies
that will enable such income-generating
opportunities are discussed in chapters 3-5
with a focus on the poor.

The global evidence supports this link
between the decline in fertility and the pace
of economic growth. Cross-country esti-
mates indicate that an increase of 1 percent-
age point in the share of the working-age
population will boost economic growth
by 1.1-2.0 percentage points (Ahmed and
Cruz 2016; World Bank 2016a).!l Using a
more comprehensive empirical specification
and more recent and robust data (especially
education data), further research shows that
the dividend may not be so much a demo-
graphic dividend (from an increase in the
share of the working-age population) as an
education dividend (from higher educational
attainment of the new cohorts entering the
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labor force) (Cuaresma, Lutz, and Sanderson
2014). A better-educated population has
a more productive labor force and is more
likely to innovate (thus enhancing total factor
productivity). This underscores the critical
importance of educating the new cohorts to
capture the demographic dividend.

But what about the effects of the demo-
graphic transition on poverty? The poor
may not benefit (or may benefit less) from
a broader fertility transition when fertil-
ity among poorer households remains high.
Poverty affects fertility behavior, and poor
households tend to have many more chil-
dren (Schoumaker 2004).2 They would then
continue to face high dependency rates, even
though dependency is declining among other
households. The evidence from Demographic
and Health Survey (DHS) data (at least for
2000-16) suggests that fertility rates have
remained persistently high among the poor-
est wealth quintiles and continue to be about
three births higher than among the richest
quintiles.

Moreover, even when fertility declines
across all households, if poorer households
are less able to increase their access to income
opportunities and raise the educational
attainment of their children, the impact of
declining fertility on poverty reduction will
be weakened. Similarly, if the improved fiscal
balance of the government following lower
fertility and higher growth does not result in
more and better social services for the poor,
or in better access to infrastructure, the poor
may not experience improved human devel-
opment outcomes or employment opportuni-
ties. And if poor women have limited access
to income opportunities, the reductions
in their caregiving and domestic burdens
through lower fertility may not yield as much
empowerment.

Looking across countries and at poverty
(rather than growth), a 1 percent fall in the
dependency rate is associated with a 0.75 per-
centage point fall in the poverty rate (Ahmed
and Cruz 2016). Although these results do
not control for growth, and thus for the effect
of fertility reduction via the growth channel,
they confirm that the effects of a fertility

transition extend to poverty reduction in siz-
able ways.

Africa’s Prospects for a Demographic
Dividend

Some African countries (Cote d’Ivoire,
Ghana, Malawi, Mozambique, and
Namibia) have had the prospect of a demo-
graphic dividend (Bloom et al. 2007). In
others, the institutional settings have not
been favorable. “Stalls” in fertility further
indicate that the prospect of fertility reduc-
tion is always subject to change (Bongaarts
2008; Guengant 2017).

So, where are we today?

In the past 60 years, the under-five mortal-
ity rate has decreased rapidly in Africa—from
307 deaths per thousand in 1950-55 to just
91 deaths per thousand in 2010-15 (United
Nations Population Division 2019). Given the
limited economic growth over these decades,
the improvements in child survival have come
mainly from public health interventions
rather than from rising household incomes.

Fertility in Africa has also declined, from
6.7 children per woman in 195055 to 5.1 in
20135. But this is a much slower decline than in
other low- and middle-income regions. In East
Asia, for example, the TFR declined from 5.6
to 1.8 over the same period (figure 2.1 gives
trends for the main regions since 1960).

More than 50 percent of Africa’s popula-
tion live in countries where women on average
still have five or more children (box 2.1). And
of the three largest African countries (Nigeria,
Ethiopia, and the Democratic Republic of
Congo)—which together with Madagascar
and Tanzania are home to 50 percent of
Africa’s poor—only Ethiopia appears to
have embarked on a demographic transition.
Because of the delayed reduction in fertility,
Africa’s dependency ratio is not expected to
peak until 2080 (Canning, Raja, and Yazbeck
2015). The persistence of high fertility among
the poorest households even when the demo-
graphic transition is occurring is a further
concern. The demographic signal is too weak
to be a decisive influence on socioeconomic
progress (Cleland and Machiyama 2017).
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FIGURE 2.1

Total fertility rate (births per woman)

Fertility has declined much more slowly in Africa than elsewhere
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Note: The total fertility rate is the average number of children born to a woman in her lifetime.

BOX 2.1
it bypasses the poorest

Based on the status of African countries in the fertil-
ity transition, Guengant (2017) identifies five groups:

e Fertility transition complete (or close to comple-
tion): In these countries, the TFR was less than
three children per woman in 2010-15. Five coun-
tries are in this group: Botswana, Cabo Verde,
Mauritius, the Seychelles, and South Africa. In
20135, these represented just 6 percent of the Afri-
can population.

o Fertility transitions under way: In these countries,
the TFR ranges from three to four. Four countries
are in this group: Djibouti, Eswatini, Lesotho, and
Namibia (representing 0.7 percent of the African
population).

o Fertility transitions initiated: In these countries,
the TFR ranges from four to five. This group con-
sists of 20 countries: Benin, Cameroon, the Cen-
tral African Republic, the Comoros, the Republic
of Congo, Equatorial Guinea, Eritrea, Ethiopia,
Gabon, Ghana, Guinea-Bissau, Kenya, Liberia,

The fertility transition has not begun in much of Africa, and where it has,

Madagascar, Mauritania, Rwanda, Sio Tomé
and Principe, Sierra Leone, Togo, and Zimbabwe
(representing 31 percent of Africa’s population).

e Slow and irregular transitions: In these countries,
the TFR ranges from five to six. These 12 coun-
tries are Burkina Faso, Cote d’Ivoire, The Gambia,
Guinea, Malawi, Mozambique, Nigeria, Senegal,
South Sudan, Tanzania, Uganda, and Zambia (rep-
resenting 44 percent of the African population).

e Very slow or incipient fertility transitions: The
seven countries in this group—Angola, Burundi,
Chad, the Democratic Republic of Congo, Mali,
Niger, and Somalia—have TFRs of more than
six (representing 18.3 percent of the African
population).

However, we should note that these TFRs are
for each country’s population as a whole. As men-
tioned earlier, fertility rates have been persistently
high among the poorest wealth quintiles. The fertil-
ity transition appears to bypass the poorest so far.
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Breaking the Fertility Barrier

Reducing fertility must surely be given a
high priority if economic growth and pov-
erty reduction are to be accelerated. But why
has fertility remained so stubbornly high?
Historically, fertility levels have declined
in response to socioeconomic development.
The decline in infant and child mortality
associated with development typically leads
households to revise their fertility prefer-
ences downward. The costs and benefits of
having children will also change radically.
As countries become more urbanized, the
costs of children will increase and their ben-
efits decrease. Similarly, the increase in the
returns to education as development pro-
ceeds will encourage households to have
fewer and better-educated children.

Female education is perhaps the most
important single component: more-educated
females will be more empowered, resulting
in delayed first marriages and greater income
opportunities. Both lead to lower fertility.
With socioeconomic development, then,
these factors combine to enhance the status
of women and improve the health of women
and children.

These fundamental drivers are all in evi-
dence in Africa (figure 2.2). Yet having
accounted for these conventional demo-
graphic and socioeconomic determinants of
fertility, the TFR in African countries remains
on average about one birth higher than in
other least developed countries (LDCs). This
has been labeled “the Africa Effect,” and it
has been suggested that African societies are
“exceptionally” pro-natalist relative to other
low- and middle-income countries (Bongaarts
2017; Bongaarts and Casterline 2013). This
may partly reflect the lower empowerment
of women in the region compared with peer
countries in other contexts.

The pro-natalist culture may also explain
why family planning interventions have not
received sufficient policy priority despite the
persistently large number of unwanted births.
While the average level of unwanted births
outside Africa has decreased from one to zero
over the past couple of decades, in Africa

it has remained at two (Casterline 2009;
Casterline and El-Zeini 2014; Giinther and
Harttgen 2016). This suggests a large latent
demand for contraception.

Nonetheless, fertility has been responsive
to the implementation of family planning
in the low- to middle-income world—mea-
suring the family planning program effort
either as the level of spending on family
planning programs or through the index of
family planning effort proposed by Ross and
Stover (2001). There is a significant, negative
association between fertility outcomes and
exposure to family planning messages after
controlling for other covariates.

The conclusion that emerges is that “the
delay in the implementation of family plan-
ning programs in Sub-Saharan Africa
explains the delayed decline in fertility in the
region” (de Silva and Tenreyro 2017, 219).
General equilibrium simulations grounded
in empirically estimated parameters of fer-
tility behavior and actual costing of fam-
ily planning programs further show that an
expansion of family planning services can
also reduce poverty and do so cost-effectively
(Christiaensen and May 2007).

Female education further plays a central
role in reducing fertility. Better-educated
women have preferences for fewer children,
given their labor market opportunities and
thus the higher opportunity costs of child-
care. They are also likely to invest more in
each child. They marry later and often delay
childbearing compared with the uneducated.
They experience lower infant and child
mortality and are more likely to use modern
contraception (Kim 2016).

Raising the economic returns to education
would lead to quantity versus quality trade-
offs in fertility decision making. Declining
child mortality reinforces this trade-off,
because investment in children (focusing on
quality) is more guaranteed to yield returns
than in situations where children have a
higher likelihood of dying. A key issue here
is whether the recent recovery of growth in
African countries will raise the returns to
education, including in rural areas. Another
critical question is whether African countries
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FIGURE 2.2
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can raise postprimary educational attain-
ment and schooling quality—critical for
both economic growth and poverty reduc-
tion, as further addressed in Fundamentals 1
(“Africa’s Human Development Trap”) and
chapter 6 (“Mobilizing Resources for the
Poor”).

Finally, these efforts should be comple-
mented with other entry points to empower
women and accelerate the demographic tran-
sition, including programs that offer life skills

for women and girls, address social gender
norms, and reduce child marriage.

Poor Initial Conditions

The “demographic dividend” is therefore
not automatic—certainly not in raising the
living standards of poor households. It is
conditional on a favorable growth environ-
ment for such households. The challenge
of accelerating poverty reduction in Africa
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must also confront the initial conditions
that determine and sometimes constrain the
pro-growth environment.

As noted earlier, being poor itself influ-
ences how growth translates into poverty
reduction. But a range of other, more deep-
seated structural impediments related to the
economic structure and sociocultural organi-
zation of African societies—such as natural
resource dependence, gender inequality, and
social redistributive pressures—matter as
well.

Lack of Human Capital and Access to
Infrastructure

When households have little education,
poor access to health services, and limited
access to good infrastructure, they are less
able to contribute to and participate in eco-
nomic growth. The importance of better
educational attainment for poverty reduc-
tion has been widely documented (World
Bank 2018b).

At the national level, quality education
underpins growth by improving the produc-
tivity of the labor force; by increasing the
capacity to absorb and adapt new technol-
ogy, which will affect short- to medium-term
growth; and by catalyzing the technologi-
cal advances that drive long-term growth.2
Growth regression and growth account-
ing analyses that account for differences in
educational quality suggest that education
can explain a significant share of growth
(Bosworth and Collins 2003; Hanushek and
Woessmann 2010; Jones 2014). Where the
gap in educational attainment is large, as in
much of Africa, and when there is learning,
much growth can already be expected from
widespread basic education. It facilitates the
absorption and adaptation of technologies
that are already available globally.

At the individual level, the likelihood of
being poor is 3 percentage points lower on
average when an individual has some pri-
mary education, 7 percentage points lower
given completed primary or incomplete
secondary education, 10 percentage points
lower given completed secondary educa-
tion, and 12 percentage points lower given

tertiary education (controlling for the area
of residence, household structure, and demo-
graphic characteristics) (Castafieda et al.
2018). Further analyses that also control for
the possibility that the positive effects of edu-
cation merely reflect greater innate capability
confirm the sizable positive effects of educa-
tion on income.* Although progress in edu-
cational outcomes has been slow, the slight
increase in the share of households with sec-
ondary education can, for example, account
for half of the household consumption
growth at the bottom of the consumption
distribution in Uganda (World Bank 2016¢).

Yet Africa’s human capital base remains
largely underdeveloped, with especially the
poor being less healthy and poorly edu-
cated (Beegle et al. 2016). More than two
in five Africans cannot read a sentence, and
life expectancy is only 57 years, well below
the global average of 71 years. Nearly 1 in
10 children (9.2 percent) do not live to see
their fifth birthday. Almost 4 out of 10 chil-
dren under five years old are stunted.

These numbers mask substantial varia-
tion across countries: more than half of
the population of seven countries (mostly
in West Africa) is illiterate, while literacy
rates exceed 80 percent in southern African
countries. Controlling for national income
per capita, human capital outcomes are also
systematically lower in resource-rich coun-
tries, with the difference even more pro-
nounced in Africa’s oil-rich countries (de la
Briere et al. 2017).

And although primary school enrollment
rates are approaching 100 percent (and gen-
der gaps in primary enrollment rates have
greatly declined),® secondary school enroll-
ment is still only 43 percent. More impor-
tant, learning has often been limited. More
than half of sixth-grade students in West and
Central Africa are not sufficiently competent
in reading and mathematics. Actual skills
development in Africa remains largely lack-
ing (World Bank 2018b).

Most human capital is acquired before
adulthood, with children in poor households
typically accumulating the least of it. As dis-
cussed in Fundamentals 1 (“Africa’s Human
Development Trap”), early learning deficits
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magnify over time, and there is limited scope
for catch-up during adulthood. Similar obser-
vations hold for child malnutrition. This
poses a policy conundrum, especially for
countries and poor households. Investments
today only pay off one generation later,
locking poor households and countries in a
vicious circle of poverty.

A second initial condition that impedes
poverty reduction in Africa is the lack of
access to infrastructure. The low returns to
the poor’s land, labor, and skills arise partly
from their inability to access and afford
information and communication technology,
energy, and transport services (Christiaensen,
Demery, and Paternostro 2003; Grimm et al.
2017; James 2016). There is clear evidence of
a positive effect of infrastructure (of all three
categories) on growth, but the positive effects
on equity are more tentative (Calder6n and
Servén 2014).

Lack of access to infrastructure in rural
areas, limited affordability of the related

services, and the absence of the analog com-
plements (no electricity or roads) frequently
combine to exclude the poor from benefiting
directly. But technological and institutional
innovations are bringing down the economies
of scale and costs of providing and operating
infrastructure services. This trend will help
the poor leapfrog the infrastructure gap. It
will not occur automatically, however, and
given the complementarity of the different
services, the effects will be greater if the lim-
ited access to the different services is tackled
jointly. These points are elaborated further
in Fundamentals 3, “Leapfrogging with
Technology (and Trade).”

Finally, and only more recently acknowl-
edged, the lack of human capital, physical
assets, and access to basic infrastructure do
not only reduce the earning capacity of the
poor but also conspire to limit their mental
“bandwidth” and their capacity to aspire,
making the escape from poverty an even big-
ger challenge (box 2.2).

BOX 2.2 New insights from the psychology of poverty can inform project design

Poverty entails making many difficult decisions daily
to survive and try to prosper (World Bank 2015b).
As such, poverty taxes the mental bandwidth of the
poor (Mani et al. 2013) and can impede higher-level
cognitive functioning. Whether it is called concen-
tration, focus, or executive control, such higher-level
cognitive functioning is needed to remember impor-
tant tasks, to plan for the future, and to exercise
self-control.

Poverty further induces stress that can compro-
mise these traits (Chemin, De Laat, and Haushofer
2013; Spears 2011). As a result, poor people often
face difficulty saving, investing, and planning for
the future—including for investment in the educa-
tion and health of their families—and may become
highly risk-averse (Haushofer and Fehr 2014). Yet
good financial management and calculated risk tak-
ing are key behaviors associated with escaping pov-
erty. By crowding out mental bandwidth and induc-
ing stress, poverty begets poverty (Ghatak 2015).

Poverty can furthermore affect the ability to aspire
(Appadurai 2004; Dalton, Ghosal, and Mani 2016;

Genicot and Ray 2017). Higher aspirations help a
person achieve better outcomes—and better out-
comes (gained through greater effort) can encourage
individuals to have higher aspirations. These effects
can be intergenerational (Bernard et al. 2014).

Aspirations respond to living conditions and
social conditions. The policy of reserving seats for
women leaders in West Bengal, India, changed the
aspirations of girls and their parents and increased
the educational attainment of girls despite the lack
of direct investment in education facilities by women
leaders (Beaman et al. 2012). Although less stud-
ied in low- and middle-income countries, member-
ship theory and the psychological effects of one’s
social influences have been studied extensively in
the United States in the context of racial inequality
(Durlauf 2006).

Few interventions exist to date to tackle the “psy-
chology” of poverty directly. Yet awareness of the
mental constraints and aspiration failures the poor
face can greatly help improve project design (World
Bank 2015b).
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African economies (figure 2.3).% Natural
resources generate significant export earn-
ings and fiscal revenues but have at times
even been found to be a “curse” for eco-
nomic growth.Z More particularly, although
exploiting natural resource abundance can

Natural Resource Dependence and
Governance

Following the commodity price boom of the
1990s and 2000s, natural resource depen-
dence in Africa has dramatically increased
and is now a defining feature of many

FIGURE 2.3 Natural resource dependence has increased substantially in most African countries

a. Change in share of mineral exports in total exports, 1996-2013
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Source: Calculations based on United Nations Conference on Trade and Development (UNCTAD) data.

Note: There is a close correlation between the export and government revenue shares of natural resources. Data on the latter, although arguably the better indicator of resource

dependence, are patchy.
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improve growth prospects in the short run,
countries with significant resources typically
experience lower growth in the long run
(Demery 2018).8 An assessment of growth
in the nonresource sector in 18 resource-rich
countries during the 2000s resource boom
suggests that resource abundance provides
no positive (or negative) payoff for the rest of
the economy, leaving these countries without
the anticipated productivity transformation
in their domestic economies (Warner 2015).

Among the different natural resources, oil
produces the largest problem for the greatest
number of countries (Ross 2012). For exam-
ple, in Nigeria (where oil exports represent
34 percent of GDP), a 10 percent increase in
the oil price is predicted to lead to a 5 per-
cent lower long-run GDP per capita growth
rate (Collier and Goderis 2012). In Angola
(where oil exports are 64 percent of GDP),
the same oil price increase would lead to a
9.9 percent lower long-run GDP per capita
growth rate.

One oft-cited reason why resource abun-
dance might undermine economic growth
is its negative effect on institutions and gov-
ernance.? Natural resources (especially oil)
affect government functioning in profound
ways: the revenues they yield are usually
large, are subject to large fluctuations, are
not dependent on the support of the taxpay-
ing electorate, and can readily be hidden
from public scrutiny (Ross 2012). These fac-
tors combine to undermine the “open” func-
tioning of governments in society and distort
government incentives. Governments that
rely more heavily on revenue from natural
resources are also less likely to be democratic
and accountable to their citizens (Prichard,
Salardi, and Segal 2018; Ross 2001). Once
the negative impact of natural resources on
long-run GDP growth (through their impact
on governance and government institutions)
is controlled for, the presence of oil and other
mineral resources tends to benefit growth
prospects (Isham et al. 2005; Sala-i-Martin
and Subramanian 2008).12

The implication of these findings is that
extractive resources are unlikely to ben-
efit the population at large and thus are

less likely to reduce poverty. Evidence from
across countries confirms this, with the pres-
ence of extractive industries found to dampen
the poverty-reducing effects of growth in
the nonagricultural sectors (Christiaensen,
Demery, and Kuhl 2011). Natural resource
abundance induces the emergence of “con-
sumption cities,” where workers are engaged
principally in nontraded sectors (personal
services and commerce). Poverty is higher in
such cities than in “production cities,” those
associated with urbanization in the absence
of natural resources (Gollin, Jedwab, and
Vollrath 2016).

Finally, what about the potentially ben-
eficial impact on the fiscal resources avail-
able to governments to support those public
goods and services that are especially impor-
tant for the poor (Warner 2015)? Here, too,
the evidence is that resource abundance has
adversely influenced public spending on
sectors that tend to benefit the poor such
as agricultural research and development
(R&D), education, and health (noted further
in chapter 6).

Clearly, the increasing resource depen-
dence of African countries poses a chal-
lenge. It threatens to reduce their growth
and prospects for poverty reduction, mainly
through governance channels. Yet this is
increasingly also the context within which
policies to accelerate poverty reduction in
Africa must operate. Interventions to tackle
the rent-seeking behavior and corrupt prac-
tices will need to be part and parcel of policy
packages, both to increase the public finances
available and to spend them more efficiently
on the needs of the poor.

Gender Inequality

Gender inequalities are deep-seated in most
African countries. They have persisted in
access to health and education, to employ-
ment, and to resources more generally. At a
deeper level, women generally have more
limited political engagement and power than
men and are treated differently from men in
the legal system (including in rights to land
tenure). And within the household, women
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have limited voice and power, being often
subject to domestic violence. These areas are
discussed further in Fundamentals 2 (“The
Nexus of Gender Inequality and Poverty”).

Gender equality as an intrinsic objective
is enshrined in international conventions
and is expressed in United Nations (UN)
Sustainable Development Goal 5 (SDG 35):
“Achieve gender equality and empower all
women and girls.” It is an objective in its own
right (Duflo 2012; World Bank 2011). Here
the focus is on how gender inequalities affect
growth and poverty reduction. Conceptually,
reducing gender gaps in access to schooling
will raise the average level of human capital
in the economy and increase the prospects
for long-run growth—part and parcel of
the broader argument that human capital is
important for growth (as discussed earlier
in this chapter as well as in Fundamentals 1,
“Africa’s Human Development Trap”).

However, reducing gender gaps in educa-
tion can also lead to externalities that further
enhance economic performance. Promoting
female education will reduce fertility, leading
to the “demographic dividend” discussed ear-
lier. Similarly, raising a mother’s educational
attainment is likely to reduce the mortality
and morbidity of her children and to encour-
age their schooling. And there may be more
profound indirect effects of reducing the gen-
der gap in education. It could well raise the
status of women in households, hence increas-
ing their bargaining power at home, which
could have far-reaching favorable growth
effects (Doss 2013; King, Klasen, and Porter
2009). Women are likely to encourage higher
savings and (although more speculatively)
to be less prone to corruption and nepotism
(Branisa, Klasen, and Ziegler 2013). And
gender gaps in health care have been found to
reduce the pace of long-run growth (Bloom,
Kuhn, and Prettner 2015).

Some observers are cautious about the
robustness of the evidence (Bandiera and
Natraj 2012; Duflo 2012), while others are
more convinced—especially about the impact
on growth of gender gaps in education
(Dollar and Gatti 1999; Klasen 2002, 2006,
2018; Knowles, Lorgelly, and Owen 2002).

If African countries had started with more
balanced educational attainments in 1960
and done more to promote gender-balanced
education growth, their annual real GDP per
capita growth rate could have been almost
1 percentage point higher (Klasen 2002).
And the favorable indirect effect of female
education in reducing fertility can lead to a
demographic dividend that is even larger than
this estimate (Klasen and Lamanna 2009).
A wide-spanning review of 54 studies con-
firms that reducing the education gender gap
improves economic growth and that in terms
of its quantitative magnitude, the effects are
quite large (Minasyan et al. 2017).1

Recent research further shows that social
institutional gender inequality is not only
an important driver of the gender gaps in
education, employment, and governance
(Branisa, Klasen, and Ziegler 2009, 2013,
2014; Yoon and Klasen 2018) but is also
associated directly with poorer growth out-
comes (Ferrant and Kolev 2016).12 This is
particularly the case in low-income coun-
tries. Dismantling gender-based discrimi-
nation in social institutions could increase
global growth by as much as 0.6 percent-
age points per year over the next 15 years
(Ferrant and Kolev 2016).

Reducing gender gaps in all likelihood
will raise the growth prospects of African
economies. In so doing, it is also likely to
reduce poverty, though the evidence on how
reducing gender gaps helps reduce poverty by
increasing the effect of growth on poverty
is not as clear. The closing of gender gaps
to reap poverty and growth returns could
happen through a focus on four broad areas
(Klasen 2006):

e A growth strategy that raises the demand
for female labor (such as the export-led
growth strategies of East Asia)

¢ Policies that remove gender gaps in edu-
cation, especially in poorer households
where school enrollment rates tend to
be much lower than in the rest of the
population

e Actions to improve women’s access to
productive assets—more secure property
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rights and access to land as well as better
access to credit, modern inputs, and other
means of production (including land)

e Policies that help poorer couples reduce
their fertility.

In addition to documenting the gender
gaps in more detail, Fundamentals 2 (“The
Nexus of Gender Inequality and Poverty”)
explores these and other policy entry points
to overcome gender inequality.

Social Dynamics and Investment Traps
for the Poor

A more recently documented structural
impediment to poverty reduction concerns
the social dynamics that hold people back
from investing in their income activities
for fear of the redistributive consequences.
Faced with the burden of having to bear the
full cost of failure but only able to appro-
priate a limited part of the benefits of suc-
cess, they may forgo saving and investment
opportunities, leading to an investment trap.

Redistributive pressures from fam-
ily and friends are strong in many parts of
Africa. Strong social norms in West Africa
dictate that an individual who has cash on
hand supports friends and relatives who
may need it (Platteau 2000). There are ben-
efits to this system. In Benin, for example,
having just one educated family member
greatly improves educational outcomes in
the extended family (Wantchekon, Klasnja,
and Novta 2015). Also, assistance from fam-
ily and friends is among the most important
means households have to manage shocks—
and the most important for households in the
bottom 40 percent in Nigeria and Uganda
(Nikoloski, Christiaensen, and Hill 2018), as
also discussed in chapter 5 (“Managing Risks
and Conflict”).

At the same time, there is increasing dis-
cussion on how reliance on informal net-
works may have negative consequences
(Platteau 2014). Avoiding redistributive pres-
sures from family by hiding one’s income, or
tying it up in nonliquid forms, can result in
suboptimal investment and savings decisions.

The kin system can even be a poverty trap
when it results in a “status quo bias” and
collective opposition to individuals’ efforts
to pursue income opportunities (Hoff and
Sen 2005).

The evidence (experimental and observa-
tional) that this matters is emerging along
with the theory of the process. For example,
when individuals in an economic experiment
in Kenyan villages were given cash, they
were found to invest less when the amount
they invested was made public than when
the amount they invested was kept private
(Jakiela and Ozier 2016). In Malawi, redis-
tributive pressures on lottery winners was
varied by publicizing the results of some win-
ners and not others. Those who were pub-
licly announced spent 30 percent more than
those whose identities were kept private in
the period immediately following the lottery
(Goldberg 2017). In Senegal, a field experi-
ment elicited the “willingness to pay” to
keep their income private, with two-thirds
of the experiment participants forgoing up to
14 percent of income gains to hide these gains
(Boltz, Marazyan, and Villar 2016). Evidence
from real-world behavior drawing on survey
data is more circumstantiall? but points in
the same direction.4

To be sure, many other constraints to
investment may be more important, and not
all studies that have looked at the impact of
redistributive norms have found them to have
an effect. For example, external pressure to
share could not account for the inability of
many small entrepreneurs in Ghana to invest
in their businesses (Fafchamps et al. 2011).
Nonetheless, the evidence above also sug-
gests that redistributive pressures are a factor
to consider.

In addition, not all individuals are affected
equally. The evidence suggests that women
and poor households are more susceptible to
the social pressures. In Kenya, women were
found to be less able to say no, as were people
living in poorer villages (Jakiela and Ozier
2016; Schaner 2017). In Malawi, there is evi-
dence that social pressures to share windfall
income have a larger effect on poorer house-
holds (Goldberg 2017). That redistributive
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BOX 2.3 Formal safety nets and commitment savings devices can help households

overcome the investment trap

As with all poverty traps, income gains can help
break the cycle. As households become richer, they
need to rely less on redistribution and are less sub-
ject to redistributive pressures. Structural change
that accompanies development may also lessen
redistributive pressures. For example, when individ-
uals migrate from rural to urban areas and become
more distant from members of their informal net-
work, they are less subject to the same redistributive
pressure. On the other hand, this could also cause
the informal network to prevent the more entrepre-
neurial from migrating (Hoff and Sen 2005). Formal
safety nets as well as savings commitment devices
may provide more immediate policy entry points to
help households overcome the investment trap.
Redistributive pressures remain high in Africa in
part because, for many households, informal trans-
fers from friends and family are the main source of
support in times of need. Formal safety nets, which
could displace informal transfers, still cover only a
small proportion of the population in most coun-
tries. Displacement of informal transfers through
safety nets is usually seen as a negative side effect
of safety nets: the household may be left more vul-
nerable than before. However, if it reduces the nega-
tive impacts of redistributive pressure, this could

represent a positive change. A meta-analysis on
safety nets in Africa concludes that the crowding-
out impact of safety nets on other financial flows has
been modest so far (Ralston, Andrews, and Hsiao
2017). It may take time for redistributive norms to
change in response to the development of a social
safety net.

Commitment savings devices also help individu-
als commit to savings goals, often with the aim of
helping individuals protect savings from their own
lack of self-control. Increasing evidence suggests that
they can also help households protect their money
from requests from friends and family, and with-
out the transaction costs involved in tying up cash
in illiquid forms. Commitment savings devices are
popular with women in rural Kenya in part because
they protect money from unplanned requests
for transfers to families and friends (Dupas and
Robinson 2013). In Malawi, households with more
assets, presumably at higher risk of being taxed by
family and friends, are more likely to benefit from a
commitment savings device (Brune et al. 2015). The
evidence is suggestive (Karlan, Ratan, and Zinman
2014), but more research is needed because redis-
tributive pressures cannot easily be exogenously
varied across households in real-world settings.

pressures bind more strongly on poor house-
holds is what makes this dynamic even more
pernicious. Box 2.3 reviews entry points to
overcome this investment trap for the poor.
A comprehensive discussion of how to better
manage risks is in chapter 5.

More and Better Income-Earning
Opportunities for the Poor

High fertility and limiting initial conditions
(poor human capital and infrastructure,
resource dependence, and deep-seated gen-
der inequalities) are key traits of the setting
in Africa within which the poor (and near-
poor) are organizing their economic activities
to earn a living. Their main income activities
are still largely confined to agriculture and

rural areas, albeit with differentiation across
countries, and regions within countries,
though with income streams subject to high
volatility everywhere.

With GDP per capita low in most coun-
tries, there is limited scope for redistribu-
tion to accelerate poverty reduction. Possible
exceptions are Africa’s middle-income and
natural-resource-rich countries, as in southern
Africa, where inequality (including of land)
is also highest (see box 2.4 and chapter 6,
“Mobilizing Resources for the Poor”).

The main focus of this report is thus on
how best to increase and secure the poor’s
income-earning capacity in the near and
medium term, on and off the farm, through
wage or self-employment—oput differently,
how best to generate better and more
secure jobs that are accessible to the poor.
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In 2016, the Swiss rejected a proposal for a monthly
income for all. Meanwhile, in 2017, Finland became
the first European country to implement a two-year
social experiment that provides a monthly stipend to
unemployed citizens—not quite a monthly income
for all but moving in that direction. The idea of a
basic income guarantee (BIG)—also referred to as
a guaranteed minimum income or universal basic
income—is being discussed not only in high-income
countries but also as a debated policy option for
low- and middle-income countries (Devarajan 2017;
Ravallion 2014).

The notion that low- and middle-income coun-
tries cannot possibly offer universal income is being
challenged by new thinking and analysis, not least
in the context of direct dividend payments (DDPs) in
low-income countries with sizable natural resource
revenue. However, it is discussed not only in these
contexts. The government of India has done exten-
sive calculations on the fiscal feasibility and studied
the practical issues that introducing a universal basic
income would entail (MoF Gol 2017).

The idea of guaranteed minimum income is not
new. One of the U.S. Founding Fathers, Thomas
Paine, argued that every person is entitled to share
the state’s resources, proposing that citizens be paid
the equivalent of what was at the time more than
half of a laborer’s annual income, as a share of the
national wealth (Paine 1797). In the 1960s, Nobelist
and classical economist Milton Friedman pro-
posed a negative income tax that included a trans-
fer for those with no income. More recently, the
International Labour Organization (ILO) proposed
a Social Protection Floor that includes minimum
income security through social assistance for those
who cannot earn sufficient income.

BOX 2.4 Should low- and middle-income countries go BIG?

Some regard a BIG as a “right of citizenship,”
while others emphasize that it can be an effective
tool to alleviate poverty with modest distortionary
impact on the economy. For the poorest households,
it can potentially address constraints to livelihoods
and result in an increase in labor supply, especially
when much work is informal self-employment
(Andrews, Hsiao, and Ralston 2018).

In practice, a BIG makes obsolete the complex
issues and costs of targeting the poor in existing
social assistance schemes. A universal approach
may even outperform targeted programs in terms
of reaching the poor (Brown, Ravallion, and van
de Walle 2017). And with the advent of social reg-
istries and biometric systems, it may be less prone
to corruption in the distribution of cash payments
than other means of social assistance. The relatively
new social protection systems in middle-income
countries and the even smaller-scale systems in low-
income countries limit such gains from a BIG in
these contexts.

Although the tight fiscal space to provide pro-
grams for the poor may limit the scope for BIGs in
low- and middle-income countries today, as experi-
ences with them grow in other contexts, they may
increasingly become part of the menu of social assis-
tance options even in low-income settings. A num-
ber of factors will ultimately influence the take-up
of universal basic income: the policy challenges to
be addressed, existing safety net systems, adminis-
trative ability to do means-testing, the range of tax
instruments available to raise revenue, and respon-
siveness of labor supply (IMF 2017).

Note: For more about universal basic income proposals, also see the discussions
in Ferguson (2015), IMF (2017), and Ravallion (2016).

Unemployment is mostly less of an issue,
because most of the poor are too poor to
afford not to work except in countries like
South Africa, which has much less infor-
mal employment and smallholder agricul-
ture (Bigsten 2018). Underemployment or
low-productivity employment with unreli-
able income streams, on the other hand, are
widespread.

Maintaining Macroeconomic Stability

A large literature has documented the fun-
damental importance of macroeconomic
stability, regional integration, and trade
facilitation as well as a conducive business
environment for economic growth. These
factors also affect inequality and poverty
(Antoine, Singh, and Wacker 2017; Bah
and Fang 2015; Dollar and Kraay 2002;
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Le Goff and Singh 2014; Rodrik 1998;
Sakyi et al. 2017).13

Three macroeconomic indicators have
particularly emerged as statistically impor-
tant in the cross-country growth regressions:
the rate of price inflation, reflecting monetary
policy; the exchange rate, reflecting openness
to trade and other trade policies; and the level
of government consumption expenditure, or
the size of the fiscal deficit (reflecting fiscal
policy).

Improvements in these macroeconomic
balances are also associated with reduc-
tions in poverty, and when the macro imbal-
ances deteriorate, poverty is likely to rise as
a result (Antoine, Singh, and Wacker 2017;
Christiaensen, Demery, and Paternostro
2003; Dollar and Kraay 2002; Rodrik 2016).

Inflation indirectly increases poverty over
time through its negative effect on the pace
of economic growth. But it also harms the
living standards of poor households directly.
They are less able to protect their savings
against the purchasing-power-eroding effects
of inflation, and their incomes are often not
fully indexed to the changes in the price level
(Easterly and Fischer 2001). In other words,
the “inflation tax” is generally considered to
be regressive, its incidence being dispropor-
tionately on poorer households. Lowering
inflation would thus reduce poverty, as
evidenced by the econometric findings
from Brazil and India (Ferreira, Leite, and
Ravallion 2010; Ravallion and Datt 2002).1¢

Overall, headline inflation has declined
across the region, reflecting the confluence of
stable exchange rates and slowing food price
inflation, with the median annual consumer
price inflation just over 5 percent in 2016
and 2017. However, inflation has remained
elevated in some countries (for example,
Angola, Mozambique, and Nigeria). Overall,
the indications are favorable: inflation will
continue to moderate in the region as food
prices stabilize and exchange rates equilibrate
(World Bank 2018a).

Overvalued exchange rates tend to penal-
ize traded-goods sectors and especially agri-
culture, on which most poor households in
Africa rely for their livelihoods. They make

food imports cheaper (such as rice and maize)
and reduce agricultural export revenues
(Benjamin, Devarajan, and Weiner 1989;
Townsend 1999). Although there is little evi-
dence linking overvalued exchange rates to
the “Dutch disease” consequences of natural
resource endowments (Collier and Goderis
2007, 2012; Sala-i-Martin and Subramanian
2008), where they have arisen, growth out-
comes are harmed. Foreign exchange markets
were often characterized in Africa by admin-
istrative controls, leading to foreign exchange
overvaluation, exchange rationing, and the
emergence of black-market premiums—with
the familiar negative consequences for eco-
nomic growth (Ndulu et al. 2007). Removing
such distortions (when combined with other
sound macroeconomic policies) has been
associated with significant improvements
in growth outcomes (Maehle, Teferra, and
Khachatryan 2013; Stotsky et al. 2012).17
Great reliance on aid for financing public
investment (as in Rwanda, for example) can
also cause real exchange appreciation, favor-
ing the more traditional, domestic-oriented
nonagricultural sector over the more-
productive, open modern sector, thereby
slowing growth. The distributional and
poverty effects are less clear, however (Diao
and McMillan 2018). Overall, while in some
countries (Angola and Nigeria) the spread
between the official and the parallel markets
has persisted, recent exchange rate trends
have been favorable (World Bank 2017).
Finally, high fiscal deficits are also not
conducive to economic growth, though the
immediate effects on inequality and pov-
erty are less clear (Dollar and Kraay 2002).
Fiscal deficits are a rising concern in the
region. The reasons for the negative effects of
fiscal deficits on growth are complex, typi-
cally involving their adverse effects on other
macroeconomic aggregates. If the deficit is
financed through monetary financing, it leads
to increased inflation. If governments borrow
domestically, it raises interest rates, which
discourages private investment. External
borrowing leads to balance-of-payments
challenges and exchange rate overvaluation.
Borrowing also leads to increased external
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debt. Whichever macroeconomic balance
gets disturbed, the effects on growth are
negative.8

Africa used countercyclical fiscal policy
(the use of fiscal deficits to prevent reces-
sion) to help deal with the economic down-
turn of 2008-09. This was an appropriate
policy stance given the global crisis, and
governments generally had fiscal space to
do so. (On average, Africa was in primary
fiscal surplus—at 0.6 percent of GDP in
2006-08—and it had access to global capi-
tal markets.) Primary fiscal deficits of around
-2.2 percent of GDP were in operation in
2009-10 (World Bank 2017), as shown in
figure 2.4, panel a. But with the economic
recovery, African governments need to con-
solidate their fiscal accounts.

Unfortunately, they have been slow to do
so (Gill and Karakiilah 2019). World Bank
(2018a) projected the median primary fis-
cal deficit to remain around -3.6 percent
in 2018. As a consequence, gross govern-
ment debt in Africa increased from about

32 percent of GDP in 2012 to 56 percent of
GDP in 2016 (figure 2.4, panel b).

The growing debt burden means that
African governments have less fiscal space
to manage their economies and to invest in
poverty reduction now and for the future.
The number of tax years it will take to repay
general government debt has increased from
2.7 in 2006-08 to 3.6 in 2015-16 (World
Bank 2017). Fourteen countries were consid-
ered at high risk of debt distress at the end of
2017 compared with 7 in 2012 (World Bank
2018a). When fiscal tightening comes largely
at the expense of spending on social sectors,
as has often been the case in the past, the
poor and their children stand to suffer most.

Leveraging the Food System

The focus thus far has been on the macro-
economic drivers of aggregate GDP growth
in the neoclassical tradition. An important
complementary perspective comes from the
dual-economy growth models. These start

FIGURE 2.4 Fiscal accounts and government debt in Africa have deteriorated since the global crisis of 2008-09 and have
yet to recover
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from the observation that there is a wide
dispersion in labor productivity across eco-
nomic activities in low- and middle-income
countries—modern versus traditional, for-
mal versus informal, traded versus non-
traded, cash crops versus staple crops, and so
on. Mechanically, much is thus to be gained
from moving people from traditional, back-
ward sectors with (seemingly) low intrinsic
productivity to more modern activities that
exhibit higher returns to scale and produce
tradable goods, that generate spillovers,
and that have high productivity growth
potential—the “structural transformation.”

Traditionally, the low-productivity sector
has come to be equated with agriculture and
the high-productivity sector with nonagricul-
tural activities, even though this was not the
case in the original writings of Lewis (1954).
He identified the low- and high-productivity
sectors with informal and formal activities,
respectively. The distinction is important
because informal and formal modes of pro-
duction are frequent in both agricultural and
nonagricultural operations. From this per-
spective, increasing labor productivity is as
much about increasing productivity within
sectors as it is about reallocating labor across
sectors (Barrett et al. 2017; Rodrik 2016).
That agriculture is not intrinsically less pro-
ductive (and thus not without important
growth potential) is increasingly recognized
(McCullough 2017), even though its produc-
tivity in Africa is still very low (ACET 2017).

Moreover, even if people working in agri-
culture earn less in practice (for example,
because of the seasonal nature of agricultural
production and resulting underemployment),
the models do not tell one how to broker the
move across sectors. Is it primarily a ques-
tion of reducing frictions in labor move-
ment, or does it depend critically on raising
labor productivity in staple crop produc-
tion first so that incomes rise, the demand
for nonfood products grows, and labor can
be released productively to meet this ris-
ing nonfood demand (while the demand for
food, including more diversified food, con-
tinues to grow as well)? Although the con-
ventional interpretation of the structural

transformation premise—as moving people
across sectors—sounds imminently sensible,
its policy implications are far from straight-
forward in practice. How to move millions of
people in smallholder farming and informal
household enterprises into formal wage jobs
outside agriculture? And how to especially
target the poor?

A large body of evidence further shows
that the effects of growth on poverty, not
surprisingly, depend on the sector where
the growth is generated. Multiple studies
show growth in agriculture on average to be
two to three times more effective at reduc-
ing poverty than an equivalent amount of
growth outside agriculture.l? African case
country experience confirms the important
(causal) role agricultural growth can play
for poverty reduction. In Ethiopia, agricul-
tural growth caused reductions of poverty
by 1 percent per year between 2000 and
2005 and by 4 percent per year between
2005 and 2011, making it by far the largest
contributor to Ethiopia’s dramatic reduction
in poverty during 2000-11 (from 55.6 per-
cent in 2000 to 30.7 percent in 2011)
(World Bank 2015a). Large contributions
of agricultural growth to poverty reduction
during the 2000s have also been observed
in Rwanda (World Bank 2015¢), Uganda
(World Bank 2016c), and in more developed
Ghana (Molini and Paci 2015).

The advantage of agriculture over nonag-
riculture in reducing poverty is greater for the
poorest in society but ultimately disappears
as countries become richer (Christiaensen,
Demery, and Kuhl 2011; Ivanic and Martin
2018; Ligon and Sadoulet 2018), as shown
in figure 2.5. After robust agricultural
growth has been sustained for some time,
and the sectoral economies and factor mar-
kets have integrated further (especially the
labor markets), agriculture gradually loses its
comparative advantage in reducing poverty.

The shift in diets and agricultural output
from staples to protein-rich foods (meat and
dairy), fruits, and vegetables as incomes rise
(Bennett’s Law) and the associated expansion
of agribusiness (storage, transport, process-
ing, wholesale, and retail of food) are part
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FIGURE 2.5 Therelative advantage of agricultural growth in
reducing poverty declines with development
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and parcel of this process. While agribusiness
is recorded as nonagriculture in the national
accounts, this extended agriculture typi-
cally is an important first source of off-farm
employment. Today, it makes up about one-
third of off-farm employment: 65-70 percent
of that in food marketing, 20-25 percent
in food processing, and 10 percent in food
services (food away from home) (Allen,
Heinrigs, and Heo 2018; Tschirley et al.
2015). The Asian experience suggests that
poverty reduction is faster if this agricultural
transformation (from staples to nonstaples)
accompanies the structural transformation
(from agriculture to industry) (Huang 2016).

The role of agriculture in an economy’s
structural transformation and poverty reduc-
tion described above depends on the extent
of economic integration within the economy
and with global markets. With full integra-
tion, food imports could in principle sub-
stitute for domestic food production; labor

could then be absorbed directly by export-
oriented industry and services, which would
also provide the necessary foreign exchange
to finance food imports (Dercon 2009;
Dercon and Gollin 2014). Yet most African
countries have large populations distant
from ocean ports and rely for most of their
food on domestic production. Computable
general equilibrium simulations for 315,000
households from 31 countries indicate that
agriculture’s advantage in reducing poverty
holds (a) under both open (food is tradable)
and closed (food is nontradable) economy
assumptions, and (b) whether productivity
growth is confined to one country or is wide-
spread (across all low- and middle-income
countries or across all countries) (Ivanic and
Martin 2018).22 The priority of agricultural
growth for poverty reduction extends well
beyond Africa’s landlocked countries.

Despite progress over the past decade,
African staple crop yields (at 1.5 tons of
cereals per hectare) remain extremely low,
while within-country labor productivity dif-
ferences in agriculture suggest substantial
scope for gains. For example, bringing those
households operating at the 25th percen-
tile in the net agricultural labor productiv-
ity distribution to the 75th percentile would
increase net agricultural labor productivity
by 4.5 times in Uganda and by 7.8 times in
Cote d’Ivoire (Christiaensen and Kaminski
2014; Christiaensen and Premand 2017).

Urbanization and GDP growth add fur-
ther opportunities for agricultural transfor-
mation and value addition. Agriculture and
agribusiness together are projected to be
a US$1 trillion industry in Africa by 2030
compared with US$313 billion in 2010
(World Bank 2013a).

These theoretical and empirical findings
indicate the substantial scope and critical
importance of leveraging Africa’s food sys-
tem to accelerate its poverty reduction by
increasing agricultural labor productivity
both on the farm (in many instances still in
staples, but increasingly also in other crops
and livestock as well as agricultural exports)
and off the farm along the agricultural chain.
This holds across most African countries—in
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fragile and stable countries, in coastal and
landlocked countries, and in resource-rich
and resource-poor countries alike.

How to make best use of agriculture for
accelerating Africa’s poverty reduction is the
topic of chapter 3 (“Earning More on the
Farm?). The history of economic development
in Europe and Southeast Asia further suggests
that the agricultural growth and nongrowth
processes should not be too much out of bal-
ance so that nonagricultural growth can pro-
vide the necessary incentives and assets for
households that remain in agriculture, while
also absorbing the labor released from agricul-
ture, as agricultural growth takes off.

Moving Off the Farm

Labor productivity growth in agriculture
is thus key for the poverty agenda, both
because of its larger poverty-reducing pow-
ers, given the current level of development
of most African countries, and because
it helps create the demand for locally pro-
duced goods and services and thus increases
employment off the farm. The latter hap-
pens not only, importantly, within extended
agriculture (agribusiness) but also outside
agriculture in the rural and urban economy
(construction, manufacturing, transport,
and trade). The mere existence of labor
productivity differences across sectors typi-
cally does not suffice to trigger sustainable
growth and poverty reduction through labor
reallocation, even though it can reduce pov-
erty in a first round.

The latter is what has been observed across
much of Africa over the past two decades.
There has been structural transformation.
Agriculture’s share of GDP declined from
22.6 percent in 1995 to 17.5 percent in 2016.
The share of agricultural employment likewise
fell during the 2000s by an estimated 10 per-
centage points or about 1 percentage point per
year (Barrett et al. 2017), consistent with the
pattern historically observed in other coun-
tries (Diao, McMillan, and Wangwe 2018).

Yet Africa’s structural transformation has
been mainly toward low-productivity, non-
tradable services in urban areas, and much

less to tradable manufacturing (or services),
as historically observed in other countries
(Rodrik 2016). This partly links with Africa’s
commodity boom during the 2000s, which
fueled economic growth and urbanization in
many countries. Consumption cities arose,
characterized by higher shares of imports
(including of food) and higher shares of
employment in nontradable services (Gollin,
Jedwab, and Vollrath 2016).

The move to low-productivity, nontradable
urban services has contributed to structural
change and poverty reduction (McMillan,
Rodrik, and Verduzco-Gallo 2014; World
Bank 2014). But it has not put countries on
a sustainable growth-increasing and poverty-
reducing path. The emergence of a number
of newly resource-rich countries (such as
Ghana and Mozambique) does not bode well
from this perspective (as discussed earlier),
especially because many resource discover-
ies have happened in weak institutional envi-
ronments. Then, countries have often found
themselves with growth rates even lower
than before the discoveries (Cust and Mihalyi
2017). Recent evidence from Africa confirms
however that when structural change is
induced by an increase in agricultural labor
productivity, it also increases the employ-
ment share in manufacturing, often related to
agriculture. The experiences of Ethiopia and
Tanzania over the past decade are illustrative
(Diao, McMillan, and Wangwe 2018).

Finally, off-farm employment genera-
tion does not happen in a spatial vacuum.
Structural and spatial transformation, or
urbanization, go hand in hand. There is
growing evidence that it is especially sec-
ondary town development, as opposed to
metropolitization, that may be more condu-
cive to poverty reduction (Christiaensen and
Kanbur 2017; Gibson et al. 2017). Africa’s
cities are often crowded, given rapid internal
population growth (Jedwab, Christiaensen,
and Gindelsky 2017; Lall, Henderson, and
Venables 2017), and even when functional,
they are much less accessible to the poor than
secondary towns, which are physically and
culturally more proximate. Proximity helps
reduce transport, search, and settlement costs
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for prospective migrants and helps maintain
access to the village as a safety net when
things go wrong (Ingelaere et al. 2018).

From a poverty-reduction perspective,
then, secondary towns and secondary cit-
ies emerge as an important, though in the
past somewhat neglected, node in countries’
urban systems. The composition of Africa’s
urbanization will be as important as the
urbanization itself, which has so far not been
associated with much poverty reduction.
How the poor’s off-farm earning opportuni-
ties can be improved is discussed in chapter 4
(“Moving to Jobs Off the Farm”).

Addressing Fragility

After a relatively peaceful period in the 2000s,
the incidence of conflict has again increased,
putting a major burden on Africa’s poverty-
reduction efforts. Countries suffering more
than 100 casualties in a year experience a 2.3
percent decline in economic growth (Beegle
et al. 2016). Every year that a 1-degree grid
cell experiences more than 50 conflict-related
fatalities, that area has a 4.4 percentage point
lower growth rate (Mueller 2016).

And the effects are often long-lasting
(Minoiu and Shemyakina 2014; Moya 2018;
Serneels and Verpoorten 2015). Households
whose houses were destroyed or who lost
land in Rwanda during the violent 1990s ran
a higher risk of falling into poverty many
years later (Justino and Verwimp 2013).
Conflict also limits human capital acquisi-
tion (Blattman and Annan 2010). It is no
wonder, then, that poverty levels are higher
in fragile states that are ridden by conflict
(Beegle et al. 2016). Neighboring regions
and countries can be affected through the
impact of internally displaced persons and
refugees on labor markets and health sys-
tems. But forced migration does not always
put a burden on the host economy (Maystadt
et al. 2018).

Among the different natural disasters and
economic shocks, ill health, drought, and
price shocks pose the largest risks to welfare
in Africa, primarily through their effects on
income and not assets (as in the case of con-
flict). The effects can be significant. Malaria

alone reduces income by 10 percent when
it goes undetected and untreated (Dillon,
Friedman, and Serneels 2014). A moder-
ate drought of 30 percent yield loss is pre-
dicted to reduce consumption by 15 percent
and 9 percent in Uganda and Ethiopia,
respectively (World Bank 2015a, 2016¢).
Uneducated urban households in Ethiopia
reduced their consumption by 10-13 per-
cent because of higher food prices in urban
markets at the end of 2010 (Hill and Porter
2016). But higher food prices can also be
beneficial. In Uganda, they accounted for
almost half of the crop income growth of
the bottom 40 percent during 2006-12
(World Bank 2016¢).

Shocks of these kinds often cast a long
shadow—even more so when children are
involved, as these examples illustrate:

e Weather shocks can have multiple
impacts. For example, drought-induced
consumption losses during childhood
have caused losses of 2.3 centimeters
and 3 centimeters in adult stature in
Zimbabwe and Ethiopia, respectively
(Alderman, Hoddinott, and Kinsey 2006;
Dercon and Porter 2014). And in Ethio-
pia, 10 years after the drought, income
was 16 percent lower than among coun-
terpart households that had not suffered
to the same degree, and cattle holdings
had recovered to only two-thirds of their
prefamine levels (Dercon 2004).

e War in Eritrea, Ethiopia, and Rwanda
caused children to be shorter by 0.76-1.37
of a standard deviation of the height-for-
age distribution (Akresh, Lucchetti, and
Thirumurthy 2012; Akresh, Verwimp,
and Bundervoet 2011).

e Nutritional and educational shocks have
a substantial impact on adult incomes—
from a 3 percent reduction in earnings
per year in Ethiopia to 20 percent lower
wages in Burundi and 14 percent lower
lifetime earnings in Zimbabwe (Alder-
man, Hoddinott, and Kinsey 2006;
Bundervoet, Verwimp, and Akresh 2009).

However, the more pernicious effect may
not be when disasters actually occur but in
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the costly behavior that the anticipation of
shocks (uninsured risk) causes year after year.
When households cannot manage the risks in
their environment, they eschew investments
and livelihood strategies that offer great
reward but that leave them too exposed.
Although harder to prove empirically, a body
of robust empirical evidence has emerged
over the past decade supporting this theory.
Recent randomized controlled trials have,
for example, consistently documented that
when farmers feel insured (as a result of hold-
ing an insurance policy), they increase their
agricultural investments. In northern Ghana,
investment in agricultural inputs increased by
88 percent, from US$375 to US$705 (Karlan
et al. 2014). And in Mali, spending on cotton
inputs increased by 14 percent (Elabed and
Carter 2014).

Clearly, risks are omnipresent in African
livelihoods, and the extent to which they
can be managed is closely intertwined with
Africa’s poverty dynamics. In addition to gen-
erating income-earning opportunities on and
off the farm that are accessible to the poor,
accelerating Africa’s poverty reduction thus
also requires more cost-effective conflict and
risk management tools—to help households
reduce their exposure to shocks (such as with
bed nets or irrigation) as well as to help them
better manage shocks that cannot be avoided
or that should be embraced given the oppor-
tunity they bring (such as through financial
market development and adaptive safety nets).

In the case of conflict, lessons are emerging
on the role of well-directed public programs
to reduce conflict and on how financial inclu-
sion can help households manage in the face
of an increased risk of violence. Chapter 5,
“Managing Risks and Conflict,” reviews the
challenges and options for better risk man-
agement for the poor, including in fragile,
conflict-affected, and violent states.

Making Fiscal Systems Go Further for
the Poor

The question remains of how to finance
this agenda of more and better jobs for the
poor on and off the farm; how to incentiv-
ize farmers and governments to invest in

risk prevention in the face of many more-
immediate needs; how to invest in improv-
ing the initial conditions, which often also
only pays off later; and how to do all of this
in a tightening fiscal environment and in
different natural resource and governance
settings.

Current levels of public spending that
effectively reach and benefit the poor are not
nearly sufficient. The issue is partly a lack of
resources, especially in low-income countries.
In two out of five African countries, sim-
ply filling the average poverty gap—that is,
transferring the minimum amount of money
so that nobody is any longer poor—would
require 10 percent of GDP. With government
tax revenues equivalent to only 9 percent
of GDP on average in Africa’s low-income
countries, this would leave nothing for public
investment.

Greater domestic resource mobilization
can help, including through greater focus on
large local taxpayers, corporate taxes, and
transfer (mis)pricing as well as excise and
property tax collection. Resource-rich coun-
tries could also generate much more govern-
ment revenue from the extractive industries
(APP 2013). But more international finan-
cial assistance will also be needed (Greenbhill
et al. 2015; Manuel et al. 2018), which could
also go further by leveraging private sector
finance (World Bank 2017) provided that
care is taken that the financing is additional
and that it leverages investments that dispro-
portionately benefit the poor.2!

But the available resources could also be
targeted more in the sectors and subsectors
(for example, staples, primary education,
and safety nets) as well as the places (towns
and rural areas) that improve the livelihoods
of the poor more effectively. For example,
at about 3 percent of government spending
over the past two decades, Africa’s spend-
ing on agriculture has been well below what
East Asian governments spent when they
embarked on their trajectory of rapid poverty
reduction (8-10 percent during 1980-2000)
(IFPRI 2018). And the amounts spent could
often be spent more efficiently, not only by
targeting public instead of private goods
(such as input or fuel price subsidies) but also
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by improving the quality of services, such as
through the reduction of absenteeism among
teachers and health personnel.22

How to make public resources go fur-
ther in reducing poverty—by mobilizing
more resources, better allocating them to
pro-poor public goods, and using the avail-
able resources more efficiently—is the topic
of chapter 6, “Mobilizing Resources for the
Poor.”

A Way Forward

Generating more and better jobs for the
poor requires a policy package that fos-
ters pro-poor growth in an environment of
greater natural resource dependence and
increasingly strained globalization but also
much faster technological advances. The
remainder of this report goes beyond identi-
fying the key sectors that need strengthening
and elaborates on the subsectoral policies
needed to broker Africa’s structural and spa-
tial transformation (chapters 3 and 4) and to
equip the poor with better risk management
tools (chapter 3).

Countries must simultaneously also
begin to address the longer-run structural
impediments to pro-poor growth: human
development of the next generation, gender
inequality, infrastructure gaps, and the poli-
tics of pro-poor policy making. In this, the
report’s focus is on the fiscal implications of
addressing both these short- and long-run
agendas—helping the poor earn more today
and preparing them for the future—when
budgets are becoming increasingly tight (as
explored further in chapter 6).

The challenges and policy entry points
that each of the structural constraints
poses, pointing to policies and investments
that only tend to pay off in the long-term
future, are further reflected upon in the four
“Fundamentals” interspersed between the
chapters: “Africa’s Human Development
Trap”; “The Nexus of Gender Inequality and
Poverty”; “Leapfrogging with Technology
(and Trade)”; and “Politics and Pro-Poor
Policies.” Because these topics were also

discussed in depth in four recent World
Development Reports, they are not discussed
in great detail here.23

Notes

1. These are like previous assessments (Bloom
and Canning 2004; Eastwood and Lipton
2011; Kelley and Schmidt 2007). The divi-
dend explained around a fifth of the growth
acceleration in East Asia (Bloom and
Williamson 1998).

2. After controlling for access to family plan-
ning and education, the economic status of
the household influences fertility decisions
(Schoumaker 2004).

3. Education was also found to be the key cen-
tral element in gaining the demographic divi-
dend (Cuaresma, Lutz, and Sanderson 2014).

4. Showing the causal impact of education is
difficult. Some studies have tackled this.
Secondary schooling in Kenya reduces the
likelihood of low-skilled (and low-earning)
self-employment (Ozier 2018). Education
increases the probability of migration, growth
in agricultural income, and diversification
of income outside of agriculture in Uganda
(Hill and Mejia-Mantilla 2017; Lekfuangfu,
Machin, and Rasul 2012; Mensah and
O’Sullivan 2017).

5. School enrollment or the gross enrollment
ratio is the ratio of total enrollment, regard-
less of age, to the population of the age group
that officially corresponds to the level of edu-
cation shown.

6. Despite a substantial drop in commod-
ity prices during the first half of the 2010s,
there has been little evidence of a reversal in
resource dependence (Roe and Dodd 2017).

7. Several studies have pointed to a negative
effect of natural resources on GDP growth
(Ross 20125 Sachs and Warner 1995, 1997).
Others found that commodity price booms
were favorable for growth; see Deaton and
Miller (1996) for evidence of this in Africa.

8.  When taking growth forecasts, as opposed to
growth in nonresource countries, as counter-
factual, higher short-run growth episodes in
fact often do not materialize. Growth fore-
casts are arguably the closest counterfactual
of what would have happened in the absence
of a resource discovery/price boom. Cust and
Mihalyi (2017) speak of a “pre-resource” or
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10.

11.

12.

“expectations” curse, whereby, following the
discovery of new natural resources, economic
growth already starts to wane long before
production has started. Exuberant expecta-
tions lead to (over)optimistic growth fore-
casts and overspending. It has been observed
in Ghana and Mozambique in the late 2000s,
but is common across the world, especially in
countries with weak political institutions.
Other reasons include the “Dutch disease”
and increased price volatility. The boost in
foreign exchange earnings leads to exchange
rate overvaluation that adversely affects
the other tradable sectors including agricul-
ture (the Dutch disease). This could lead to
lower overall growth, although studies of
this phenomenon find little or no evidence
(Collier and Goderis 2012; Sala-i-Martin
and Subramanian 2008). Second, countries
with resource abundance face more volatil-
ity, especially in prices, which harms invest-
ment and growth. Some evidence of this has
been found (Collier and Goderis 2012; Sala-
i-Martin and Subramanian 2008).

In extreme circumstances, the presence
of natural resources can lead to civil con-
flict in a country. According to Collier and
Hoeffler (2004), a country that has no natu-
ral resources faces a probability of civil con-
flict of 0.5 percent, whereas a country with
a natural resources-to-GDP share of 26 per-
cent faces a 23 percent probability of conflict.
Civil conflict, of course, is an extreme mani-
festation of institutional collapse.

The empirical evidence linking gender gaps
in the labor market to growth is not so well
established as for education, mainly because
of data limitations (Gaddis and Klasen 2014).
The Social Institutions and Gender Index
(SIGI) was used to proxy these deep-seated
gender inequalities (Jutting et al. 2008;
Morrison and Jiitting 2005). The SIGI seeks
to assess the social roots of gender inequali-
ties rather than their outcomes. Using the
approach by Foster, Greer, and Thorbecke
(1984), the index combines five (unweighted)
subindexes, each measuring a different
dimension of gender inequality: (a) Family
code measures gender inequalities within
the household (parental authority, inheri-
tance rights, early marriage, and polygamy).
(b) Civil liberties refers to the public sphere
of life, covering freedom of movement and
freedom of dress. (¢) Physical integrity

13.

14.

15.

combines different indicators of violence
against women (the existence of laws against
domestic violence, rape, and sexual harass-
ment, and the presence of female genital
mutilation). (d) Ownership rights covers the
economic dimensions of social institutions,
including access to land, to bank loans, and
to property other than land. (e) Son prefer-
ence is a generic term referring to gender
bias (or “missing women”) in the demo-
graphic data.

The redistributive pressures can be controlled
by the experiment to some extent, allow-
ing the impact of redistributive pressure on
behavior to be assessed.

In Cameroon, 20 percent of borrowers state
that they would take on a costly loan to sig-
nal to others in their community that they do
not have money available and could not be
asked for financial help (Baland, Guirkinger,
and Mali 2011). Investment decisions in
business activity and productivity can also
be negatively influenced by social pressure
to redistribute earnings or income, as shown
in seven West African cities (Grimm et al.
2013) and in Burkina Faso (Grimm, Hartwig,
and Lay 2017; Hadnes, Vollan, and Kosfeld
2013). A study of 31 African countries found
that “family taxation” discourages some
talented individuals from entering entrepre-
neurship and results in fewer formal enter-
prises (Alby, Auriol, and Nguimkeu 2018). In
KwaZulu-Natal, in South Africa, those with
larger kinship networks are more likely to
invest in durables that are nonsharable and
less likely to save in liquid assets. This results
in lower income for those with larger kin-
ship networks (Di Falco and Bulte 2011). In
Ethiopia, kinship networks reduce the incen-
tive to invest in the reduction of exposure to
weather shocks (Di Falco and Bulte 2013).
One key component of the business climate
is access to finance. Others include infra-
structure, crime, corruption, and regulation.
Encouraging the development of the finan-
cial sector has been found to encourage eco-
nomic growth, but its effect on poverty is
uncertain. Beck, Demirgii¢-Kunt, and Levine
(2007) and Naceur and Zhang (2016) find
that financial development is associated with
reduced poverty. But Jaumotte, Lall, and
Papageorgiou (2013) and Antoine, Singh,
and Wacker (2017) find that financial sector
deepening appears to be negatively associated
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17.

18.

19.

20.

21.

22.

23.

with income growth for the poorest two quin-
tiles. Especially financial liberalization proves
challenging for the poor (Jaumotte, Lall,
and Papageorgiou 2013; Naceur and Zhang
2016).

Antoine, Singh, and Wacker (2017) suggest
that it is especially unanticipated changes in
inflation rather than the level of inflation that
harm poorer households. In that view, poorer
households have learned to cope with price
increases as well as others, if those increases
are steady. But poorer households cannot
cope easily with sudden increases in prices.
These IMF studies cover several African
countries: Ethiopia, Ghana, Kenya, Malawi,
Mozambique, Tanzania, Uganda, and Zambia.
Adam, Bevan, and Gollin (2018) show empir-
ically how the financing modalities of public
investments affect their poverty-reducing
effects. They compare the different effects of
deficit financing (internal or external borrow-
ing); domestic taxation (for example, value
added taxes and sales taxes); trade taxation
(tariff increases); and aid financing.

See Christiaensen and Martin (2018) for a
recent review. Among the more recent stud-
ies are Christiaensen, Demery, and Kuhl
(2011); Dorosh and Thurlow (2018); Ivanic
and Martin (2018); and Ligon and Sadoulet
(2018).

The source of the poverty-reducing ben-
efits from agricultural productivity growth
changes, however, as innovations are more
widely adopted, from increases in producer
returns (and wage labor opportunities) to
reductions in consumer prices (Ivanic and
Martin 2018).

See “Maximizing Finance for Development”
on the World Bank website: http://www
.worldbank.org/en/about/partners/maximiz
ing-finance-for-development.

The Service Delivery Indicators (SDI) is an
Africa-wide initiative that collects facility-
based data to provide a set of metrics for
benchmarking service delivery in educa-
tion and health. It is a partnership of the
World Bank, the African Economic Research
Consortium, and the African Development
Bank. For more information, see https://www
.sdindicators.org. For the SDI databank, see
https://databank.worldbank.org/data/source
/service-delivery-indicators.

These include World Development Report
2012: Gender Equality and Development;

World Development Report 2016: Digital
Dividends; World Development Report
2017: Governance and the Law; and World
Development Report 2018: Learning to
Realize Education’s Promise.
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FUNDAMENTALS 1

AFRICA’S HUMAN DEVELOPMENT TRAP

he circumstances into which children

are born and raised will have enduring
effects on their socioeconomic adulthood
outcomes. Children who have a disad-
vantaged start in life face a greater risk of
being trapped in poverty over the course
of their lives. Less-healthy childhood is
associated with poor adulthood outcomes,
including lower income and poorer health
(Barrett, Garg, and McBride 2016; Bhutta
et al. 2013). And impeded cognitive and
social-emotional development results in
lifelong welfare and behavioral disadvan-
tages (Conti, Heckman, and Urzua 2010;
Heckman 2006).

Notably, there are limited ways to com-
pensate adults for the consequences of poor
childhood health and schooling outcomes.
Although human development is a lifelong
process, the social and individual returns
on childhood investments specifically are
high and, critically, the chances to catch up
later in life are minimal (Cunha et al. 2006;
Hoddinott et al. 2013). Low human devel-
opment of children results in a poverty trap
when remediation of these impacts is partly
or mostly irreversible (Barrett, Garg, and
McBride 2016; Cunha et al. 2006). This
human development trap initiates a cycle
of poverty—low education and poor health
results in low adult income and poor human
development for children and so on—that
runs across generations and traps families
in poverty (Bhalotra and Rawlings 2013;
Bhutta et al. 2013; Victora et al. 2008). Child
marriage is arguably one of the most visible
signs of this intergenerational trap (box F1.1).

The macroeconomic returns to investing
in the human development of children today
are high: these investments contribute to sta-
ble economic growth tomorrow (Flabbi and
Gatti 2018). Although human development

Eleni Yitbarek and Kathleen Beegle

is accepted as critical for economic growth,
building human capital can also be impor-
tant for stability and reduced conflict (World
Bank 2018b). Education raises the oppor-
tunity cost of fighting: it is easier to recruit
people who have poor job prospects. Also,
education can promote tolerance and coop-
eration, thereby reducing the propensity to
turn to violence to resolve conflicts.

In sum, human development is central
to long-term poverty reduction in Africa.
However, because the economic benefits of
this investment are realized far into the future
(a decade or longer), public investments in
human development (by spending more or
significantly improving efficiency) may lack
appeal to governments and politicians look-
ing for short-run wins for the economy.

It is difficult to improve human develop-
ment outcomes quickly for two reasons:
First, even among those countries that are
making progress, progress is typically slow,
meaning that it will take many years to reach
the universal school enrollment or learn-
ing outcomes in Organisation for Economic
Co-operation and Development (OECD)
countries (Wild et al. 2015; World Bank
2018b). Second, changing the stock level of
human development among the adult popu-
lation takes a generation or more; one must
wait for children to cycle into adulthood.

Poverty in Africa is a large obstacle in
the way of improving human development.
Almost 170 million children live in poverty
in Africa. The region has the highest rate of
children in poverty, about 49 percent, and
the largest share of the world’s poor children,
more than 50 percent (Newhouse, Suarez-
Becerra, and Evans 2016). Living in poor
households has lifelong implications when
it means less investment in childhood. And
the evidence is strong indeed that children in
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BOX F1.1

In Africa, 4 in 10 girls marry before their 18th birth-
days (UNICEF 2016). In some countries, the rate is
much higher. At least two-thirds of girls are married
by age 18 in the Central African Republic, Chad,
and Niger; about half of girls are married by 18 in
Burkina Faso, Guinea, and Mali. Most child mar-
riages occur between 15 and 18 years of age, but in
Chad and Niger, more than a third of 20- to 24-year-
olds were married before the age of 15. Although the
prevalence of child marriage is declining, because
of high population growth rates the number of girls
who are married is increasing in some countries like
Burkina Faso and Nigeria.

Several interacting factors result in child mar-
riage, including poverty and poor education options
including school fees. Domestic chores and early
childbearing become a substitute for an education
or apprenticeship to improve girls’ livelihoods and
lift themselves out of poverty. Notwithstanding the
important point that child marriage is a violation
of human rights, it also has significant economic
costs such as population growth and earnings losses
(Parsons et al. 2015; Wodon et al. 2017).

Child brides have more children in their life-
times than women who marry later. These girls
also get less schooling: each additional year of early
marriage is associated with lower girls’ schooling,
resulting in literacy rates for girls that are lower by
5.7 percentage points and a 3.5-point lower prob-
ability of completing secondary school (Nguyen and
Wodon 2014). Delaying child marriage by one year
is associated with an extra half year of schooling
(Delprato et al. 2015).

The future life of a married girl is also likely to
be fraught with perpetual health consequences. The
lack of power in the marriage is typically associated

Child marriage and early childbearing trap girls in poverty

with greater risk of domestic violence, which in turn
is strongly correlated with adverse physical and
mental health outcomes (Kidman 2017). Marrying
men with multiple sexual partners can also expose
young married girls to sexually transmitted dis-
eases including human immunodeficiency virus and
acquired immune deficiency syndrome (HIV/AIDS)
(Bingenheimer 2010; Nour 2006). Psychologically,
child brides are much more likely to show symptoms
of sexual abuse and post-traumatic stress such as
feelings of despair and severe depression (Lal 2015).

Early childbearing not only puts the girl’s health
in jeopardy but also places her children at severe
risk of under-five mortality and malnutrition com-
pared with children born of older mothers. Part of
the reason is that young mothers are socioeconomi-
cally and physically unready to undergo childbirth.
Children born to women who were child brides
also tend to receive less schooling, and these nega-
tive impacts are larger for daughters than for sons
(Delprato, Akyeampong, and Dunne 2017).

The programs that have shown more success
at addressing child marriage are those that work
directly with girls and address multiple issues that
underlie child marriage (Lee-Rife et al. 2012). In
some cases, direct incentives have targeted families
of underage girls in areas with high prevalence of
child marriage. This strategy not only delays the
age at which young girls marry but also increases
the proportion of girls still in school at ages 22-25
as well as their total years of schooling (Buchmann
et al. 2017). If contraceptives are widely used in
countries where child marriage is high and wide-
spread, then the impact of child marriage might be
reduced because couples would have more control
over their fertility (Wodon et al. 2017).

poor households have worse childhood out-
comes across many dimensions. Poverty com-
bined with vulnerability and lack of insurance
mechanisms exacerbates these challenges.
Climate, conflict, or other income shocks in
utero and during early childhood—to which
the poor are more exposed—significantly
reduce parental investment in human capi-
tal accumulation, causing adverse long-term

outcomes on adult educational attainment,
health, and labor market participation (Baez
and Santos 2007; Bharadwaj, Lundborg,
and Rooth 2017; Maccini and Yang 2009).
The impact of nutritional and educational
shocks on adulthood income is substantial,
ranging from 3 percent in Ethiopia to 20 per-
cent in Burundi (for details, see chapter 3,
“Managing Risks and Conflict”).
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The Health Poverty Trap

Poverty is one of the driving factors of mal-
nutrition (Dasgupta 1997; Osmani 1992)
and disease burden for children (Bond et al.
2009). Beyond physical health and schooling
outcomes, childhood poverty is also related to
poor mental health (Evans and Cassells 2014).

Poor health translates into future pov-
erty through a number of pathways.! Poor
health in early childhood is significantly cor-
related with suboptimal brain development
that negatively affects children’s cognitive
development; educational attainment (in the
broad sense, encompassing formal and infor-
mal schooling, skill training, and knowledge
acquisition); and economic productivity later
in life (Leroy et al. 2014).

The first 1,000 days of life are a critical
phase of rapid physical and mental develop-
ment (De Onis and Branca 2016; Mukhebi,
Mbogoh, and Matungulu 2011). A shortfall
in realizing cognitive developmental potential
adversely affects school progress, in terms
of both fewer years of schooling and less
learning per year in school (Feinstein 2003).
In particular, poor health in children due
to worms has been shown to result in lower
cognitive levels and poorer educational out-
comes in the short and long run (Baird et al.
2016; Croke and Atun 2019; Ozier 2018).2
In contrast, early cognitive development is
positively associated with improved school
outcomes (Grantham-McGregor et al. 2007).

Poor childhood health is a trap because
those outcomes in childhood are difficult to
compensate for later in life. Although some
catch-up is possible (Mendez and Adair
1999), most of the effects of malnutrition
persist into adulthood (Checkley et al. 2003;
Martorell, Khan, and Schroeder 1994).

The Vicious Cycle of Undernutrition

The health-induced poverty trap is a press-
ing long-term development challenge in
Africa, where 33.2 percent, 7.1 percent,
and 16.3 percent of children under five
years of age are stunted, wasted, or under-
weight, respectively (Akombi et al. 2017).2

Stunted children have impaired cognitive
development, delayed school starts, lower
test scores, lower educational attainment,
and higher class repetition and dropout
rates (Galasso and Wagstaff 2018; Mendez
and Adair 1999). Taller siblings from the
same mothers perform better on cognitive
tests, and height is positively correlated with
better economic, health, and educational
outcomes (Case and Paxson 2010; Glewwe
and Jacoby 1995). In sum, the social and
individual economic returns of reducing
stunting are high (Galasso and Wagstaff
2018; Hoddinott et al. 2013).

Over the past two decades, the prevalence
of stunting has been declining across Africa,
from 45 percent in 1995 to 33 percent in
2016 (Akombi et al. 2017; Beegle et al. 2016).
However, the region still has the highest rate
of child stunting globally and is the only
region where the number of stunted children
is increasing (World Bank 2018a).2 And being
born in a fragile or resource-rich country
increases one’s chance of being malnourished
despite the higher national income associated
with resource wealth (APP 2013; Beegle et al.
2016; de la Briere et al. 2017).

The scale of undernutrition in Africa is
“staggering” (World Bank 2018a). In addi-
tion to the overall high level of malnutrition
in Africa, there is a notable poverty aspect.
Children in poor households have much
higher rates of stunting than their peers
in wealthier households (figure F1.1). This
positive correlation between parental socio-
economic status and child health is well doc-
umented in both high-income countries and
low- and middle-income countries.

The influence of parental socioeconomic
status on their children’s health starts in utero
(Almond 2006; Almond and Mazumder
2005; Harper, Marcus, and Moore 2003) or
soon after birth, being highly pronounced in
the first three years (Martorell 1995). This
has long-term consequences into adulthood
and even intergenerationally (Barham,
Macours, and Maluccio 2013; Grantham-
McGregor et al. 2007). Mothers born in
poor areas—a proxy for low socioeconomic
status—are likely to have been of low birth
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FIGUREF1.1 In Africa, poor children are much more likely to be stunted
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Note: Stunting is defined as low height-for-age among children under the age of five.

weight and to have low-birth-weight babies
(Currie and Moretti 2007). Children born
of fathers in higher-income occupations
have higher birth weights than those born
of fathers in the lower-income occupa-
tions (Currie and Hyson 1999). A signifi-
cant difference in early childhood cognitive
development by socioeconomic status per-
sists once children enter school and beyond
(Case, Lubotsky, and Paxson 2002; Schady
et al. 2015).

The Battle to Increase Immunization

Poor children and poor parents in Africa
have starkly unequal access to critical ser-
vices that influence children’s health (World
Bank 2018a). For example, immunization is
one of the most cost-effective policy inter-
ventions that can reduce the burden of infec-
tious disease, illness, and disability among
children. Over the past three decades, Africa
has made huge improvements in childhood
immunization against preventable diseases

such as polio, pneumonia, diphtheria, mea-
sles, and tuberculosis. Despite the progress,
many African children are not vaccinated
and suffer from preventable diseases that
have a decisive effect on their human devel-
opment during childhood and later in life.
In 2014, of the 19 million children who
did not receive basic vaccines (diphtheria,
tetanus, and pertussis) globally, more than
40 percent—or more than 7.6 million—were
from Sub-Saharan Africa (Machingaidze,
Wiysonge, and Hussey 2013). There are
considerable intercountry and intracoun-
try differences in vaccination outreach. For
instance, diphtheria, pertussis, and tetanus
vaccination among children aged 12-23
months ranges from 56 percent in Nigeria
to 97 percent in The Gambia (Kazungu and
Adetifa 2017). Children from poor house-
holds, girls, children in rural areas, and
children with lower parental education and
income are more likely to remain unim-
munized (Canavan et al. 2014; Wiysonge
et al. 2012). Low-income, resource-rich,
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and fragile and conflict-affected countries
in Africa have relatively lower vaccination
rates.

The Education Poverty Trap

Low school attainment and poor educa-
tional quality among children are the main
factors that perpetuate poverty over the
life course and across generations. Ample
evidence from low- and middle-income
countries as well as high-income countries
document the importance of education to
raise incomes and promote social mobility
(Deaton 2013; Fogel 2004). The effect is
highest in Africa, where an additional year
of schooling leads to an average 13 percent
increase in earnings (Montenegro and
Patrinos 2013). Education is consistently
highly correlated with poverty status in
every country. Education is also one of the
strongest determinants of income inequality
in Africa (Beegle et al. 2016).

Poor schooling is a trap because realisti-
cally catching up on schooling as a young
adult is unlikely, not least because fam-
ily formation starts young and inhibits a
return to school. The size of adult literacy
programs in the region has been historically
quite limited (Blunch 2017).

Since the launch of the “universal basic
education” movement, Africa’s progress
toward universal primary education has
been tremendous. The average primary
gross enrollment rate rose from 68 percent
in 1995 to 106 percent in 2012 (Beegle et al.
2016).2 Between 1990 and 2015, the total
number of children enrolled in primary
schools more than doubled, from 63 million
in 1990 to 152 million in 2015.¢ Despite the
impressive increase in the number of stu-
dents enrolled in primary school, more than
50 million primary and lower-secondary
school-age children are out of school, most
of whom have never been enrolled. The
three most populous countries—Nigeria,
Ethiopia, and the Democratic Republic of
Congo—together account for about 40 per-
cent of the out-of-school children in the
region (Bashir et al. 2018).

Improvements in primary school enroll-
ment have not translated into improve-
ments in learning. Many African students
do not reach the minimum levels of learn-
ing, reading, or math. A staggering num-
ber of students in second grade, 50-80
percent, lack basic reading skills, and a
large proportion of these children could
not read even a single word in the language
of instruction in their country (Bashir
et al. 2018). The pattern of poor learning
in primary and lower-secondary school
across countries in Africa is quite consis-
tent, and scores for numeracy and math-
ematics skills are equally poor, well below
those of other low- and middle-income
countries (Bashir et al. 2018; Beegle et al.
2016; World Bank 2018b).

This pattern is notably linked to chil-
dren’s poverty status: that is, poor children
learn even less (figure F1.2). Of concern, as
new technology requires a minimum set of
“digital” skills, poor children will fall fur-
ther behind as new opportunities to escape
poverty are lost (see Fundamentals 3,
“Leapfrogging with Technology (and
Trade)”).

In Sub-Saharan Africa, poor learning
starts in the early years of a child’s life: 61 per-
cent of preschool children—children under
five years old—experience cognitive delays
(Grantham-McGregor et al. 2007). Recent
evidence shows that preschool care of chil-
dren (ages 0—4.5 years) is vital for cognitive
development, and the effect persists through-
out an individual’s life (Heckman 2006,
2011; Shonkoff and Phillips 2000; Vandell
et al. 2010). Preschool care has far-reaching
effects on adulthood educational outcomes.
This is particularly a huge challenge for dis-
advantaged children from poor households
who have poor home learning environments
and lower parenting quality, as measured by
maternal responsiveness and language simu-
lation (Berger, Paxson, and Waldfogel 2009).

Poor children also lack access to preschool
relative to their wealthier peers. In South
Africa, for instance, less than 30 percent of
children in the poorest school have attended
two years of preschool, compared with about
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FIGUREF1.2 In Africa, poor children learn less
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60 percent of children in richer schools
(Spaull 2013). In Madagascar, there are
substantial wealth gradients among young
children in multiple domains (receptive
vocabulary, cognition, sustained attention,

the poorest and richest quintiles by gender, who scored below the sufficiency

and working memory). And these gaps in
cognitive outcomes translate into gaps in
learning outcomes between children from
poor and rich households (Galasso, Weber,
and Fernald 2019).
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When it comes to delays in cognitive devel-
opment, emerging empirical evidence from
Africa shows that socioeconomic gradients
accumulate over time. The education story
is not one of only the primary school years.
In most African countries, few children from
poor households reach tertiary education. In
addition, parents’ education remains a strong
determinant of their children’s educational
outcomes in the region. Intergenerational
education persistence is strong from moth-
ers to children, and the persistence is more
pronounced among daughters than sons
(Azomahou and Yitbarek 2016; Branson
et al. 2012; Kwenda, Ntuli, and Gwatidzo
2015; Lambert, Ravallion, and van de Walle
2014; Ranasinghe 2015; Thomas 1996).

Escaping the Human
Development Poverty Trap

Across a range of indicators, the main take-
away is that progress in Africa is happening
but at a slow pace and especially for poor
households (Wild et al. 2015). Speeding up
the improvements in human development is
critical to addressing poverty in the region
over the long run.

More money is part of the solution but with
two caveats: First, in terms of the national
income available, the source and type of eco-
nomic growth matters, as evidenced by the
poor performance of resource-rich economies
regarding human development (de la Briere
et al. 2017).Z Second, within-sector spending
matters for it to reach the poor. Chapter 6
(“Mobilizing Resources for the Poor”) dis-
cusses various aspects of fiscal investments
in human capital, emphasizing the level of
spending, within-sector spending, and the
efficiency of spending.

Technology will also be part of the solu-
tion, bringing greater efficiency to spending
and improving services (see Fundamentals 3,
“Leapfrogging with Technology (and
Trade)”). As with the story of employment
(chapters 3 and 4), an integrated approach is
needed to improve human development out-
comes for the next generation.

Notes

1.

The combined effect of health on income
today and income tomorrow (next genera-
tion having worse human capital and lower
income) means that health matters for devel-
opment overall. The historical contribution
of health to economic development ranges
from 30 percent to 40 percent of today’s
economic wealth (IMF 2004). Longer life
expectancy is also associated with increased
gross domestic product (GDP) (Biciunaite
and Gordon 2014; Cervellati and Sunde
2011). On the other hand, higher GDP
does not necessarily resolve the problems
of poor health (Harttgen, Klasen, and
Vollmer 2013).

Even in adulthood, poor health has pov-
erty impacts. Individuals with poor health
are either excluded from rewarding labor
markets or earn less. Malaria, which is
quite prevalent in Africa, has been shown
to reduce farm work and productivity
(Alaba and Alaba 2009; Cropper et al.
2004; Dillon, Friedman, and Serneels 2014).
Health shocks also reduce savings and
investment as well as current income. (See
the discussion in chapter 5 of this report.)
Stunting (low height-for-age) is an indica-
tor of chronic malnutrition reflecting linear
and cumulative growth deficits in children.
Wasting (low weight-for-height) is an indica-
tor of acute child malnutrition. Underweight
(low weight-for-age) is a composite index of
stunting and wasting without distinguishing
between the two.

Before the battle against malnutrition has
been won, overnutrition is also emerging
in the region. Many countries in Africa are
experiencing an increase in overweight and
obesity, and a quarter of the world’s obese
and overweight preschool-age children live
in the region. The estimated prevalence of
childhood overweight and obesity in Africa
was 8.5 percent in 2010 and is expected
to reach 13 percent in 2020. Overweight
and obesity prevalence rates in Africa were
higher than in Asia (4.9 percent) in 2010
(De Onis, Blossner, and Borghi 2010).

The gross enrollment rate (GER) is the
percentage of total enrollment, including
grade repeaters, compared with the popu-
lation of the official primary-school age
range. Hence, GERs exceeding 100 percent
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represent students not of primary school age
but who are enrolled in primary school.

6. African primary enrollment totals from
United Nations Educational, Scientific, and
Cultural Organization (UNESCO) Institute
for Statistics (UIS) data: http://uis.unesco
.org/.

7. The limits of economic growth as a swift
driver of improvements in core public ser-
vices (including education and health)
are strikingly apparent in extrapolation
of trends in outcomes from 3 of the 10
strongest economies in the region: Ghana,
Rwanda, and Tanzania (Wild et al. 2015).
For example, it took an estimated 200 years
to achieve full coverage of skilled birth
attendants in Tanzania.
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Earning More on the Farm

Luc Christiaensen and Joachim Vandercasteelen

frica’s agriculture is well positioned to help accelerate its poverty reduction. Food

demand is robust, the agricultural policy and trade environment supportive, and

many of the poor are in good agroecological potential areas. But food consumption
is increasingly met by imports, for cereals—which are both produced and consumed by the
poor—as well as for higher-value products.

This chapter shows that to maximize the poverty-reducing effect of Africa’s agricultural
supply response, three pathways will need to be developed: (a) raising smallholder staple
crop productivity; (b) developing higher-value products for domestic (urban) markets; and
(c) expanding agricultural exports. In this, public investment to raise staple crop productivity
on smallbolder farms remains a first-order public policy issue.

Myriad input, factor, and product market constraints hold agricultural intensification back.
Pockets of land scarcity are emerging, and the seasonality of agricultural labor calendars
remains too often ignored. Mechanization and better water management can belp. Yet, too
often, singular focused interventions are pursued, or interventions are poorly coordinated.
Africa’s Green Revolution, mechanization, and irrigation efforts need an integrated approach
that simultaneously addresses supply- and demand-side constraints to tackle poverty.

Inclusive value chain development (VCD) provides a market-based, organizational solu-
tion to do so. Smallbolder farmers can be linked to higher-value domestic and export markets
either directly as producers (by supplying raw agricultural products) or indirectly as labor-
ers (through employment opportunities). Buyers gain by securing the consistency in product
volume and quality that is needed to access these markets. Larger smallholders are more fre-
quently contracted; the poorest often benefit through localized spillovers. Producer organiza-
tion support can belp make value chains more inclusive.

Contract enforcement is more difficult in staple production. But the demand for consistent
volumes and quality as well as opportunities for value addition are also growing in Africa’s
domestic staple markets (rice and teff for urban markets, feedstock maize for livestock, and
barley for beer). This increases the scope for experimentation with VCD for staples, often
facilitated by third-party intermediaries to overcome trust and coordination issues.
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Nonetheless, the need very much remains to provide complementary public goods to help
poor smallholders raise their staple crop and livestock productivity, given limited private sec-
tor interest and the importance for poverty reduction. This requires increased public spending
in agriculture, which has started to falter, as well as a shift in its composition to supporting
mostly public goods (as opposed to private) including agricultural research and development
(R&D) and extension for not only staples but also livestock, as well as investment in irrigation
and rural infrastructure. Inclusive agricultural VCD further requires the establishment of a
conducive business environment, including to enable cost-effective contract enforcement, and
a lowering of transaction costs to facilitate coordination among the actors in the chains.

Largely Favorable Conditions for
Agricultural Development

Growing Domestic Food Markets but
Lagging Supply

Africa’s demand for food has been grow-
ing rapidly. It will continue to do so in the
foreseeable future, exceeding 3 percent per
year in volume through 2025 (OECD and
FAO 2016). This continues to be largely
driven by Africa’s high population growth
(2.7 percent per year).

Income growth and urbanization add fur-
ther impetus, including to add more value.!
They induce a dietary shift to agricultural
products that are richer in proteins (meat and
dairy, eggs, and pulses); richer in nutrients
(fruits and vegetables); and richer in calories
(oils and fats and sugars). They also further
increase the demand for processed, pack-
aged, and prepared foods (Cockx, Colen, and
De Weerdt 2018).

Africa’s agriculture and agribusiness are
projected to be a US$1 trillion industry by
2030 (compared with US$313 billion in
2010) (World Bank 2013). Following urban-
ization and rural income diversification,
more people will also be buying rather than
producing their food (Davis, Di Giuseppe,
and Zezza 2017).

Together these trends signal favorable
domestic market conditions to exploit agri-
culture and agribusiness to create better and
more jobs and accelerate poverty reduction.
In this, unprocessed staples will continue to
be important (box 3.1).

So far, especially the production of
maize and cassava (two dominant staples)
has been growing in response. The region

remains largely self-sufficient in maize
(except in drought years) as well as in
roots and tubers (though, unlike maize,
with little yield increase). Maize is also
actively traded within the region,? under-
scoring the opportunities offered by intra-
regional trade for securing Africa’s food
supplies (World Bank 2012). Growth in
domestic rice production (especially in
western Africa) met about half of the grow-
ing demand. Wheat production has not
grown much. The poultry and dairy sectors
remain also largely underdeveloped.

As a result, Africa’s food import bill has
risen by about US$30 billion over the past
two decades (from US$8 billion during
1995-97 to US$37.9 billion during 2014-16)
(figure 3.1). Growing imports of cereals make
up a third of this increase (ACET 2017).3
Africa’s cereal import dependency ratio
increased from 10 percent in 1994-96 to
23 percent in 2016-18. The growing demand
for vegetable oils and poultry has also been
largely met by imports.

Rising food imports do not have to
pose an issue if they can be financed by
other exports (Collier and Dercon 2014;
Rakotoarisoa, Iafrate, and Paschali 2011).
For Africa, such exports have traditionally
been other agricultural products (such as
coffee, cocoa, cotton, fruits, and vegetables)
as well as other primary natural resources
(minerals, oil, and gas). On both accounts,
Africa has done well. Growth in the value
of agricultural exports (which includes non-
food products) has broadly kept pace with
the growing food import bill, with some
deterioration in the aftermath of the 2008
world food crisis, and natural resource
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BOX 3.1

FIGURE 3.1

USS (billions)

Despite faster growth in the demand for higher-value,
processed, and convenient foods, demand for unpro-
cessed staples will continue to drive a significant part
of Africa’s overall food demand. Unprocessed staples
(cereals, roots, and tubers) still make up 80 percent
of total food intake in volume (kilograms) and
50-67 percent of total caloric intake, depending on
the region (less in central and southern Africa, more
in western and eastern Africa) (OECD and FAO 2016).
Smaller increments (in volume and value) of higher-
value agricultural products than those of staples result.

In particular, the consumption of cereals and
roots and tubers in Africa is predicted to increase
by 52.2 million and 25 million tons, respectively,
by 2025, up by about a third from the 160 million
and 73.3 million tons consumed per year during
2013-15 (OECD and FAO 2016). Most of the
increase is for human consumption (90 percent
for cereals, 72 percent for roots and tubers). The
demand for meat is also expected to grow by about
a third, but from a much lower base.? For poultry,
where the predicted demand increase is most pro-
nounced, this results in an additional demand of
1.6 million tons; for beef, an additional 1.5 million
tons; for lamb and mutton, 0.9 million tons; and for
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Unprocessed staples make up much of Africa’s rapidly growing food demand

pork, 0.6 million tons. This pales in comparison to
the increase in cereal demand (also in value).

Overall, income per capita growth has remained
relatively modest, and urbanization (controlling for
income) is mainly shifting preferences toward more
conveniently consumed foods such as bread (wheat)
and high-sugar and prepared foods rather than to
animal-source foods and fats (Cockx, Colen, and
De Weerdt 2018). The demand for sweeteners and
vegetable oil is expected to grow fastest in per capita
terms (OECD and FAO 2016).

The particular demand patterns vary across
Africa’s geographic regions. Demand growth for rice
is projected to be highest in West Africa; for maize,
it is highest in eastern and southern Africa. Demand
growth for roots and tubers is concentrated in
western and eastern Africa. These trends are consis-
tent with the historical dietary preference patterns.
Given the prevalence of conflict, little growth in
caloric intake is predicted for central Africa.

a. During 2013-15, average per capita consumption of cereals and roots and
tubers in Africaamounted to 128 kilograms and 53 kilograms, respectively, out
of a total per capita food consumption of 227 kilograms. Average consumption
per capita of meat, fish, dairy (dry equivalent), sweeteners, and vegetable oils
were 11,9,4, 12, and 11 kilograms, respectively (OECD and FAO 2016).

Africa’s food import bill has tripled since the mid-2000s

M Food imports (excluding fish) == Agricultural exports

Source: FAOSTAT 2018 database, Food and Agriculture Organization (FAO), http://www.fao.org/faostat/.


http://www.fao.org/faostat/�

98

ACCELERATING POVERTY REDUCTION IN AFRICA

revenues have grown rapidly in many coun-
tries following the commodity supercycle of
the 1990s and 2000s.

Nonetheless, in a number of mainly
smaller, non-resource-rich countries and
some of the islands, food imports have been
taking more than 50 percent out of total
merchandise export revenues (in 10 coun-
tries during 2011-13). This puts pressure on
the external macroeconomic balances and
diverts precious foreign exchange away from
the much-needed imports of capital goods
and technologies. In another 9 countries,
food imports have equated to 25-50 percent
of total merchandise exports.

But Africa’s rising food import bill sig-
nifies especially a missed opportunity for
accelerating poverty reduction through food
import substitution. While not all African
countries should become self-sufficient in
staples (especially not when needed as feed
grains), much scope remains for improving
food security and reducing poverty by rais-
ing staple crop productivity as a first step.
Agriculture has greater poverty-reducing
powers, especially in low-income coun-
tries (Christiaensen and Martin 2018).
Africa also has a comparative advantage
in land and labor. And Africa’s recent out-
put growth in maize, cassava, and rice,
including through better yields, confirms
the potential for a more robust supply
response.s This holds even more in Africa’s
oil-rich countries, where public invest-
ment in agriculture is systematically lower
and imports of poultry are systematically
higher—associations that aren’t observed in
oil-rich countries in other parts of the world
(N’diaye and Christiaensen 2017).

The comparative advantage of many
African countries in production of staple
crops, but also of nonstaples and processed
foods, can be further exploited for poverty
reduction through improved intraregional
agricultural trade (World Bank 2012). The
potential for increased soybean trade as ani-
mal feed for poultry production between
Zambia and South Africa is just one example
(Ncube 2018).

Improved Price and Policy Environment

Poor price incentives following a declin-
ing trend in world food prices, as well as
a lack of public investment, held Africa’s
agriculture back during the 1990s and
early 2000s (World Bank 2007). Much
has changed since then: World food prices
are about 70 percent higher today than
before the 2008 world food crisis (or
40-50 percent higher in real terms). And
they are expected to remain at these lev-
els through 2025 (FAO 2017; World Bank
2018).¢ Higher world food prices have so
far positively affected food security (except
for urban consumers and short-run effects)
and reduced poverty on aggregate (Headey
and Martin 2016).

The domestic agricultural trade and pol-
icy environments are also more favorable.
Africa’s relative rate of assistance (RRA)
to agriculture—a comprehensive measure
of domestic policy bias against agriculture
over nonagriculture—steadily increased
from between -40 percent and -50 percent
(indicating strong bias against agriculture)
in the early 1980s, to between -5 percent
and -10 percent in the late 2000s (Janssen
and Swinnen 2016).Z This dramatic improve-
ment is largely on account of the substantial
decline in export taxes on industrial crops
(cocoa, coffee, cotton, tea, and rubber) and
fruits and vegetables. Cash crop produc-
ers are now getting a much larger share of
the world price. This helped reduce pov-
erty (Breisinger et al. 2008; Deininger and
Okidi 2003; Molini and Paci 2015) and
holds promise for greater poverty reduc-
tion from further productivity gains in these
commodities.

More recently, the nominal rate of pro-
tection (NRP) for staples—a measure
indicating domestic output price support—
has also been edging up across countries
in response to the world food crisis and
to stimulate import substitution. It rose
from virtually no protection over the past
decades to around 10 percent during 2014-
16 (Pernechele, Balié, and Ghins 2018).8
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It is typically higher in East African coun-
tries than in West African countries.
Domestic production of cereals increased.?
The supply response was further aided by
the rapid expansion of input subsidy pro-
grams (Jayne and Rashid 2013). Regional
trade agreements are also deepening. This
holds good prospects for expanding mar-
ket opportunities for farmers in food sur-
plus countries, even though substantial
nontariff barriers remain (Asenso-Okyere
and Jemaneh 2012; Geda and Seid 2015;
Hoekman and Njinkeu 2017; Janssen and
Swinnen 2016; OECD and FAO 2016).10
Since 2003, African governments have
committed to pursue annual agricultural
sector growth of 6 percent and to increase
agriculture’s share in public spending to
10 percent.!! Relative to the 1990s and early
2000s, this signifies a fundamental shift in
perspective and political support toward agri-
culture as an entry point for growth and pov-
erty reduction. Noticeable progress toward
achieving these targets has been recorded in

some countries (for example, Burkina Faso,
Ethiopia, and Rwanda). Nonetheless, until
today, still only a few countries have reached
these targets. In several countries, the share
of agricultural expenditure in total govern-
ment spending has in fact dropped over the
past couple of years. On average, it is back at
the pre-2008 level of 3 percent (De Pinto and
Ulimwengu 2017).

As the latest price elasticity estimates of
staple crop production for Africa confirm,
these price and policy developments have
provided a broadly favorable environment for
African agriculture to respond (box 3.2).

New Challenges of Climate Change and
Resurging Conflict

Africa’s food supply response needs to hap-
pen in a changing climatic environment.
Mean surface temperatures are rising, rain-
fall patterns are changing, and agricultural
seasons are shifting. In addition, weather
patterns are becoming more variable and

BOX 3.2 African staple crop supply responds to price incentives and reductions in

transaction costs

African farmers respond to price changes.
A 10 percent increase in the own-price of a staple
food crop triggers a 6 percent increase in production
in the next year (based on the experience from 10
African countries during 2005-13) (Magrini, Balié,
and Morales-Opazo 2018). Slightly more than half of
this increase (55 percent) follows from area expan-
sion, and the remainder (45 percent) from intensifica-
tion (yield increase). The effects are larger when the
price increase follows from an increase in the border
or world price (elasticity = 0.87) but are also signifi-
cant when it follows from an increase in the exchange
rate (elasticity = 0.59) or an increase in nominal pro-
tection (elasticity = 0.44).

The results further confirm the importance of
transaction or marketing costs for boosting supply:
a 10 percent increase in transaction (marketing)

costs reduces staple crop production by 2.9 percent
(Magrini, Balié, and Morales-Opazo 2018). This
is about half the positive supply response from an
output price increase. African agriculture can, and
has, responded to better prices, but high transaction
costs can rapidly stand in the way.

Input prices also matter. A 10 percent increase
in real fertilizer and oil prices reduces annual
staple production in the next year by 1.9 percent
and 4.9 percent, respectively (Magrini, Balié, and
Morales-Opazo 2018). The effects are relatively
small for fertilizer, at least for now, given the still
limited use of fertilizer. Oil prices are especially
influential through their effect on transport (and
thus marketing) costs, outweighing the positive
effect they may have on production by increasing
global food prices (Dillon and Barrett 2016).
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extreme (Jalloh et al. 2013; Niang et al.
2014; OECD and FAO 2016; Waithaka
et al. 2013). Much evidence suggests that
crop production in Africa stands to suffer
significantly (Hallegatte et al. 2016; Lesk,
Rowhani, and Ramankutty 2016; Niang
et al. 2014). Yet there is substantial varia-
tion across regions.

Temperatures are on the rise continent-
wide, but the expected increase is larger
in West Africa than in East Africa (Jalloh
et al. 2013; Niang et al. 2014; Waithaka
et al. 2013). Rainfall is expected to decline
in southern Africa and along the coast of
several western African countries. It will
increase in East Africa and the Sahelian
countries but become more unpredict-
able and extreme everywhere (Serdeczny
et al. 2017). The productivity and welfare
effects of these changing weather patterns
further differ by the crops grown. Maize
and wheat are, for example, very sensi-
tive to exceeding tolerance thresholds of
the maximum daytime temperature, while
cassava tends to be more resilient to higher
temperatures (Niang et al. 2014; Serdeczny
et al. 2017; Ward, Florax, and Flores-
Lagunes 2014).

Taking these and related climatic and
agronomic factors into account, the cli-
mate models predict that maize yields will
decrease in most countries of western Africa
but will increase in the Sahel. Similarly, the
models predict an increase in maize yields
in most parts of eastern and central Africa
but a decline in large parts of the Democratic
Republic of Congo, Ethiopia, Tanzania,
and northern Uganda (Jalloh et al. 2013;
Waithaka et al. 2013). In southern African
countries, maize production and yields are
expected to increase (Hachigonta et al.
2013). Moreover, crops that are less effi-
cient in transforming carbon dioxide (CO,)
into energy (the so-called C, plants like rice
and wheat) could potentially benefit from
increased CO, concentrations, although
faster plant growth may also render them less
nutritious.12 At the same time, higher tem-
peratures and unreliable water sources are

likely to put pressure on livestock production
in arid and semiarid areas (Jalloh et al. 2013;
Niang et al. 2014).

Although the expected climatic changes
are not unequivocally detrimental to Africa’s
crops or agricultural incomes, their exact
contours at the micro level remain largely
unknown. This makes it difficult to adapt
and cope, especially for the poorer and more
vulnerable populations, who often earn the
bulk of their incomes in rainfed agriculture.
Accounting for the effects of changing tem-
peratures and rainfall patterns on local crop
and farming systems will need to be part and
parcel of any policy design to boost labor
productivity in agriculture. It makes exploit-
ing agriculture for poverty reduction more
challenging.

Intrastate conflicts, which are often fought
in the countryside and affect a growing
number of countries, provide another chal-
lenge (Arias, Ibdfiez, and Zambrano 2019;
FAO 2017; Goyal and Nash 2017; Martin-
Shields and Stojetz 2019; Sanch-Maritan and
Vedrine 2018). Conflict can directly reduce
agricultural production through confisca-
tion, destruction, or abandonment of crops
and animals.!3 It reduces access to land,
labor, and credit and disrupts trade of agri-
cultural products and food between areas of
surplus and deficit. Labor-intensive export
crops and capital-intensive production sys-
tems that rely on mechanized power and sea-
sonal migrant labor are especially vulnerable.
They are more sensitive to exchange rate
effects; the potential for looting; and disrup-
tions in public infrastructure, services, and
seasonal labor flows.

Production is also affected indirectly—
and often long after conflicts have been
ended. The perceived risk or prevalence of
unrest or conflict induces farmers to switch
to low-risk, low-return investment strategies
and discourages public investment. Cross-
country estimates suggest that agricultural
total factor productivity (TFP) declines by
1 percent for each year a country has been in
armed conflict (Fuglie and Rada 2013). This
is close to Africa’s average annual growth
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in agricultural TFP. Nonetheless, it likely
only presents a lower bound of the overall
effect of conflict on agricultural produc-
tion, because it abstracts from the resources
withdrawn from production (land, labor,
and capital).

Agriculture also plays an important role in
the prevention of conflict (which often finds
its origins in climate-related agricultural
shocks) as well as in the recovery of fragile
states (Martin-Shields and Stojetz 2019).
First, a remunerative agriculture provides
a viable alternative to illicit and mercenary
activities for individuals with otherwise low
opportunity cost to participate in conflict.%
More generally, decreases in agricultural
productivity, often because of drought, may
directly activate societal grievances because
of increasing destitution, famine, and distress
migration as in the Syrian Arab Republic
(Kelley et al. 2015).12

Second, because agricultural production
factors can be more rapidly mobilized, the
agriculture sector is often the first sector to
recover from crisis and hence plays an impor-
tant role in reconstructing conflict-ridden
areas.® It is often also well placed to absorb
demobilized combatants (Blattman and
Annan 2016).

Not All Agricultural Growth Is
Equally Poverty Reducing

Unpacking the Food System

Chapter 2 showed that not all growth is
equally poverty reducing, but that it is espe-
cially growth in agriculture that is poverty
reducing, especially during the earlier stages
of development. Similarly, not all agricul-
tural growth is equally poverty reducing.
And early on, it is smallholder staple crop
productivity growth that is particularly
important.

As countries develop and household
incomes rise, household food expenditure
shares decline (Engel’s Law) and the demand
for dietary diversification and convenience
increases (Bennett’s Law). This micro behav-
ior is mirrored at the macro level in a grow-
ing share of nonstaples in agriculture and an
expanding share of agribusiness in the food
system (box 3.3). Importantly, this happens
while each of these subsectors also expands in
absolute numbers, value added, and employ-
ment (Yeboah and Jayne 2018). Further in the
development process, employment in agricul-
ture and the food system will also decline,
but no African country has reached this stage
yet (Christiaensen and Brooks 2018).

BOX 3.3 Shifts in agriculture bring new terminology

The increase in smallholder staple crop productiv-
ity is often referred to as the “Green Revolution,”
in reference to Asia’s rapid increase in smallholder
staple crop productivity in the 1960s and 1970s
through a package of modern inputs (seeds, fertil-
izer, and pesticides); water control; and reduction in
price volatility. The shift in agriculture to nonstaple
crops is also known as the “agricultural transforma-
tion”; the shift in rural areas to off-farm work as
the “rural transformation”; and, finally, the shift
from rural to urban off-farm work as the “structural
transformation” (De Janvry and Sadoulet 2018).

With about one-third of rural and urban off-farm
work initially closely related to agribusiness, one
often also considers “extended agriculture” or the
“food system.” This includes both employment and
value added on the farm as well as the agriculture-
and food-related employment and value added off
the farm, up and down the value chain—that is, in
agricultural input production and provision, food
assembly and storage, processing, trading (wholesale
and retail), and preparation of food for consumption
outside the home (Allen, Heinrigs, and Heo 2018;
Tschirley et al. 2015; Tschirley et al. 2017).
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The development of the different subsec-
tors in this food system is intricately dynamic
and interlinked, with the subsectors feed-
ing off each other (as well as off the urban,
nonfood economy). Increases in staple crop
productivity may, for example, generate
demand for products produced in the other
agriculture subsectors and elsewhere in the
food system (eggs, meat, dairy, and prepared
foods) and release labor to produce them.
With the exception of some large farms in
southern Africa, most livestock production
in Sub-Saharan Africa is small in scale and
mixed with crop production. Hence, because
of several back-and-forth production links at
the farm level (for example, demand for ani-
mal feed), productivity growth in one sub-
sector could enhance the productivity of the
other sector as well as the development of
processing and value addition opportunities
further down the chain (Otte et al. 2012).1Z
Development of agribusiness further down
the chain, on the other hand, may be needed
to open up markets, especially those—such
as the urban and export markets—that
need consistent supplies of large quantity
and high quality (Swinnen, Vandeplas, and
Maertens 2010).

The export of traditional (coffee, cocoa,
and rubber) and new (fruits, vegetables, and
flowers) agricultural exports complements
and interacts with these developments in the
food system. At the micro level, income from
cash crop production can assist farmers to
overcome credit constraints to purchasing
modern inputs for their staple crops. Well-
functioning and reliable staple crop markets
may, on the other hand, enable farmers to
specialize in export crop production.18

At the macro level, export crops generate
foreign exchange and tax income. They can
also be a source of knowledge transfer and
learning, and depending on the labor inten-
sity of the production process, they gener-
ate a lot of rural employment (Stiglitz 2018).
In this, they act like normal export-oriented
industries, without smokestacks (Newfarmer,
Page, and Tarp 2018). Although export crop
growers are not subject to the challenge of a
local price treadmill—whereby the income

gains from technological advances need to
outpace the losses from price declines given
inelastic demand—they face their own fluc-
tuations in demand and prices, derived from
the international commodity price cycles.
They also compete for land and policy
attention.

The effectiveness of growth in the dif-
ferent agriculture subsectors to reduce
poverty depends on the size of these subsec-
tors, their growth potential, and the scope
for adding value in the chain. The poverty
reduction per producer from the expansion
of small subsectors (such as fruits and veg-
etables) can, for example, be larger given
higher labor productivity. Yet the total
number of people lifted out of poverty from
productivity improvements in large but less
productive sectors (for example, staples) can
nonetheless be much larger. This happens
when the size effect (the number of poor
affected) outweighs the poverty reduction
per grower.22 It also explains why broad-
based staple crop productivity growth is
favored to reduce poverty in the early stages
of development.

How Agricultural Gains Can Benefit
the Poor

The poor can benefit from agricultural
productivity gains and market expansion
through three channels. First, through the
income channel, they can benefit either
directly as producers or indirectly through
the labor market as wage laborers.

Second, through the price channel, they
can also benefit as consumers when food
prices decline. The extent to which prices
respond to productivity increases, thereby
eroding some of the income gains for net sell-
ers, will depend on their tradability: sensitive
if not tradable, less sensitive if tradable. This
price response will also affect who benefits
most—the net food sellers2? or the net food
buyers—with the ultimate poverty effects
depending on the shares of both groups
among the poor (Ivanic and Martin 2018).

Third, the poor can benefit through
the linkage channel. New off-the-farm
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employment opportunities emerge when
increased agricultural incomes raise demand
for agricultural inputs and production ser-
vices; agribusiness development (backward
and forward production linkages); and
locally produced goods and services (con-
sumption linkages). These indirect link-
age effects are often the most important,
especially the consumption linkages. They
crucially depend on the number of people
who benefit from the productivity increase
(that is, how broadly based the agricultural
growth is) as well as on their propensity to
consume locally produced goods and ser-
vices (Delgado et al. 1998).

How Best to Broker the Agricultural
Transition?

In most African countries, the agrar-
ian structure is still dominated by low-
productivity smallholders focused on
staples, often mixed with some livestock
holding (Otte et al. 2012).2L The end point
is a commercial agriculture on larger farms
integrated into a well-functioning food sys-
tem, with high-value agricultural products
making up the bulk of value added and
employment. Much debate remains on how
best to broker this transition while maximiz-
ing poverty reduction (ACET 2017; Collier
and Dercon 2014; De Janvry and Sadoulet
2010; Diao et al. 2012; Hall, Scoones, and
Tsikata 2017; Mellor 2017).

There are two salient aspects to this debate.
First, what is the appropriate sequencing and
distribution of relative policy attention and
public investment to the different subsectors?
Should more attention go to (a) productivity
growth and commercialization of staples for
the domestic market (the Green Revolution);
(b) the transition to nonstaple crops and agri-
business development to feed the cities and
the new rural consumers (agrarian and rural
transformation); or (c) productivity growth
and value addition in both traditional and
new export crops (akin to the structural
transformation)? Furthermore, how do the
answers differ depending on the state of
development and trade openness?

Second, how is production best organized:
on large-scale or on small-scale entities (or
a mixture of both), and should it be labor-
intensive or capital-intensive? Should the
transition to larger-scale farming be acceler-
ated, or is organic farm growth more desir-
able and feasible? How do countries’ land
endowments (land abundance or scarcity)
and agrarian structures as well as the charac-
teristics of the crops and market structure of
the subsectors affect the answer?

The Continuing Importance of Staple
Crop Productivity Growth

Two factors explain why brokering Africa’s
Green Revolution remains a first-order
public policy issue for accelerating poverty
reduction: First, low labor productivity in
staple crops still locks too many people into
staple crop agriculture. Second, because of
this as well as greater income (including
via the price channel) and linkage effects,
raising staple crop productivity has larger
growth multipliers and greater poverty-to-
growth elasticities than an equal amount of
productivity growth in cash crops.22

Recent household survey evidence from
Tanzania vividly illustrates the continuing
pertinence of staples in food demand and
employment (Tschirley et al. 2017), as shown
in table 3.1. The income elasticities for staples
are still high among the rural and the poorer
segments of the urban population (close to 1
or above), and their food expenditure share
is still large. As a result, the bulk of the
additional agricultural labor (person-days)
needed to meet the additional food demand
from income growth remains concentrated
in staples.23 Growing demand for vegetables
offers new employment opportunities and the
highest returns per grower, but few growers
benefit.

The additional staple demand could be met
by imports. This comes at the expense of
raising trade imbalances. With an increase
in productivity, it could also be grown
domestically.2* Wheat, and especially rice,
hold growth and poverty-reduction potential.
They generate the most employment and, after
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TABLE 3.1 In Tanzania, there are larger income gains per grower in fruits and vegetables but much larger
employment gains in staples, especially rice

Landholding size class

Type of annual projected increase Total <1ha 1-2 ha 2-5ha 5-10 ha >10 ha
USS output (gross) per day of labor

Wheat and rice 71 56 6.7 71 16.7 12.5
Other grains 3.6 29 32 3.6 83 32
Roots and tubers 33 26 5.0 34 4.0 2.5
Pulses 31 23 29 36 59 4.8
Oilseeds 6.7 34 4.5 6.3 14.3 —
Vegetables 1.1 9.1 12.5 12.5 77 —
Expected change in labor (person-days, thousands) from dietary change following income growth

Wheat and rice 5,471 1,904 1,456 1,573 240 299
Other grains 3,413 920 1,049 1,031 259 155
Roots and tubers 3,547 1,606 808 871 137 125
Pulses 4,246 1,266 1,323 1,169 240 248
Oilseeds 708 109 247 231 122 —
Vegetables 1,654 564 484 497 109 —
Total 19,040 6,368 5,367 5,371 1,106 828

Gross income per grower (USS per year)

Wheat and rice 31 18 31 39 80 98
Other grains 2 1 2 3 7 4
Roots and tubers 1 7 15 13 11 10
Pulses 3 2 5 7 1
Oilseeds 10 4 6 10 48 —
Vegetables 50 32 48 93 83 —
Source: Tschirley et al. 2017.

Note: ha = hectares; — = not available. Table shows projected changes in labor needs, by crop, following rising demand from increased income and dietary

change one year ahead. Imports are netted out (assuming constant import shares); prices, investments or technology, and the structure of landholdings
and labor productivity are held constant. The projections represent the distribution of short-run employment and income opportunities at the farm level

from rising food demand engendered by one year'sincome growth.

vegetables, offer the highest income growth
per grower, including on small farm units
(table 3.1). Similar observations hold for other
countries, as in Cote d’Ivoire (Christiaensen
and Premand 2017). Incidentally, rice and
wheat are also an important share of Africa’s
food imports, as noted earlier,2> which makes
rice and wheat particularly important for
poverty reduction (as well as for the external
macroeconomic balance) in the Tanzanian
example and elsewhere.

The estimated demand for other grains,
pulses, and roots and tubers equally requires
much additional labor but generates lit-
tle income growth. However, if the labor
productivity of poorer farmers in these

subsectors could be raised cost-effectively,
it would substantially improve food secu-
rity and over time also free up much labor
for other activities. Poor rural farmers still
consume large portions of their staple crop
production.2¢ Alternative income opportuni-
ties remain absent, and food markets to buy
and sell their food are often insufficiently
reliable.

These findings highlight the continuing
dominance of staples in food demand, the
sheer amount of labor required to meet this
demand, and thus the opportunities for direct
income gains and poverty reduction. When
the effects of price and intersectoral linkages
are further considered, productivity growth
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in the food staple sector proves more effec-
tive than export crops in increasing national
income and reducing poverty (Diao et al.
2012). This happens because of its larger
growth multipliers and the higher poverty
elasticities of growth relative to growth in the
nonstaple sector: 1 percent growth in agricul-
ture driven by cereal or root and tuber pro-
ductivity growth generates a larger decline
in national poverty than does 1 percent
growth in agriculture driven by growth in
export crops (table 3.2). When smallholders
are engaged in growing export crops (such as
cotton in Zambia and tobacco in Malawi),
the gaps in poverty gains between staple and
export crops are usually smaller.

Because of the concentration of Africa’s
livestock holdings among poorer smallhold-
ers (often women) in mixed crop-livestock
farming systemsZZ and its strong links with
staple crops, productivity growth in the live-
stock sector often comes in second (after
productivity growth in staples) in terms of

growth multipliers and impact on poverty
reduction, as in Ethiopia, southern Africa,
and Uganda (Diao and Nin-Pratt 2007;
Nin-Pratt and Diao 2006; Benin et al. 2008,
respectively). This results from the strong
direct income gains among rural households
and the production links to the staple crop
sector as supplier of livestock feed (including
through its byproducts) as well as the con-
sumption linkages (Otte et al. 2012).

Unfortunately, staple crops (and small-
holder livestock holdings) tend to attract rela-
tively less public and private attention. Cash
crops—whether traditional (such as cotton,
coffee, and cocoa) or new ones (fruits, veg-
etables, and flowers)—are an important
source of foreign exchange and taxation.
They are also needed as primary materials
for processing firms in western countries.
Staple crops generally do not command such
interest, despite their larger poverty-reducing
effects and the importance of food security
for sociopolitical stability (Barrett 2013).

TABLE 3.2 Staple crop productivity growth is more poverty reducing than export crop productivity growth

Staple foods

Export crops

Growth  Poverty-growth

Growth  Poverty-growth

Country multiplier elasticity Lead sector multiplier elasticity Lead sector
Ethiopia 113 -140 All cereals 1.04 -1.16 All export crops
Kenya — -2.13 All food crops 262 -190 All export crops
Malawi m -0.74 Maize 1.05 -0.62 Tobacco
— -0.85 Horticulture 1.06 -0.57 Other export crops
Mozambique 142 -0.73 Maize 148 -0.29 Traditional exports
— -0.65 All cereals 0.83 -043 Biofuel crops
Nigeria — -1.02 All cereals 0.70 -0.81 All export crops
— -092 Roots — — —
Rwanda — -2.39 Maize — -1.81 Coffee
— -2.59 Pulses — -1.63 Tea
— — — — -2.27 Other export crops
Tanzania — -1.09 Maize 115 -1.00 All export crops
Uganda — -1.07 Roots 0.62 -0.64 All export crops
1.39 -1.38 Horticulture — — —
Zambia 1.63 -0.27 All cereals 0.30 -0.25 All export crops
1.88 -0.33 Roots — — —

Source: Diao et al. 2012.
Note: — = not available.
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International food crises can be a power-
ful trigger to shift political attention to food
crops, as observed in the aftermath of the 1973,
1978, and 2008 crises. Yet, this typically fades
away rapidly as international prices come down
(Timmer 2010). Specific public policy atten-
tion and investment is especially important
when subsector-specific public investments are
needed (for example, for R&D, extension, and
infrastructure) or when institutional innova-
tions such as inclusive value chain development
(VCD)—successful in overcoming input, factor,
and product market constraints in cash crops—
do not carry over easily to staple crops, as elab-
orated further below (Swinnen, Vandeplas, and
Maertens 2010).

In sum, African cereal yields are still only
1.5 tons per hectare (about half of those in
India and a quarter of those in China). Most
of the poor still rely on their own staple pro-
duction to meet their food needs and have no
obvious sustainable alternative to gain a liv-
ing outside agriculture and buy food, at least
not at scale. Staple crop productivity growth
generates greater multiplier effects. And there
is less political incentive, but greater need, for
public sector engagement.

Clearly, specific policy attention to and
investment in raising staple crop productivity
is warranted. In China and Vietnam, cereal
yields were already at 2.7 tons per hect-
are when those countries introduced their
Household Responsibility System and Doi
Moi programs, respectively. These programs
boosted staple productivity further and drove
much of their poverty reduction in the early
and late 1980s (Ravallion and Chen 2007).
Similar arguments hold for smallholder live-
stock promotion, albeit to a lesser extent,
given the greater potential for inclusive VCD
(for example, in the dairy subsector), as dis-
cussed further later in this chapter.

Development of Africa’s agro-exports (old
and new) importantly complements the staple
crop agenda. In addition to foreign exchange
and tax revenues, it provides important addi-
tional employment and poverty-reducing
opportunities, including to absorb surplus
labor or labor released from staple crop produc-
tivity growth, as in Ethiopia (Suzuki, Mano,

and Abebe 2018) and Senegal (Van den Broeck,
Swinnen, and Maertens 2017). Spillovers from
cash crop production (such as the relaxation
of liquidity constraints and improved market
access to inputs) may also benefit staple crop
productivity (Govereh and Jayne 2003).

Yet the numbers will be too small for agro-
export development to broker a structural
transformation on its own.28 Furthermore,
export crop development does not have to
compete with public investment in staples,
because private sector interests can further be
leveraged. The challenge is to balance policy
attention. The importance of staples also
holds in coastal countries, which are argu-
ably more exposed to external markets and
agricultural trading opportunities, as well
as in mineral-rich countries (see table 3.2,
Mozambique and Zambia, respectively).

The Promise of the Larger Smallholder

Greater capacity to learn and innovate,
better access to finance, and greater abil-
ity to facilitate returns to scale in the
organization of the downstream market
(storage, processing, and wholesale and
retail trading) arguably favor a food sys-
tem organized around large farming units.
In this view, the main cause for Africa’s
low agricultural labor productivity lies in
the concentration (and misallocation) of
land and production on smallholder farms
with poor farming skills.

If so, the apparent policy solution is to
remove agriculture policy distortions that
favor smallholder farming and to foster land
tenure security to enable farm consolidation
so that the best farmers can eventually buy out
those who lack the skill to farm productively.22
After all, most African smallholders have not
chosen to be farmers; they were born into it
(Adamopoulos and Restuccia 2014, 2015;
Collier and Dercon 2014; Restuccia and
Santaeulalia-Llopis 2017).

But the evidence on this is quite nuanced.
To begin with, the widely documented inverse
farm size-to-productivity relationship would
suggest otherwise (Carletto, Savastano, and
Zezza 2013; Larson, Muraoka, and Otsuka



EARNING MORE ON THE FARM

107

2016).3% Also, evidence from Ghana and
Uganda suggests that much of the variance
in productivity can be explained by (unob-
served) measurement error, idiosyncratic
shocks, and heterogeneity in land quality
(Gollin and Udry 2019). As such, gains from
reallocation to the more productive farmers
may be substantially more modest than cur-
rent distributions of farm size and labor pro-
ductivity would suggest.

Much of this evidence comes from house-
hold surveys. They often do not capture
many large farms (Jayne et al. 2016). More
direct evidence shows the following:

e In Malawi, large agricultural estates have
underperformed small ones (yield, pro-
ductivity, and intensity of land use are
below those of small farms) and failed to
generate positive spillovers (Deininger and
Xia 2018).3L

e In Mozambique, private sector, large-
scale farm expansion had some positive
spillovers: agricultural practices and
input use by small farms within 50 kilo-
meters from the newly established large
operations improved, and there were also
some signs of job creation. However, it
did not lead to greater participation in
output markets, cultivated area expan-
sion, or better yields, and it decreased
perceived well-being among the farmers
around these large farms (Deininger and
Xia 2016).

e [n Ethiopia, large farm establishment did
not lead to job creation and provided only
modest benefits in terms of technology,
input market access, or greater resilience
to crop shocks for neighboring smallhold-
ers (Ali, Deininger, and Harris 2019).

These more recent experiences suggest that
large-scale agricultural estates are, in prac-
tice, not necessarily more productive and that
the benefits for smallholders are typically too
small to justify large unconditional subsidies.

The empirical evidence is much clearer
that increasing smallholder productivity is
particularly effective at reducing poverty (as
opposed to fostering efficiency and growth)

(Christiaensen, Demery, and Kuhl 2011;
Ivanic and Martin 2018; Ligon and Sadoulet
2018; Mellor and Malik 2017). It raises the
income of the poor directly and, by reaching
many with a higher propensity to consume
locally produced goods and services, it also
creates more important demand effects (or
consumption linkages) for the other sectors.

Several countries have also successfully
developed by increasing smallholder produc-
tivity in the initial stages, such as China and
Vietnam (Vietnam is now the second-largest
exporter of rice and coffee).32 Conversely, in
Tanzania, rapid economic growth did not
significantly improve poverty during the
2000s, partly because of the structure of
agricultural growth, which favored larger-
scale production of rice, wheat, and tradi-
tional export crops in specific geographic
regions. Accelerating growth in a wider
range of subsectors (especially maize) grown
extensively by subsistence smallholders, but
also livestock, would have strengthened the
growth-poverty relationship while also con-
tributing significantly to growth itself (Pauw
and Thurlow 2011).

These historical experiences suggest that
rapid concentration of agriculture on large
landholdings is neither necessary nor sufficient
for rapid growth or poverty reduction. This is
not to be confused with the observation that
farm sizes consolidate as countries develop and
urbanize (the agricultural transformation). In
this, the process is arguably more important
than the actual end points. So, what is the
appropriate way forward?

The starting point remains a pre-
dominantly smallholder family farming
structure.3? But not everyone should stay
in farming. Nor should efforts to increase
labor productivity (in crop as well as live-
stock production) necessarily focus mainly
on the poorest and smallest farmers. Rather,
it is the slightly larger, dynamic, and com-
mercially oriented smallholders who hold
the most promise to act as catalysts, with the
poorest benefiting through lower food prices
and the local labor markets (Hazell et al.
2010; Mellor 2017). Furthermore, institu-
tional innovations such as machinery services
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(tractor rental), contract farming, and VCD—
more recently fueled by the information and
communication technology (ICT) revolution
(noted in Fundamentals 3, “Leapfrogging
with Technology (and Trade)”)—can help
smallholders capture economies of scale in
mechanization and in trading, processing,
and marketing further down the chain.

The rise of medium-scale farmers in
Africa (farms of 5-100 hectares) is adding a
new element to the farm-size debate (Jayne,
Chamberlin, and Headey 2014; Jayne et al.
2016). They now control roughly 20 percent of
total farmland in Kenya, 32 percent in Ghana,
39 percent in Tanzania, and slightly more than
50 percent in Zambia (Jayne et al. 2016). Their
number, average size, and share of land culti-
vated has been expanding rapidly over the past
decade, especially in the more land-abundant
African countries.3* This expansion has been
largely driven by relatively wealthy urban
investors, many of them former or current gov-
ernment employees, and much less through
organic growth of smallholder farms.

Will medium-size farms be more effec-
tive than large-scale farms at reducing pov-
erty? Indications from Kenya, Tanzania,
and Zambia are that medium-scale farms
are attracting new investments in the
chain by large trading companies, suppli-
ers of mechanization equipment, and other
agribusinesses. Smallholders have benefited
through slightly higher output prices—for
example, 3.6 percent and 4.9 percent higher
for maize in Kenya and Zambia, respectively
(Sitko, Burke, and Jayne 2017)—and better
access to mechanization services (Van der
Westhuizen, Jayne, and Meyer 2018).

Incipient evidence from Tanzania fur-
ther suggests that the concentration of land
among farms of 5-10 hectares comes along
with an increase in labor income among
smallholders in that district (Chamberlin and
Jayne 2017). This also holds for the poorer
households because of an increase in their
off-farm incomes, which more than offsets
the decline in their incomes from farming
and agricultural wages on which they now
spend less time. This positive spillover no lon-
ger holds, however, when land in the district

is more concentrated on larger farms (larger
than 10 hectares); if anything, it may even
negatively affect the incomes of the poor.

The emerging picture suggests that poor
smallholders can benefit from some farm con-
solidation, albeit less likely from large-scale
farms (more than 100 hectares) and even
from the larger medium-scale farms (more
than 10 hectares)—and mainly through the
generation of rural off-farm employment
opportunities nearby. Possible reasons for
this are that the larger medium-scale farms
are more capital-intensive and use less agri-
cultural wage labor. More of these farms also
result from acquisition by outsiders rather
than organic growth, with the owners often
urban-based (Jayne et al. 2016). More of
the revenues are likely spent on urban (and
imported) goods and services with few local,
rural multipliers. This leads to smaller local
consumption linkages for the poor.

The findings suggest a focus on the
slightly larger, more innovative smallholder
farmers as entry points to raise agricultural
productivity—an approach also advocated
by Mellor (2017) and Otte et al. (2012) in
the case of livestock. They also suggest an
emphasis on farm consolidation through
organic productivity growth and farm expan-
sion rather than external acquisition. The
optimal farm size for this “larger small-
holder” will differ across countries—Ilarger
in land-abundant countries, smaller in land-
scarce countries, and depending on the crop
(larger for land-intensive cereals, smaller for
labor-intensive fruits and vegetables). Yet
with many of Africa’s countries no longer
land-abundant, it could in many cases already
occur with farms from 2 hectares onward.

Because of lower transaction costs, much
larger (“estate”) farm entities may still be
needed to ensure consistent volumes, qual-
ity, and standards to enable access to more-
demanding markets. This has, for example,
been the case in the labor-intensive export
niche markets for high-value agricultural prod-
ucts such as fruits and vegetables, flowers, and
fish (Van den Broeck, Swinnen, and Maertens
2017). The poor (often especially poor women)
can then benefit through the labor markets
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as agricultural wage laborers. Whether such
estate farming is also necessary to ensure the
standards and volumes required to supply the
domestic urban markets is not clear. The feasi-
bility of alternative models, including producer
alliances and contract farming, is explored fur-
ther in the VCD section later in this chapter.

Poverty Highest in Remote,
High-Potential Areas

So, where should efforts focus to increase
smallholder staple crop productivity and
agricultural labor productivity more broadly?
It is commonly assumed that poverty is worst
in remote settings with poor agroecological
potential (Barbier 2016; Jalan and Ravallion
2002; Kraay and McKenzie 2014). Incipient
evidence suggests, however, that in Africa,
it is areas with more fertile soils that have
the higher poverty rates, with the negative
effect exacerbated when these regions are
poorly connected to markets (Wantchekon
and Stanig 2016). Further analysis using
alternative measures of poverty, agroecologi-
cal potential, and rural market access also
points in this direction (Vandercasteelen and
Christiaensen 2018), as figure 3.2 indicates.

Poverty rates are higher in areas with bet-
ter agroecological potential, and they increase
the farther these higher-potential areas are
from the nearest urban agglomeration of
50,000 or more inhabitants. After three hours
of travel time, the negative effect of distance
levels off. Poverty density (number of poor per
square kilometer), on the other hand, drops
dramatically as one moves away from urban
agglomerations. The drop is most dramatic
during the first two hours of travel time, from
77 to 24 people per square kilometer (in high-
potential areas). The higher poverty rates as
one moves away from urban agglomerations
are offset by much lower population density.
Interestingly, poverty rates and poverty den-
sity in low-potential areas are not only lower
but also decline with distance.

The mechanism behind these findings
remains poorly understood. High-potential
areas may attract more people, inducing
higher population density. If not followed by

FIGURE 3.2 Poverty rates in Africa are highest in more-remote
areas with better agroecological potential
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Source: Vandercasteelen and Christiaensen 2018.

Note: km?= square kilometer. Travel time is the time needed to travel to the nearest urban
agglomeration of at least 50,000 inhabitants using the most convenient mode of transport, distance
being corrected for terrain and road conditions. Poverty is defined as living on less than US$1.90 per
person per day. Agroecological potential is assessed as either high or low based on a combination
of a soil suitability index and the length of growing period.

a. The predicted values of the poverty rate by travel time are obtained as the margins

after the regression of the poverty rate on an indicator variable taking the value 1

if agroecological potential is high, the one-hour intervals of travel time, their interactions,
and a set of control variables. Bars indicate the 95 percent confidence intervals.

b. The number of poor per square kilometer is obtained by multiplying the population
density in each 10-square-kilometer pixel by the predicted poverty rate for that pixel.

commensurate agricultural intensification,
agricultural involution and stagnation or
impoverishment ensues. Africa’s rural popu-
lation does live spatially clustered in areas
with high soil quality (Jayne, Chamberlin,
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and Headey 2014). Agricultural intensifi-
cation in Africa has remained much below
what would have been expected given current
population densities (Binswanger-Mkhize
and Savastano 2017). Although the practice
of fallow has virtually disappeared, it has
not been compensated by a commensurate
increase in the use of soil fertility-enhancing
inputs (organic or inorganic). Widespread
soil and environmental degradation are now
commonly observed (Jayne, Chamberlin, and
Headey 2014).

Remoteness exacerbates this situation,
making it harder for people to commercialize
their production, diversify their activities, or
move (Davis, Di Giuseppe, and Zezza 2017;
Deichmann, Shilpi, and Vakis 2009). This
fosters even greater reliance on agriculture
and becomes especially challenging in the
areas whose greater agroecological potential
attracted larger populations to begin with.
Fertile land may also have fostered larger
family sizes (to work the land), with isola-
tion further reducing households’ investment
in human capital given the fewer off-farm
opportunities and thus the lower returns to
education (Wantchekon and Stanig 2016).

Poorly connected areas with good agro-
ecological potential are not uncommon.
Historically, much of Africa’s road infra-
structure has been constructed to connect
mining areas to cities and seaports, thereby
bypassing some of the areas with the greatest
agroecological potential. Rapid population
expansion in the face of limited alternatives
may have trapped people in isolated fer-
tile areas into low-productivity subsistence
agriculture and poverty (Wantchekon and
Stanig 2016).

The findings draw attention to areas of
high agroecological potential as key action
entry points for accelerating poverty reduc-
tion (map 3.1), with an emphasis on rural
infrastructure and transport services (as
well as schooling) to better connect them to
markets. In 2013, an estimated 51 million
poor people lived in high-potential areas that
were three or more hours away from an urban
agglomeration of at least 50,000 people;
another 201 million were in high-potential

areas within three hours from the nearest
urban center of 50,000. This compares with
142 million poor people (or about a third of
Africa’s 396 million poor in 2013) who lived
in areas with low agroecological potential, of
whom 119 million were within three hours of
the nearest urban center and 22 million were
more than three hours from an urban center
(Vandercasteelen and Christiaensen 2018).
Although this does not exclude the need
for attention to areas with lower agroeco-
logical potential—including to prevent rising
interregional inequality and conflict—it does
highlight the potential for accelerating pov-
erty reduction through in situ investments,
especially in the more remote fertile areas
with greater population densities, which
in the classifications used here also include
much of the African savanna.33 Similar
observations hold in the context of small-
holder livestock promotion (Otte et al. 2012).

An Integrated Approach s
Needed

Persistently Low Agricultural Labor
Productivity

Growth in Africa’s agricultural labor pro-
ductivity has picked up somewhat since
2000, to 3.3 percent per year on average
during 2001-12 (Benin and Nin-Pratt 2016).
This is consistent with the favorable change
in Africa’s agriculture policy environment
since the 2008 world food crisis. It plausibly
also reflects urban distress migration of sur-
plus labor, reducing land pressure. Yet there
are sizable differences across countries, and
following decades of sluggish growth,3¢
Africa’s agricultural labor productivity is
still extremely low,3Z especially in the coun-
tries where most of Africa’s poor live and
where poverty rates are high.38

In an accounting sense, agricultural labor
productivity can be seen as the product of two
components: the amount of land per agricul-
tural worker and the output per unit of land.
But given the seasonal nature of rainfed agri-
cultural production, farm labor goes often
underused outside the agricultural seasons.
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MAP 3.1 Remote, high-potential areas are concentrated in central Africa, eastern Ethiopia, and

Madagascar
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Source: Vandercasteelen and Christiaensen 2018. © World Bank. Used with permission; further permission required for reuse.

Note: The presentation is based on 100-square-kilometer pixels. In pixels with high market access (MA), travel times to the nearest urban agglomeration of
atleast 50,000 inhabitants are less than three hours. In pixels with high agroecological potential (AEP), the average length of a growing period is at least
120 days, and the value of the soil-crop suitability index is at least 25. Travel time data come from Weiss et al. (2018), the length of growing-period data are
derived from the “Global Agro-Ecological Zones Assessment for Agriculture” (Fischer et al. 2008), and the Soil Production Index is derived from the “Digital

Soil Map of the World” (Sanchez et al. 2009).

To account for this, it is useful to also consider
the intensity of farm labor use.

This analysis suggests three entry points to
raise agricultural labor productivity through
actions on the farm:3?

e Increase the intensity of labor use in
farming per farm laborer: that is, the
number of hours worked in agriculture
per farm laborer, holding the amount of
land constant.

e [ncrease the farm size: that is, the amount
of cultivated land per full-time equivalent
worker.

o Increase land productivity: that is, the
agricultural value added per unit of land.

Underuse of Agricultural Labor Given
Seasonality

A widely shared observation is that labor
productivity in agriculture is lower than
in other sectors, even after accounting
for differences in human capital (Gollin,
Lagakos, and Waugh 2014). Yet when
expressed in full-time labor equivalents—
accounting for the differences in actual
hours worked in the sector per sectoral
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worker—the gap in productivity largely
disappears.®? It suggests that agriculture is
not intrinsically less productive. Analysis
further shows that labor among agricul-
tural workers is underused: workers pri-
marily engaged in agriculture work fewer
hours than those primarily engaged in other
sectors (McCullough 2017). This appears
closely tied to the seasonal nature of agri-
cultural production (figure 3.3) (De Janvry,
Duquennois, and Sadoulet 2018).
Seasonality in production, espe-
cially when it is rainfed as in most of
Africa, implies cyclical labor calendars in
agriculture. Demand for farm labor peaks
during the planting and harvesting seasons
but remains underused on the farm during
the rest of the year. Irrigation investment
can increase the number of crops grown per
year (such as an early and late crop, either
the same, such as rice, or another one, such
as vegetables). Another possibility is diver-
sification into livestock, such as poultry
for egg production or dairy cows for milk

production, with a more continuous labor
demand throughout the year. The poten-
tial of both strategies depends on market
demand and is likely more viable near urban
centers. Their development also requires
complementary measures such as extension,
access to credit and inputs, a cold storage
chain, standards, and certification.

Alternatively, farm household members
may seek off-farm employment through
rural-urban migration during the lean
season (Bryan, Chowdhury, and Mobarak
2014) or permanent migration. Yet remu-
nerative countercyclical off-farm employ-
ment is not always available. Urban
employment opportunities for the unskilled
are mainly low-paying and in the infor-
mal sector, while the few labor-intensive
export manufacturers available that pay
a wage premium do so exactly to avoid
worker turnover (Blattman and Dercon
2016; Suzuki, Mano, and Abebe 2018), as
discussed further in chapter 4 (“Moving to
Jobs Off the Farm”).

FIGURE 3.3 Ruralindividuals in Malawi work less, and more seasonally, than urban residents
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Source: De Janvry, Duguennois, and Sadoulet (2018), based on Malawi’s 2010-11 Integrated Household Survey.

Note: Bars indicate the 95 percent confidence intervals.
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Moreover, seasonal migration may be det-
rimental to the agricultural practices on the
home plot. Experiments from Zambia show,
for example, that smallholder households in
villages randomly selected for a loan program
worked on average 25 percent less as labor-
ers off the farm (than they had in the past)
and opted to work more on their own farms
instead. They saw their consumption rise and
even started to hire local agricultural wage
laborers themselves, pushing up local farm-
ing wages (Fink, Jack, and Masiye 2014).
Mechanization can help overcome seasonal
labor bottlenecks on the farm—for example,
when the harvesting windows are too short.
This can facilitate the uptake of full-time off-
farm employment elsewhere (as further dis-
cussed below).

Seasonality in agricultural income and
labor is especially problematic for poor
farmers, who have limited access and face
large transaction costs to participate in
credit and labor markets to smooth con-
sumption (Dercon and Krishnan 2000;
Khandker 2012). Filling and smoothing the
rural labor calendars (by intensifying labor
use on the farm as well as in the rural off-
farm economy) is thus key to raising labor
productivity and reducing poverty. More
broadly, the interaction between seasonal-
ity in production, agricultural labor supply,
off-farm employment, and poverty needs
more attention from researchers and policy
makers. The precise dynamics of agricul-
tural labor underuse in Africa remain poorly
understood.

Limited Scope for Farm Size Expansion

Over the past decades, much of Africa’s
agricultural output growth has come from
the expansion of cultivated land, which has
been especially fast since the 1990s.41 This
has been driven by population growth and
the increase in domestic food prices and
has been concentrated in land-abundant
countries. As a result, average farm sizes
in these countries have remained largely
constant (around 3 hectares). In land-
constrained countries, on the other hand,

strong population growth has come along
with a substantial drop in farm size—from
2.3 hectares to 1.2 hectares, on average
(Headey 2016).42

The scope for further agricultural labor
productivity growth through farm-size
expansion as a way out of poverty appears
limited. Africa still has surplus farmland,
but it is concentrated within relatively few
(eight or so) land-abundant countries, some
of which are fragile and conflict-affected
states.*> Much of the land is also not read-
ily available or economically viable for small-
holders, given poor infrastructure and the
presence of human (malaria) and zoonotic
diseases (Jayne, Chamberlin, and Headey
2014). It might be more suitable for large-
scale, capital-intensive farming. However, the
poverty-reducing effects remain to be estab-
lished, as noted earlier.

What about most of the remaining coun-
tries in the region (about 40), where also most
of the poor reside? Not only have average
farm sizes been declining in many of these
countries, but their land distribution has also
been bifurcating: a much larger number of
smallholders live on even smaller farms than
the averages would suggest. A class of land-
poor (or even landless) individuals is emerg-
ing, especially in the most land-constrained
countries.** For example, owned land per
adult in the bottom quartile of households
(ranked by land ownership) in Nigeria,
Malawi, and Uganda amounts to 0.02, 0.08,
and 0.09 hectares per adult, respectively.
The share of landless rural households in
these three countries is 8 percent, 5 percent,
and 5 percent, respectively—compared with
about 2 percent in Ethiopia, Niger, and
Tanzania, where the land-to-labor ratio is
still somewhat larger (Deininger, Savastano,
and Xia 2017, table 3).

Especially women and unemployed youth
tend to lack the social connections and the
necessary resources to access new land
(ACET 2017). Well-functioning land rental
markets can lower their barriers to access-
ing land, and these markets have indeed
emerged in response. Land rental markets
are more active than commonly assumed,
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especially in countries where land constraints
are more binding.®> This has helped transfer
land to land-poor, labor-rich households,
thus helping to equalize land endowments,
but it has not yet resulted in a reallocation of
farmland to larger or more productive farm-
ers (Deininger, Savastano, and Xia 2017;
Muraoka, Jin, and Jayne 2018).

Land market performance is lower where
land tenure security (real or perceived) is
lower as well (Deininger, Savastano, and Xia
2017). Improving land tenure security is a
high-priority policy area to help farmers sort
themselves by comparative advantage and to
facilitate farm consolidation. Despite earlier
evidence to the contrary (Jacoby and Minten
2007), recent experience from Ethiopia and
Rwanda suggests that land title registration
may be one cost-effective way to improve
land tenure security, with the effects largest
among those groups with weaker initial levels
of tenure—notably women (Ali et al. 2015;
Deininger, Ali, and Alemu 2011). Greater
land tenure security can also foster long-
term investment in land productivity (Ali,
Deininger, and Goldstein 2014; Goldstein
et al. 2018).

Myriad Constraints on Land
Productivity

To overcome shrinking farm size, land
productivity must be increased. African
countries have started to do so, with the
land-constrained countries and those with
less-favorable agricultural conditions most
recently more successful than the others
(Benin and Nin-Pratt 2016), as figure 3.4
illustrates.

Increasing land productivity requires
modern inputs and farming techniques—in
other words, the Green Revolution package.
Yet the prevalence and amount of modern
input adoption (improved seeds, fertilizer,
and agrochemicals) has been mixed and the
adoption of mechanization and irrigation
especially low (Sheahan and Barrett 2017).
The profitability of modern inputs appears
far from assured and highly variable across
time and space, causing some farmers to

opt out and others to apply inputs at rates
that are not yet economically rewarding.4¢
Some studies in eastern and western Africa
show, for example, that the adoption of
inorganic fertilizer in maize production is,
on average, profitable (Duflo, Kremer, and
Robinson 2008; Harou et al. 2017; Ragasa
and Chapoto 2017). Yet several other stud-
ies show that fertilizer uptake is not, or is
only marginally, profitable (Beaman et al.
2013; Darko et al. 2016; Liverpool-Tasie
et al. 2017) or is profitable only when subsi-
dized (Koussoubé and Nauges 2017) or used
within a limited range of rainfall distribu-
tions (Rosenzweig and Udry 2016).

Heterogeneity in the profitability of tech-
nologies comes partly from differences in the
physical environment (Otsuka and Muraoka
2017). Soil quality, for example, can vary sub-
stantially across villages but also across plots
within the village. Yet in the absence of the
right soil chemistry and physical conditions,
crop yield response to inorganic fertilizer is
often limited and the use of inorganic fertil-
izer no longer pays (Burke et al. 2016; Carter,
Lybbert, and Tjernstrom 2015; Harou et al.
2017; Koussoubé and Nauges 2017; Marenya
and Barrett 2009; Morris et al. 2007). Poorer
farmers may be especially susceptible because
they tend to cultivate the more-degraded
lands, trapping them in a vicious circle of low
soil quality and low yield response to modern
inputs (Tittonell and Giller 2013). So far, the
role of soil fertility and soil organic carbon
has not been incorporated sufficiently as a
primary determinant of technology use and
its profitability in Africa (Bhargava, Vagen,
and Gassner 2018).

Timely availability, good quality, and
proper application of inputs (seeds, fertil-
izers, and pesticides or fungicides) are also
critical for a proper yield response and prof-
itable adoption (Burke et al. 2016; Darko
et al. 2016). Yet inputs are not always avail-
able in a timely manner, also not when
provided through government programs
(Morris et al. 2007). Moreover, inputs on
the market are at times adulterated (with
nutrient contents well below the labeled con-
tent), rendering input adoption unprofitable
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FIGURE 3.4 Land productivity in Africa grows faster in countries with lower agricultural endowments
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Sources: Calculations based on Benin and Nin-Pratt (2016) and Jayne, Chamberlin, and Headey (2014).

Note: LICs = low-income countries; MICs = middle-income countries. Land-constrained countries are those with a rural population density of more than
100 rural people per square kilometer of arable land. In the sample underlying the numbers shown, those countries include Burundi, Malawi, Nigeria, and
Rwanda. Non-land-constrained MICs include Angola, Botswana, Cameroon, Gabon, Namibia, and South Africa. Land productivity is defined as the value of
gross crop and livestock production in constant 2004-06 international dollars per hectare of cultivated land.

(Bold et al. 2015; Carter, Lybbert, and
Tjernstrom 2015; Michelson et al. 2018;
Ragasa and Chapoto 2017).

Finally, even if technologies are locally
available and of good quality, farmers might
not know how to use them well. Extension
systems have been only partially successful in
promoting the adoption of new agricultural
technologies. Farmers can also self-experiment
and learn by doing as well as observe, repli-
cate, and learn from other farmers in their
social networks (Bandiera and Rasul 2006;
Krishnan and Patnam 2014). Yet this is no full
substitute for good extension services.

Input-output price ratios further determine
the profitability of input use. Transaction
costs to obtain modern inputs can make
them too expensive to be profitable (De
Janvry, Sadoulet, and Suri 2017; Suri 2011).

This sometimes even relates to relatively exor-
bitant costs to overcome the “last mile.”*Z
Institutional and regulatory failures in the
distribution and supply of agricultural inputs
(and other services) add further to the price
(Goyal and Nash 2017; Kydd et al. 2004;
Poulton, Dorward, and Kydd 2010).
Moreover, most agrochemical inputs in
Africa are imported by only a few companies.
Their oligopolistic market power allows
them to impose artificially high markups in
retail prices (ACET 2017; Ncube, Roberts,
and Vilakazi 2015), as further discussed in
chapter 6 (“Mobilizing Resources for the
Poor”). The formation of rent-seeking cartels
in the trucking and transport industry, given
the lack of competition and regulation, fur-
ther inflates transport prices (Teravaninthorn
and Raballand 2008). Similar forces depress
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output prices with growing distance to the
market, disincentivizing technology adoption
and market participation (Damania et al.
2017; Vandercasteelen et al. 2018).

But even if the economics of input use are
favorable and farmers understand how to
optimize input application, some are locked
out because of financial market failures.
Cross-country evidence from Africa shows
that the use of credit to purchase agricul-
tural inputs is extremely low—across credit
type (formal and informal), country, crop,
and farm size category. The vast majority of
farmers rely on self-finance (cash from non-
farm activities and crop sales) (Adjognon,
Liverpool-Tasie, and Reardon 2017). Access
to formal credit markets is limited (if they
exist) because of limited collateral and high
transaction costs to lenders (high screening
costs and covariate risk) (Poulton, Dorward,
and Kydd 2010).

Finally, risk plays a role. Input use is often
not profitable under several states of nature.
For example, rainfall variability explains half
of the variability in the returns to fertilizer
in northern Ghana (Rosenzweig and Udry
2016). Farmers who are risk-averse or lack
the financial capacity to buffer consumption
against income volatility might be reluctant
to adopt agricultural technologies or services
because of the risk of losing the investment
or collateral in case of an adverse shock
(Carter, Laajaj, and Yang 2016; Dercon and
Christiaensen 2011). Hence, risk-averse farm-
ers need a higher return on investment than
risk-neutral farmers (Goyal and Nash 2017;
Liverpool-Tasie et al. 2017). Price risks, even
though negatively correlated with produc-
tion, further compound the challenge. The
importance and consequences of uninsured
risk in agricultural production are further
discussed in chapter 5 (“Managing Risks and
Conflict”).

In addition to the adoption of mod-
ern inputs, land productivity can also be
increased by shifting to higher-value crops
(such as fruits and vegetables) or to small-
holder animal husbandry. Yet access to
quality inputs and proper husbandry is
even more problematic for smallholder

livestock-rearing farmers, resulting in low
and stagnating livestock productivity levels;
for example, current yields of milk, beef,
and poultry stay well below their poten-
tial (IFAD 2016; OECD and FAO 2016).
Although the use of veterinary services, arti-
ficial insemination, and commercial feed are
strong drivers of livestock productivity, these
inputs are of low quality and often unavail-
able, especially for the most remote rural
households (ACET 2017). In eastern and
southern Africa, the East Coast fever, a tick-
borne infectious disease, is the leading cause
of animal mortality, but vaccination is rarely
applied (Perry 2016). Moreover, complemen-
tarities in the application of modern inputs
are even stronger in livestock production
but only rarely applied in combination.#8
And the cost of modern livestock inputs is
high because most veterinary and health
services need to be imported (from abroad
or urban areas), and there exist important
scale economies in livestock rearing, mak-
ing the small-scale production of livestock
often unprofitable (for example, in dairy
production [Gehrke and Grimm 2018]).

Need for Mechanization and Irrigation,
along with a Support Ecosystem

Mechanization

Mechanization can help overcome several
of the constraints to increasing agricultural
labor productivity discussed thus far, as
follows:

e It helps farmers to cultivate more land and
expand their farm size where land is avail-
able, thereby complementing as opposed
to substituting labor (ACET 2017; FAO
2017).2

e It permits greater intensification in the
more-land-constrained systems. For
example, plowing typically does not
increase yields directly but enables timely
cultivation of the land, which is especially
important for crop productivity under
rainfed conditions with short planting
windows (Diao, Silver, and Takeshima
2016).
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e It can also increase the profitability
of adopting modern inputs and labor-
intensive practices (Ragasa and Chapoto
2017), thereby increasing labor use and
further improving land productivity as
observed in the rice farming systems in
Cote d’Ivoire (Mano, Takahashi, and
Otsuka 2017).

e It overcomes seasonal labor constraints,
freeing up labor for other agricultural
tasks or even for off-farm income genera-
tion (part-time farming). But it may also
increase the seasonal labor bottlenecks,
for example, when more land is plowed
but not enough labor is available for har-
vesting the sown crops.

Yet, until recently, farm mechanization
in Africa has been limited. A recent survey
of the uptake of mechanized farm equip-
ment in six African countries shows that
only 1 percent of farmers own a tractor,
and only 12 percent used machinery ser-
vices (Sheahan and Barrett 2017). Part of
the reason is the indivisibility of machines
and thus the need for larger farming units to
capture their economies of scale. The emer-
gence of medium-size farms would be helpful
in this regard, though, as indicated earlier,
the poverty-reducing effects remain unclear.
It is also not strictly necessary. Rural rental
markets for machinery services can over-
come problems with machinery indivisibil-
ity, with tractors rented out either by larger
farmers or specialized private agents, as in
China (Wang et al. 2016; Zhang, Yang, and
Reardon 2017).22 The transaction costs of
participating in machine rental markets can
be substantially reduced through mobile-
phone applications such as “Trotro Tractor”
in Ghana or “Hello Tractor” in Nigeria
(AfDB et al. 2018). Joint ownership of farm
machinery by farm organizations is another
potential solution (ACET 2017).

Another reason for limited machine
ownership is the challenge of financing.
Historically, many African governments
tried to overcome this through subsidiza-
tion and state-run machinery parks. Yet
the main focus was too often on importing

tractors, neglecting the complementary
training of machinery operators, the provi-
sion of adequate maintenance and repair
services, and further development of new
locally adapted appliances. The quality of
plowing and the machinery services was
often poor as a result, with the equipment
grinding to a halt prematurely. In particular,
a full ecosystem of support services—that is,
a machinery value chain—is needed for agri-
cultural mechanization to be able to take off
and flourish (Diao et al., forthcoming).

Since the 2008 world food crisis, agricul-
tural mechanization in Africa has gained
renewed attention from governments as
well as from the world’s leading private sec-
tor agricultural machinery providers: they
do not want to miss out on the world’s last
growth market for mechanized agricultural
equipment. Yet these firms are now not only
providing the machinery but also invest-
ing in after-purchase skill development and
maintenance support. There are also indi-
cations that farming systems have evolved
sufficiently for farmers to demand mecha-
nization (Binswanger-Mkhize 2018; Diao,
Silver, and Takeshima 2016; Mrema, Baker,
and Kahan 2008). Rural wages are rising
in a number of land-abundant countries
or land-abundant regions within countries
(for example, in Cote d’Ivoire, Ghana, and
Tanzania), and some large and medium-
scale farms have emerged. As a result, pock-
ets of mechanization adoption have arisen.2!
Nonetheless, the spread of mechanization in
Africa remains limited and has much lagged
behind Asia.

An important lesson from Asian mech-
anization is that much mechanization
happened without much direct govern-
ment intervention. Where they intervened,
governments addressed coordination fail-
ures so that private supply could meet
existing farmer demand. A third party is
often needed to overcome the coordina-
tion issues across the buyers and suppli-
ers of machinery services (Zhang, Yang,
and Reardon 2017). Governments further
provided key public goods to overcome
market failures.
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African mechanization equally needs an
integrated approach to address the different
constraints focused on provision of public
goods. It also needs the development of insti-
tutional mechanisms to foster public-private
partnerships and local mechanization supply-
chain development. Public-good provision
includes, for example, the following (ACET
2017; Diao et al., forthcoming):

e Supporting R&D on better-adapted
machines or on adjustments of imported
models to the local context

® Providing training and extension to
increase awareness about improved mech-
anized services for smallholder farmers

o Setting up training centers and curricula
for machine operators as well as support-
ing small local manufacturing of spare
parts

e Reducing the administrative and
import costs on agricultural machinery
(including parts).

Irrigation

Just like mechanization, irrigation is also
back on the agenda to increase agricultural
labor productivity, following a 20-year hia-
tus in the wake of disappointing performance
during the 1970s and 1980s. Irrigation can
intensify the use of farm labor by facilitating
year-round cultivation. It also increases land
productivity by fostering modern input adop-
tion given lower variation in crop yields, by
improving crop response to modern inputs
such as improved seeds and fertilizer, by aid-
ing in weed control, and by facilitating the
adoption of higher-value crops such as fruits
and vegetables (Jayne and Rashid 2013;
Otsuka and Muraoka 2017; Tonitto and
Ricker-Gilbert 2016).

However, only 7.3 million hectares of
Africa’s lands are irrigated, mostly con-
centrated in four countries (Madagascar,
Nigeria, South Africa, and Sudan), while
an estimated 40 million hectares are suit-
able for irrigation (Burney, Naylor, and
Postel 2013). Adoption of any form of
water control by smallholder farmers in
Africa has been extremely low so far—Iless

than 2 percent of the cultivated area and
less than 5 percent of households in six
African countries, which together cover
40 percent of Africa’s population (Sheahan
and Barrett 2017).

As with the adoption of other technolo-
gies, low adoption of irrigation is linked
to myriad constraints, resulting in limited
availability, poor operation, and low prof-
itability of irrigation schemes in Africa
(Schuenemann et al. 2018; You et al. 2011).
On the supply side, irrigation develop-
ment in Africa has been constrained by
poor governance structures, limited par-
ticipation by private operators, negative
health and environment consequences,
and high cost of irrigation financing. On
the demand side, the major constraints are
the lack of market access; the heterogene-
ity in easily accessing renewable freshwater
resources; and the lack of technical knowl-
edge, complementary inputs, and at times
also labor or access to mechanized agricul-
tural equipment to operate irrigation facili-
ties efficiently (Barrett et al. 2017; Burney
and Naylor 2012; Mashnik et al. 2017;
Schuenemann et al. 2018).

Similarly, access to reliable and sus-
tainable energy to fuel irrigation systems
remains limited, and local banks remain
hesitant to approve loans to farmers for the
substantial up-front capital investments in
irrigation (Mashnik et al. 2017). Finally,
many rural areas lack adequate infrastruc-
ture to support large-scale irrigation infra-
structure and drainage systems, or their
maintenance has been proven too expensive
(ACET 2017).

Limited Effect of Singular Focused
Interventions

A common thread among the agricul-
tural modernization efforts of the past is
that an integrated approach has typically
been lacking. From the discussion above,
it also emerges that the different input, fac-
tor, and output market constraints often
act like quasi-complements rather than
quasi-substitutes. Following the release of
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one constraint, another one binds rapidly
such that the technology is still not adopted
or is disadopted rapidly thereafter because it
is either not profitable or only profitable as
long as the intervention (for example, subsi-
dization) lasts. This lack of a more holistic
approach to technology adoption is increas-
ingly seen as a major impediment to Africa’s
agricultural modernization.

Africa’s “smart” fertilizer subsidy pro-
gram (Morris et al. 2007; World Bank
2007), for example, had limited produc-
tivity and poverty impacts because of the
lack of complementary investments in agri-
cultural extension, R&D, and soil fertility
management (Goyal and Nash 2017; Jayne
et al. 2018). Many interventions promoting
improved irrigation facilities have also failed
because they focused on one aspect of water
management—for example, on either reliable
access or equitable distribution of irrigated
freshwater—without making complemen-
tary investments or paying sufficient atten-
tion to project implementation and market
development (Burney and Naylor 2012;
ECOWAS, UEMOA, and CILSS 2017). And
for agricultural mechanization to take off
and flourish, it is now emphasized that a full
ecosystem of support services—a machinery
value chain—is equally needed (Diao et al.,
forthcoming).

Detailed microeconomic studies increas-
ingly support the potential of synergies.32
For example, joint input application (such
as combining inorganic fertilizer with
improved seeds) has important synergis-
tic effects on crop profitability (Carter,
Lybbert, and Tjernstrom 2015; Dzanku,
Jirstrom, and Marstorp 2015; Harou et al.
2017; Vanlauwe et al. 2011). However,
because the use of inorganic fertilizer and
improved seeds might make crops more
susceptible to weed growth, pests, and
diseases, the simultaneous application of
herbicides, pesticides, or other pest control
techniques is further required (Tonitto and
Ricker-Gilbert 2016). It is exactly the joint-
ness of modern input use combined with
water control that has been at the heart of
the Green Revolution.

Despite the agronomic synergies of joint
input use, even having access to complemen-
tary inputs alone does not always suffice.
Among those households using modern
inputs, few apply more than one input, and
when they do, they often do not use them on
the same plot (Sheahan and Barrett 2017).
This practice underscores the critical, com-
plementary role of agronomic advice. Where
extension systems have promoted joint input
uptake, as in Ethiopia, the use of modern
seeds and inorganic fertilizer is strongly cor-
related (Abay et al. 2016).

Programs that simultaneously relax agri-
cultural credit and information constraints
(for example, through cash transfers and
extension services) frequently demonstrate
synergistic effects (Ambler, de Brauw, and
Godlonton 2018; Daidone et al. 2017; Pace
et al. 2018).23 And the take-up of credit is
more successful when bundled with insur-
ance (Carter, Cheng, and Sarris 2016).
Outside of agriculture, supplementation of
temporary cash transfers to poor and vul-
nerable people with a package of an asset
grant, entrepreneurship training and support,
life skills coaching, and access to savings
accounts (known as BRAC’s ultra-poor grad-
uation approach, pioneered in Bangladesh)
produced sustainable improvements in liveli-
hoods (Banerjee et al. 2015).

Although conceptually and empirically
appealing, an integrated approach is not
guaranteed to succeed, however. With inte-
gration comes complexity, which challenges
effective implementation especially in weak-
capacity, poor institutional environments.
Integrated rural development was popular
in the 1970s but not successful. It was top-
down and not sufficiently context-specific
or locally owned. The Millennium Villages
Project (MVP) provides a more recent vari-
ant of the integrated rural development
approach with outcomes that were possibly
more positive although still hard to prove in
the absence of rigorous evaluation (Mitchell
et al. 2018).

In the face of limited resources, inte-
grated approaches often also entail thorny
choices about which people, places, or crops
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or products to target first—with politi-
cal dynamics often pressuring policy mak-
ers not to provide more than one program
to the same beneficiaries, even when the
complementarities are clear. Overall, more
experimentation, learning, and evaluation of
integrated approaches is needed. This is also
the direction in which Africa’s agriculture
and food security policies and research have
been moving.

Integration can happen around a popu-
lation group such as the BRAC graduation
approach; a place or territory such as
the MVP and territorial development;
or around a product such as value chain
development (VCD). While not mutually
exclusive, each entry point is different.
In agriculture, a lot of attention goes to
VCD. The next section explores the extent
to which this can also help the poor. The
first two integration channels are further
elaborated in chapter 4 (“Moving to Jobs
Off the Farm”).

Inclusive Value Chain
Development as Response

The Potential of VCD for the Poor

Value chains concern the organization of
the flow of a product between producers
and final consumers (from farm to fork).
They range from full vertical integration of
all steps in one firm (production, storage,
processing, transport, and marketing) over
either formal and hierarchical or more infor-
mal and hybrid contracting arrangements
between the different actors, to fully atom-
istic chains with many agents at each stage.
Value chains can be either long (stretching
over long distances, with much value added
in between) or short (for example, local
farmers markets, often with little value
added after production).

VCD interventions aim to reduce the
transaction costs and upgrade the efficiency
in the chain. They can focus on

o Improving the overall business environ-
ment in which the chain operates;**

e Facilitating coordination between stake-
holders through multistakeholder plat-
forms; and

* Providing temporary support to different
actors (such as farmers, processors, input
and service providers,33 or marketing
companies) or to groups of actors within
an overall strategic framework of support
to the chain.

Support to farmers can include training,
activities to help farmers organize themselves
in groups for collective exchange in input and
output markets, and improvements in farmer
links with other upstream and downstream
actors in the chain (for example, by repre-
senting them in coordination and negotia-
tion with these actors). Sustainability of such
links once the third-party support phases out
is often a challenge.

The essence is to start from consumer
demand (expected volumes as well as qual-
ity and standard requirements), to involve
all actors, and to consider their constraints
to meet this demand. Coordination and
integration can be initiated not only by the
different actors in the chain, including pro-
ducers, but also by agents external to the
chain and governments as well as nongov-
ernmental organizations (NGOs) and inter-
national organizations. External agents are
in principle well placed to help overcome the
coordination costs and broker an equitable
distribution of the value added. They can also
provide complementary public goods and ser-
vices (Swinnen and Kuijpers 2017).

Integrated VCD models that “link” small-
holder producers with input companies, pro-
cessing factories, or marketing agents through
contractual arrangements are increasingly
advanced as a market-based, organizational
solution to help smallholder farmers over-
come the multiple constraints they face in
accessing technology and (higher-value)
markets. In these arrangements, a steady
supply of higher volumes of more consistent
quality can be assured by the stakeholders in
the chain in return for access to credit, inputs
and technology, agronomic knowledge, price
premiums, and a reduction of production
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and market risks for the producers. Risks are
shared, value can be added, and smallholder
producers get access to both new (domestic
and export) and higher-value markets.

Theoretical and empirical evidence sug-
gests that integrated value chains are more
likely to be effective for nonstaple crops (such
as cash crops, fruits, and vegetables) and
agricultural products with high potential for
value addition (such as dairy and meat) than
for staple crops (Swinnen, Vandeplas, and
Maertens 2010). This is partly because higher
value addition facilitates incentive-compatible
contract design, with buyers (exporters, pro-
cessors, or supermarkets) that are concerned
about consistent supplies, quality attributes,
and traceability more willing and able to
pay price premiums to farmers, thereby
increasing contract adherence. Also, when
the specificity of the contract, technology,
or product is higher (that is, if the specific
value of the product is lower for alternative
buyers or farmers are locked in through crop-
or market-specific investments), the cost of
contract breach is higher. Other factors, such
as product characteristics (perishability and
storage requirements) and economies of scale
in processing, play as well (Swinnen and
Kuijpers 2017).

VCD thus opens up opportunities, espe-
cially to connect smallholders to the increas-
ing urban demand for nonstaple foods as
well as to export markets (traditional and
nontraditional). The poor can gain directly
by participating as self-employed, small-
holder (contract) producers. But they can also
benefit indirectly by being employed as wage
workers on larger farms or in the agro-food
sector or through spillover effects in the local
economy (Deininger and Xia 2018; Devaux
et al. 2016; Swinnen and Kuijpers 2017).

Direct gains by the poor as smallholder
producers are more likely when smallholder
production is dominant in the region (that
is, when larger farms are absent) and when
sourcing from smallholders is not more
expensive. The latter happens, for example,
when production is more labor-intensive, as
for some cash crops (for example, tobacco)
that require care in handling and have fewer

opportunities for substituting capital for
labor (Devaux et al. 2016) or dairy (Janssen
and Swinnen 2017). In Mozambique, South
Africa, and Zambia, commercial poultry
industries are also developing that use con-
tract farming to buy broilers from small-
holder farmers (Devaux et al. 2016; Otsuka,
Nakano, and Takahashi 2016).

The size of gains to the poor further
depends on their bargaining power in claim-
ing their share of the value added. When there
is significant demand for the produce, the
farmer’s holdup opportunities (side-selling or
diversion of value-chain-provided inputs or
technology) are larger and their bargaining
powers bigger. Similarly, the buyer’s holdup
opportunities are lower when there are more
alternative buyers, fewer alternative suppli-
ers, few product-specific requirements (that
is, the product’s valuation by other buyers is
higher), and the transferred technology has
long-term effects.

Producer organizations can increase bar-
gaining power. They can also help reduce
transaction costs (searching, screening, con-
tracting, and contract enforcement), which
makes them more attractive parties to con-
tract with. They can coordinate contractual
arrangements, establish trust against con-
tract breach, and facilitate aggregation and
delivery to processors or buyers (IFC 2019).
The need for farmer organizations to coor-
dinate and provide input and service deliv-
ery is especially important when institutions
and the public provision of rural services are
weak, as in postconflict settings (Ragasa and
Golan 2014). Given weak rural infrastruc-
ture and marketing systems, complemen-
tary public investments are often needed to
further incentivize companies in the down-
stream supply systems, as documented in
the dairy sector (Chagwiza, Muradian, and
Ruben 2016; Janssen and Swinnen 2017;
Kilelu, Klerkx, and Leeuwis 2017).

Numerous studies show positive effects
of contract farming on farmgate prices,
farm productivity, and farm household
income (Otsuka, Nakano, and Takahashi
2016; Swinnen and Kuijpers 2017; Wang,
Wang, and Delgado 2014). A review of 30
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empirical studies situates income gains in the
range of 25-75 percent (Minot and Sawyer
2016). Similar conclusions were reached
by other review studies (Otsuka, Nakano,
and Takahashi 2016; Swinnen and Kuijpers
2017; Wang, Wang, and Delgado 2014). This
finding holds promise, but vexing method-
ological issues remain to establish causality
(Bellemare and Bloem 2018).

At the same time, the evidence also suggests
that it is typically the larger, more commer-
cially oriented smallholders that participate
in contract farming; the costs of transacting
with them are smaller (Otsuka, Nakano, and
Takahashi 2016; Ton et al. 2018). Similarly,
evidence confirms that farm organizations
(that is, horizontal coordination) can play a
role in integrating smallholders in modern
value chains and enhancing their incomes (Ito,
Bao, and Su 2012; Ma and Abdulai 2016;
Verhofstadt and Maertens 2015). Yet farm
organizations often also struggle to function
well and, like in contract farming, it is the
relatively better-off farmers who tend to par-
ticipate in producer organizations (Bernard
and Spielman 2009; Fischer and Qaim 2012;
Mojo, Fischer, and Degefa 2017).

That it is mainly the larger smallhold-
ers that benefit directly does not have to be
a concern, because most of the benefits for
the poorest are expected to happen through
spillover effects in the local economy through
increased demand for agricultural labor as
well as consumption links, as documented
earlier regarding Tanzania (Chamberlin and
Jayne 2017). This is an area for further policy
attention and empirical inquiry.

Similarly, if quality or volume require-
ments emanating from consumer demand
(for example, for export vegetables), econ-
omies of scale in processing (for pork or
beef), or timeliness of processing (sugarcane)
necessitate a tight control over the produc-
tion process, vertical integration into large
companies is more likely to occur (Masters
et al. 2013; Otsuka, Nakano, and Takahashi
2016; Swinnen and Kuijpers 2017). The
poor can again benefit as wage workers or
from spillovers in the local economy (off-
farm employment, discussed in chapter 4),

which is more likely if the employment is
complementary to their small-farm activities
and requires relatively low skills. Important
poverty-reducing effects through wage
employment on horticulture-exporting
estate farms have been documented in
Senegal, for example (Van den Broeck,
Swinnen, and Maertens 2017).

Experimenting with VCD in Staples

As discussed, staple crops are typically less
suitable for VCD. Homogeneous product
dimensions leave little room for quality
upgrading and value addition. This reduces
buyers’ capacity and incentives to provide a
price premium to incentivize producers to
ensure a consistent supply of high quality
and volume to run their factories or cater
to their urban markets (Devaux et al. 2016;
Otsuka, Nakano, and Takahashi 2016;
Ragasa, Lambrecht, and Kufoalor 2018).
There are also many potential buyers,
making contract enforcement much more
difficult. It increases the risk of (oppor-
tunistic) side-selling as well as strategic
contract breach by buyers, an equally fre-
quent occurrence (Maertens and Vande
Velde 2017; Swinnen and Kuijpers 2017).3¢
Limited economies of scale in procure-
ment, storage, processing, and marketing
further provide few incentives for traders
and processors to invest in coordinating
the chain (Fischer and Qaim 2012; Poulton,
Dorward, and Kydd 2010).

Income growth and urbanization, how-
ever, have added complexity to the quality
and quantity requirements for staple foods.
This has induced the need for better and
more advanced forms of coordination to
capture the new market opportunities and
has increased interest in VCD and contract
farming as market-driven organizational
solutions for poorer smallholders to cap-
ture those opportunities. Staple crops with
higher income elasticities (for example, teff
in Ethiopia and rice in Céte d’Ivoire) are
increasingly organized in short value chains
(instead of atomistic markets) to meet the
more-demanding domestic urban market.
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Local procurement of basic staples by food
relief institutions (for example, the World
Food Programme [WFP]) and the expansion
of regional supermarkets (Barrientos et al.
2016; IFAD 2016) add further demand for
greater certainty in quantity and quality.
Similarly, greater volumes of staples of
higher and consistent quality are needed as
feedstock for the growing beer and livestock
sectors (Swinnen and Kuijpers 2017).

VCD initiatives in staple crops (especially
rice and maize) are emerging in response.
An evaluation from Benin shows how
smallholder participants in rice contract
farming, facilitated by a French research
institute, sustainably increased the area cul-
tivated, intensified their rice productions,
commercialized more of their output, and
eventually increased farm income (Maertens
and Vande Velde 2017). However, this expe-
rience has not been shared in Ghana, where
smallholder participants in maize contract
farming, initiated by private sector input
providers, saw their maize profits decline
because elevated production costs were not
sufficiently offset by higher productivity
(Ragasa, Lambrecht, and Kufoalor 2018).

Rice contract farming also has arguably
more scope for success than maize because
greater potential for quality differentia-
tion enables rice buyers to pay a price pre-
mium, hence reducing the risk of side-selling
(Maertens and Vande Velde 2017; Ragasa,
Lambrecht, and Kufoalor 2018). Neutral
or third-party intermediaries coordinating
the chain can further establish more trust
and contract commitment between farm-
ers and different stakeholders (Ashraf, Giné,
and Karlan 2009; Poulton, Dorward, and
Kydd 2010). In the Purchase for Progress
(P4P) intervention, the WFP took the role of
coordinating supply- and demand-side inter-
ventions by investing in warehouse facilities
and warehouse receipt systems and training
farmers on a host of topics, while ensuring
demand through WFP-guaranteed purchas-
ing contracts at a preset or minimum price.
Smallholder farm participants in the P4P
program in Tanzania intensified and com-
mercialized more of their maize and bean

production, though household incomes did
not change (Lentz and Upton 2016).

Overall, much remains to be learned, and
more experimentation and systematic learn-
ing with VCD in staples is needed. The mar-
gins of error are often not that large. Proper
intervention design; effective, predictable
implementation; and a stable policy environ-
ment are very much needed for the contract-
ing schemes to be profitable and sustainable.

In Ghana, for example, lower implicit
interest rates and the provision of bet-
ter locally adapted technological packages
(which are available) could already make the
contracting schemes more profitable (Ragasa,
Lambrecht, and Kufoalor 2018). The P4P
purchases in Tanzania, on the other hand,
were irregular across years. Regular com-
munication between the scheme operators
and the contracted farmers is also required to
maintain the links and trust. Here, ICT tools
can help. In Tanzania, export bans and other
national initiatives have at times interfered
with program implementation. Finally, clear
exit strategies are needed when third-party
funders are involved to ensure sustainability
(Swinnen and Kuijpers 2017).

These considerations are particularly per-
tinent when it comes to VCD for smallholder
staple crops, given the continuing challenges
to access capital, technology, and markets
and the generally lesser incentives for agri-
business firms up and down the chain to
engage in contract farming to begin with.

The Need for Complementary
Public Goods, Especially for
Staples

An important public policy and invest-
ment agenda remains for African agricul-
ture, particularly for staples, and to support
VCD more generally. This agenda concerns
not only an appropriate regulatory and
institutional framework but also higher
public spending and a more effective com-
position of that spending. Fundamentals 4
(“Politics and Pro-Poor Policies”) and chap-
ter 6 (“Mobilizing Resources for the Poor”)
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review the political economy and fiscal
space to increase pro-poor spending overall.
Key agriculture-related items are highlighted
here.

Throughout history, agriculture spending in
Africa as a share of total public spending has
been substantially smaller than in East Asia
and the Pacific (figure 3.5). Hovering between
2 percent and 3 percent during most of the
1990s and 2000s (except in 1999), it increased
slightly to almost 4 percent toward the end of
the 2000s in response to the world food crisis.
It has slowed down to pre-2008 levels since and
has remained well below the Comprehensive
Africa Agriculture Development Programme
(CAADP) commitment of 10 percent.

Furthermore, long-term improvements
in agricultural labor productivity and pov-
erty reduction especially need investments in
public goods that help to overcome market
failures. For example, econometric analysis

shows how, in Latin America, higher shares
of public spending on private goods (rela-
tive to public goods) in governments’ fis-
cal budgets even negatively affected rural
incomes and poverty reduction (Lopez and
Galinato 2007).%Z

Recent country experience from Africa
supports the importance of spending on
rural public goods. Ethiopia and Rwanda,
for example, have invested more intensively
in the provision of rural public goods like
extension and agricultural infrastructure
as well as, in the case of Ethiopia, produc-
tive rural safety nets. Malawi and Zambia,
on the other hand, have focused on private
goods instead, most notably input subsidies
(and maize floor prices above the market
price in Zambia). Aggregate cereal output
(and vyields) increased substantially in all
four countries. In Ethiopia and Rwanda, this
increase has come along with a substantial

FIGURE 3.5 Agriculture spending in Africa substantially lags spending in East Asia and the Pacific

12

=
o
1

VAN

N

\

Agriculture spending as a % of all public spending
(o)}
1

N—

o\
BN e

0 T T
1980 1985 1990

= East Asia and Pacific
=~ Latin America and the Caribbean

= Middle East and North Africa
South Asia

1995 2000 2005 2010

Sub-Saharan Africa

Source: Calculations based on 2015 Statistics on Public Expenditures for Economic Development (SPEED) country-level dataset, International Food Policy

Research Institute (IFPRI).



EARNING MORE ON THE FARM

125

decline in poverty, but not in Malawi and
Zambia, where most of the subsidies are cap-
tured by the larger farmers. The policies are
also fiscally unsustainable or only affordable
during times of high commodity prices, as in
Zambia (World Bank 2014).

A review of the evolution of public spend-
ing patterns in 13 African countries shows
that input subsidies are still the most impor-
tant public spending item (Pernechele,
Balié, and Ghins 2018, figure 30)—higher
than spending on knowledge dissemina-
tion, rural infrastructure (rural roads and
irrigation), agricultural R&D, and market
infrastructure. The reasons behind this are
discussed further in chapter 6 (“Mobilizing
Resources for the Poor™).

From a poverty perspective, important
areas for public spending and policy atten-
tion in Africa’s agriculture include the several
described below.

Agricultural research, development, and
extension. Africa’s agricultural scientific
knowledge base remains largely insufficient
and underfunded (Barrett et al. 2017). Less
than 2 percent of agricultural gross domes-
tic product (GDP) is spent on agricultural
research. Priorities include the breeding of
high-yielding, climate-robust staple crop
varieties; development of more-productive
animal breeds and feeds (regarding new
poultry breeds, see Narrod, Pray, and
Tiongco [2008]); access to small-scale,
locally adapted agricultural equipment; and
the development of rural financial products
that are adapted to the seasonality in agri-
cultural production.

More decentralized, demand-driven exten-
sion systems that improve the content and
the speed of how agricultural information
and technologies are transmitted to farm-
ers are also needed. This is especially criti-
cal for increasing staple crop productivity,
which typically does not benefit much from
private investment in technology develop-
ment or technology transfer. Mobile-phone-
based extension and social media can help.
They provide cost-effective ways to share
agricultural knowledge and improve adop-
tion rates that increase inclusion of youth

as well as farmers who are poor, illiterate,
or female (ACET 2017; Aker 2011; Cole
and Fernando 2014; Fu and Akter 2016).
However, greater use of these new digital
technologies requires complementary public
investment and adequate policies (see further
below and in Fundamentals 3, “Leapfrogging
with Technology (and Trade)”).

Policy integration on input moderniza-
tion and land and water management. Much
is to be gained from combining policies that
foster modern input adoption (such as seeds
and inorganic fertilizer) with management
techniques that improve land quality (such
as improving organic-matter content from
integrated soil fertility management or
legume intercropping) as well as water avail-
ability (Jayne and Rashid 2013; Otsuka and
Muraoka 2017; Tonitto and Ricker-Gilbert
2016).

Small-scale, participatory, local irriga-
tion systems have been identified as the most
cost-effective approach to expansion of irri-
gation systems in Africa, yielding higher
rates of return than centrally organized,
large-scale irrigation projects (Burney,
Naylor, and Postel 2013; You et al. 2011).
Democratization (or individualization) of
water management (for example, through
water user associations) is key to make
smallholder-scale irrigation more attrac-
tive, and its importance is recently on the
rise in Africa (De Fraiture and Giordano
2014). Experiments with low-cost, solar-
powered pumps linked with small-scale and
low-pressure drip irrigation show promising
results while also limiting the environmen-
tal impact in light of climate change (Burney
and Naylor 2012; Mashnik et al. 2017).
These solutions need to be coupled with
financial innovations (on-demand service
payment), secure water and land rights, and
proper training of farmers.

Complementary public investments
in rural infrastructure, including ICT.
Investments in rural roads, storage facili-
ties, aggregation centers, and warehouses
reduce transaction costs, allowing more
value to be captured not only by smallholder
farmers but also by small and medium-size
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agro-enterprises (Devaux et al. 2016). Such
investment also promotes an enabling envi-
ronment for “crowding in” private invest-
ment in processing and storage by midstream
players (as observed in Ethiopia and India)
and for VCD, generating off-farm employ-
ment (ACET 2017; Goyal and Nash 2017),
as further discussed in chapter 4 (“Moving to
Jobs Off the Farm”).

Digital services can dramatically reduce
transaction costs. Farmers and warehouses
can be linked to electronic commodity
exchange platforms via digital services.
Electronic platforms can also increase the
speed of transactions, thereby also reduc-
ing the strategic behavior of side-selling
(ACET 2017). In addition, ICT can sup-
port smallholder livestock production in
rural areas to satisfy quality requirements
in export markets. Radio frequency iden-
tification (RFID) chips, for example, are
being used in the beef sector in Botswana
and Namibia to improve the ability to
track and monitor animals’ health sta-
tus and movement (Deichmann, Goyal,
and Mishra 2016; World Bank 2016). Yet
the extent to which these services also ben-
efit the poor directly will critically depend
on whether they have access to the digital
infrastructures (such as mobile money and
the internet) and the human skills to oper-
ate them. Making these widely available
is a high-priority public policy agenda (as
covered in Fundamentals 3, “Leapfrogging
with Technology (and Trade)”).

Support for smallbolder livestock
production. Although increasing small-
holder staple crop productivity remains a
first-order priority, smallholder livestock
production is also widespread among the
poor, with productivity levels equally low.
Much remains to be gained from public
facilitation of access to improved breeds
and animal feed, animal health service,
access to water and insurance, and risk-
coping mechanisms (as covered in chapter
5, “Managing Risks and Conflict”). VCD
interventions can further facilitate access to
feed and markets, including for large-scale
livestock production.

Development of a supportive regulatory
and institutional environment. In the absence
of an effective legal system, alternative dispute
settlement institutions can, for example, help
address the challenge of contract enforcement
(Swinnen and Kuijpers 2017). The liberal-
ization of input markets (especially for seed)
and the promotion of interregional trade (for
example, for animal feed) by reducing the cost
of trade and transport are important examples
of how macroeconomic policies can contribute
to VCD (Swinnen and Kuijpers 2017).58

Notes

1. Across Africa, the food demand for energy
production remains limited, mainly concen-
trated in southern and western Africa and
focused on sugar (ethanol) and vegetable
oil (biodiesel) as feedstock. The use of food
staple crops (such as maize) as feedstock for
energy production is uncommon and in many
cases prohibited (OECD and FAO 2016).

2. Ethiopia, South Africa, Uganda, and Zambia
are traditional surplus producers of maize;
Kenya and Zimbabwe represent the largest
deficit markets (OECD and FAO 2016).

3. Net imports of maize, wheat, and rice have
risen to about 20 million, 47 million, and
12 million tons a year, respectively, up from
7 million, 22 million, and 4 million tons in
the mid-1990s (FAOSTAT database, http:/
www.fao.org/faostat/). This reflects the rising
(urban) demand for more convenient staples
(rice and wheat) and meat (maize being an
important animal feed).

4. This includes revenues from agriculture
as well as manufacturing and primary
natural resources but not from services
such as tourism. The latter is an impor-
tant source of foreign exchange in some of
the island countries. During 2011-13, the
latest period for which the food import-
to-merchandise export ratio is available,
there were 10 countries for which the
food import-to-merchandise export ratio
exceeded 50 percent; only 2 of these were
resource-rich: Liberia (61 percent) and
Sierra Leone (76 percent), mainly because
of rice imports for urban consumption.
Data are from the World Development
Indicators database.
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The case for wheat is less clear. Wheat is
a temperate climate crop and cannot be
grown in many parts of Africa. Production
has been mainly confined to the highlands
in East Africa, which have cooler climates,
and the temperate zones in southern Africa.
These lands are not abundant, and expand-
ing wheat production must largely come
through an increase in yields. It is unlikely
to suffice to meet the growing demand.
Mixing cassava or sorghum with wheat
flour (up to 30 percent can be substituted)
provides one way to reduce growing wheat
demand. This is now mandated in Nigeria
(ACET 2017). Wheat is also almost exclu-
sively grown by large-scale, commercial
farmers except in Ethiopia (Mason, Jayne,
and Shiferaw 2015).

Downward pressures on world food prices
from Organisation for Economic Co-operation
and Development (OECD) agricultural poli-
cies have been largely eliminated. OECD mem-
bers have decoupled public support to farmers
from their production decisions, most notably
in the European Union (EU) (Brooks 2014;
Bureau and Swinnen 2018; World Bank 2007).
EU tariff and quota free market access granted
to the 50 poorest countries following a series
of agreements (including the “Everything But
Arms” initiative) further facilitates the expan-
sion of agricultural exports. In practice, only
a narrow range of products have benefited so
far, such as sugar, given the oft limited capacity
to meet the sanitary and phytosanitary (SPS)
regulations. This has been especially challeng-
ing for the exports of animal products that
need to be free from contagious disease car-
riers (for example, foot-and-mouth disease,
African swine fever, and so on). At the same
time, EU imports from developing countries of
several higher-value agricultural products with
stringent SPS standards, such as fruits and
vegetables, but also fish, have dramatically
increased (Bureau and Swinnen 2018).

The RRA is a ratio of the nominal rate
of assistance (NRA) to agriculture over
nonagriculture. The NRA is a measure of
output price deviations from those deter-
mined by the international markets through
trade policies, existing market structures
affecting the performance of the value chains,
or budgetary allocations to a commodity (for
example, input subsidies) (Anderson 2009;
Pernechele, Balié, and Ghins 2018).

8.

10.

The NRP indicates whether the policy envi-
ronment and market dynamics provide price
incentives or disincentives to produce or
commercialize, depending on whether the
ratio is positive or negative, respectively.
It excludes direct support to commodities.
Staple crops have never been much taxed
or protected except during short periods
of price destabilization. The NRP aver-
age of 10 percent masks substantial differ-
ences in NRPs across the 14 African coun-
tries and commodities studied (Pernechele,
Balié, and Ghins 2018). The overall aver-
age was 10 percent, but it was 20 percent
for East African countries. This difference
was mainly due to the high import tariff
of 75 percent on rice following the recog-
nition of rice as a sensitive product by the
East African Community (OECD and FAO
2016). The rice import tariff rate in West
Africa, on the other hand, has eventually
been set at only 10 percent.

Per capita gross agricultural output for cere-
als expanded at 4.7 percent annually dur-
ing 2007-12, compared with 0.4 percent
before the world food crisis. After the food
crisis, cereal per capita output also grew
much faster than the output of the other
crops, which did not benefit from the same
improvement in price incentives and input
subsidization. Gross annual output of roots
and tubers, industrial crops, and fruits and
vegetables grew by 2.2 percent, 1.6 percent,
and 1.6 percent per capita, respectively
(Janssen and Swinnen 2016).

Intraregional agricultural trade has so
far been especially important in southern
Africa. It is about three times as large as
in the rest of Africa and accounted for the
lion’s share of the doubling of intra-African
agricultural exports and imports between
2003 and 2016 (De Pinto and Ulimwengu
2017). There are also food trade flows
(maize) between South Africa and west-
ern Africa through maritime routes and
between larger and smaller western African
countries. Recent analysis of Africa’s maize
markets concludes that although most
local price series are more sensitive to price
developments in regional neighbors than to
global shocks, the integration of domestic
maize markets within the continent (and
with the global market) is generally still
weak (Pierre and Kaminski 2019).



128

ACCELERATING POVERTY REDUCTION IN AFRICA

11.

12.

13.

14.

15.

The agreement, the 2003 Maputo Declaration
on Agriculture and Food Security, was reaf-
firmed in the 2013 Malabo Declaration on
Accelerated Agricultural Growth. Progress
toward achieving these targets is tracked
under the Comprehensive Africa Agriculture
Development Programme (CAADP): http:/
www.resakss.org/.

Field trials of wheat, rice, maize, and soybeans
showed that higher CO, levels significantly
reduced the levels of the essential nutrients
iron and zinc while also cutting protein levels.
In environments where meat consumption is
still limited and C; grains and legumes are the
primary dietary source of zinc and iron, this
exacerbates the widespread challenge of zinc
and iron deficiencies, which harm pregnant
women and the development of babies and
undermine learning (Luo et al. 2012; Myers
et al. 2014).

The destruction of food crops (“scorched
earth tactics”) can be a military tactic applied
by both sides of the conflict, but is often used
by the government as a means of undermin-
ing support for insurgents. It has a long his-
tory, often with disastrous effects on the rural
population.

The increase in conflict intensity outside the
harvest season, when demand for agricultural
labor is lower (as observed in Afghanistan,
Iraqg, and Pakistan), is just one example of
this (Guardado and Pennings 2017). But
the importance for conflict prevention of
reduced incentives for individuals to engage
in criminal activities has been observed more
widely (Collier and Hoeffler 1998; Miguel,
Satyanath, and Sergenti 2004).

Food prices are one obvious channel through
which agriculture affects conflict. The effects,
however, are difficult to establish clearly and
vary widely depending on the marketing sta-
tus of the populations and countries affected
(net buyer or seller, net importer or exporter)
and the nature of the change (permanent
or transitory) (Martin-Shields and Stojetz
2019). Most evidence links food prices to
urban unrest, for example, not so much to
violent conflict, typically driven by prices of
basic staples such as wheat and rice (Van
Weezel 2016), with some arguing that it is
food price levels that matter in this context
more than food price volatility (Bellemare
2015). In food-producing areas, global food
price shocks are found to reduce large-scale

16.

17.

18.

19.

20.

21.

22.

conflict over land and the control of territory,
while they increase small-scale conflict over
the appropriation of the surplus (McGuirk
and Burke 2017). Food-exporting countries
often also see a deterioration in the qual-
ity of their political institutions (away from
democracy) as global food prices increase. An
increase in average income growth following
the food price increase in these exporting
countries comes along with a widening gap
between rich and poor, which induces the
elites to suppress demonstrations and riots
and reduce de jure political rights to pro-
tect their new economic surplus (Arezki and
Brueckner 2014).

For lessons on how best to administer post-
conflict agricultural programs to rekindle
production, see Birner, Cohen, and Ilukor
(2011) and Giordano (2011).

Whether the promotion of smallholder live-
stock production also leads to increased
animal-sourced food consumption and bet-
ter child nutrition is less clear. The higher-
value livestock products are often also sold
(Headey, Hirvonen, and Hoddinott 2018).
When food markets are incomplete or unre-
liable, farmers often diversify their cropping
mix, allocating part of it to food crops for
food security, even though the returns from
export crop production may be higher (De
Janvry, Fafchamps, and Sadoulet 1991).

For a more formal discussion, see Christiaensen,
De Weerdt, and Kanbur (2018).

Net food sellers may even lose, if prices decline
more rapidly than productivity increases.
Purely subsistence households are rare. In
Cote d’Ivoire, for example, four out of five
agricultural smallholders sell at least some of
their output, with one in five reporting that
they sell their complete harvest (Christiaensen
and Premand 2017).

With an increasing share of food being pur-
chased, also in rural areas, commercial bio-
fortification of purchased staple flours and
processed foods is arguably the more cost-
effective way to address widespread micro-
nutrient deficiency in the absence of dietary
diversification. Nonetheless, several authors
have also highlighted the potential of direct
biofortification of staples through breeding
or the application of micronutrient fertil-
izer, especially to address micronutrient defi-
ciency among poor, remote populations that
are often semisubsistence. Examples include
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iron-biofortified beans and millet; Vitamin A-
biofortified maize, sweet potato, and cassava
(such as orange sweet potato, orange maize,
and yellow cassava); and zinc-biofortified rice
and wheat. HarvestPlus is the global pro-
gram that leads the development of staple
biofortification. But many challenges remain,
including to reach scale (Bouis and Saltzman
2017; De Valenca et al. 2017; Vasconcelos,
Gruissem, and Bhullar 2017).

These simulations abstract from the effects of
population growth, which, at current levels of
income, would tie up even more labor in sta-
ple crop production. Given data constraints
on labor input in livestock rearing and dairy
production, the additional labor needs for
meat and dairy production are not calculated.
The simulations assume constant labor-land
ratios. With land increasingly scarce (and sta-
ples especially land-intensive), it is imperative
to raise yields to meet the additional demand
for staples.

Given growing domestic production, rice
imports in Tanzania have remained limited to
less than 1 percent of total food import (in
value).

In Tanzania, elasticities for consumed own
production of nonperishable foods (mostly
maize and other grains as well as pulses) are
still well above 1 (1.37) for the poorest ter-
cile in rural areas. They are slightly negative
for the middle (-0.01) and top tercile (-0.1),
suggesting that market participation (sales of
own staple crop production) occurs only after
basic staple needs have been met (Tschirley
etal. 2017).

Given the complexity of intrahousehold
power dynamics, it is not straightforward,
however, that promotion of livestock that
involves women also effectively raises their
hold over the additional income and improves
their livelihoods and thus the welfare of their
children (FAO 2013).

The export value of Ethiopia’s flower indus-
try increased from US$0.4 million in 2000
to US$245 in 2013/14 (Suzuki, Mano, and
Abebe 2018), and 35,000 wage jobs were
added, predominantly for poor women.
During this period, Ethiopia’s population
continued to expand by 2 million a year.
This approach does not carry over to
megafarms. These typically arise in noncom-
petitive fashion and follow a different ratio-
nale than improving efficiency, such as food
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security in the lease-holding country, even at
the expense of efficiency (Collier and Dercon
2014).

Arguably, this may still reflect misalloca-
tion due to factor market imperfections, as
observed in Pakistan (Heltberg 1998). In
contrast, in Madagascar, only a small propor-
tion of the inverse productivity-to-farm size
relationship is explained by market imperfec-
tions, each time controlling for heterogeneity
in soil quality (Barrett, Bellemare, and Hou
2010).

These estates have been an important part
of Malawi’s rural economy for a long time
(covering 1.35 million hectares or about
25 percent of the country’s arable area).
Farm consolidation only started to hap-
pen later in the development process, when
yield increases (at first), and land value addi-
tion through crop and livestock diversifica-
tion (thereafter), became too small to com-
pensate for and compete with rising rural
wages and earning opportunities off the farm
(Christiaensen 2012).

Eighty percent of the farms cultivated are
under 2 hectares, and the number of large
commercial farmers is still low (Masters et al.
2013).

These include Angola, Chad, the Democratic
Republic of Congo, Madagascar, Mozambique,
Sudan, Tanzania, and Zambia (Deininger and
Byerlee 2012). Indications are that a simi-
lar trend has happened in Malawi (Anseeuw
et al. 2016), with roughly 300,000 hectares,
or slightly more than 10 percent of the cul-
tivated area, newly acquired by medium- to
large-scale holders in Malawi. This is truly
remarkable given that most of the people face
acute land scarcity (Binswanger-Mkhize and
Savastano 2017).

The savanna area of Africa is often consid-
ered an underdeveloped region with poten-
tial to bring uncultivated land into agricul-
tural production. It has recently attracted
investments—for example, the ProSavana
project in Mozambique (ACET 2017). What
is classified here as area with high agroeco-
logical potential includes almost two-thirds
(62 percent) of Africa’s savanna (using MODIS
land cover classification: https:/modis.gsfc
.nasa.gov/data/dataprod/mod12.php).

Annual agricultural labor productivity
growth in low-income countries with good
agricultural potential was slightly negative


https://modis.gsfc.nasa.gov/data/dataprod/mod12.php�
https://modis.gsfc.nasa.gov/data/dataprod/mod12.php�

130

ACCELERATING POVERTY REDUCTION IN AFRICA

37.

38.

39.

40.

41.

during 1961-2012 (-0.04 percent). This is
consistent with the higher poverty rates and
poverty density observed in Africa’s more-
fertile areas (figure 3.2). In low-income coun-
tries with less agricultural potential, annual
agricultural labor productivity growth
reached 0.32 percent (Benin and Nin-Pratt
2016). It was higher in Africa’s middle-
income countries (2.14 percent).

In Africa, agricultural value added per agri-
cultural worker reached US$1,305 (2010
US$) during 2014-16 (or about US$3.57 a
day), according to the World Development
Indicators database (http://wdi.worldbank
.org). This is about a third of the level in East
Asia and the Pacific (US$3,867) and less than
a fifth of the level in Latin America and the
Caribbean (US$6,925).

Only a minority of African countries (14) have
higher agricultural labor productivity than the
African average (most notably, South Africa;
other countries in southern Africa with high
land inequality such as Lesotho and Namibia;
and some oil-rich, middle-income countries
with capital-intensive agriculture such as
Gabon and Sudan). In 15 countries, agricul-
tural labor productivity was even lower than
US$730 (2010 US$), equating to US$2 a day
per agricultural worker. These are also among
Africa’s poorest countries (among the 10 poor-
est in terms of either head counts or head count
ratios). Nigeria, which more than doubled its
agricultural labor productivity over the past
15 years to US$5,515 (2010 US$) is the main
exception.

From a poverty perspective, as opposed to an
aggregate sectoral or growth perspective, it is
the return to labor and thus the partial mea-
sure of productivity (agricultural labor pro-
ductivity) that is most of interest, as opposed
to the more frequently reported total factor
productivity, a summary measure of the joint
return to all production factors. Labor is the
main asset of the poor (together with land).
Across nine countries, farming takes up
between 42.1 percent of all jobs in Nigeria and
67.4 percent in Rwanda. Using the full-time
equivalent approach, this drops to between
33.7 percent in Nigeria and 54 percent in
Rwanda (Yeboah and Jayne 2018).

Between 1985 and 2012, agricultural out-
put in Africa grew 3.3 percent per year.
Expansion of land under cultivation con-
tributed the bulk, 2.1 percent; total factor
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productivity growth, 1 percent; and input
intensification, only 0.2 percent (Goyal and
Nash 2017). Cultivated land increased by
40.3 percent between 1990 and 2012, com-
pared with 19.3 percent between 1961 and
1990 (Headey 2016).

Headey (2016, table 3) defines land-
constrained countries as those with a rural
population density of more than 100 persons
per square kilometer of arable land. They
include, among others, Rwanda (420 rural
people per square kilometer), Burundi (339),
the Comoros (309), Malawi (209), Uganda
(201), Ethiopia (194), Benin (152), Kenya
(113), The Gambia (108), Nigeria (106), and
Sierra Leone (104).

Land-abundant countries include Angola,
Chad, the Democratic Republic of Congo,
Madagascar, Mozambique, Sudan, Tanzania,
and Zambia (Deininger and Byerlee 2012).
Spatial clustering of the rural population
exacerbates the challenge to farm expansion.
Eighty-two percent of Africa’s rural popula-
tion resides on 20 percent of the arable rural
land, resulting in an average population den-
sity of 197 rural people per square kilome-
ter in these areas, compared with 50 rural
people per square kilometer of arable land in
the continent as a whole (Jayne, Chamberlin,
and Headey 2014). This concentration also
speaks to the limited ability or willingness of
rural labor in densely populated areas to relo-
cate to any of the country’s land “surplus”
areas.

Land rentals, rather than land sales, are typi-
cally the first line of response.

It is profitability that matters for the adop-
tion of new technology, not just the more
commonly studied effect on yields. The wide
adoption of improved chickpea by small-
holders in Ethiopia serves as an important
reminder of this basic but oft-neglected
insight (Michler et al. 2018). Adoption was
widespread not because of higher yields—
yield gains were limited—but because of
higher profitability following reallocation
away from crops that were costlier to pro-
duce (such as maize) as well as from crops
that commanded lower prices when sold
(such as local chickpea varieties or other sta-
ple crops). The dramatic increase in herbicide
use in a number of countries also stands out.
The production of generic variants of herbi-
cides after the expiration of patent protection
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for key herbicides such as glyphosate has sub-
stantially reduced the cost. At the same time,
rural wages have been rising—partly because
of increased school enrollment of children—
making the use of herbicide more profitable
(Haggblade et al. 2017).

In Ethiopia, transporting a bag of fertilizer
from the local distribution center to the farm
costs about as much as transporting it more
than 1,000 kilometers from the international
port to the local distribution center (Minten,
Koru, and Stifel 2013). Similar observations
about prohibitively high last-mile trans-
portation costs have been made for Nigeria
(Liverpool-Tasie et al. 2017).

The higher productivity of improved breeds,
for example, is conditional on the use of qual-
ity feed and proper livestock-rearing knowl-
edge and management (ACET 2017).
Mechanization in early stages of agricul-
tural development often kicks off with
mechanizing the labor-intensive prehar-
vest activities, such as plowing the fields
using tractors. The return to investments
in mechanizing land preparation are large
and hence warrant the initial high cost. As
farming systems evolve, the mechaniza-
tion of skill-intensive activities will take off
more slowly because the large fixed costs
make mechanized harvesting rarely profit-
able (Binswanger 1986; Pingali, Bigot, and
Binswanger 1987).

Hiring services through private owner-
operators are essential in overcoming failures
of machinery equipment in the rural market
(Diao et al., forthcoming). While hiring-in
services might be the only access to mecha-
nization for commercial smallholder farmers,
hiring-out (outsourcing) services are essential
to ensure the profitability of machine equip-
ment owned by medium-size or large farmers.
Adoption of mechanization has increased, for
example, in the Western Highlands of Ethiopia,
the central and northern zones of Nigeria, the
central and southern provinces of Zambia, the
northern regions in Ghana, and the commer-
cial farming sector in Zimbabwe (Diao, Silver,
and Takeshima 2016).

In the past, economic policy research has
also been preoccupied with the identification
and quantification of the effects of one or
two constraints, rather than with the condi-
tions under which the constraints bind and
the possible synergies from relieving several
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constraints simultaneously. In recent years,
research interest in measuring the joint effect
of interventions has been rising.

No complementarities were found between
the public works programs and the Farm
Input Subsidy Program in Malawi (Beegle,
Galasso, and Goldberg 2017).

These interventions are typically not recog-
nized as VCD interventions because their
benefits—such as a more transparent regu-
latory environment and better-functioning
judiciary systems—are not limited to the par-
ticular value chain. Yet they are an important
tool in improving the functioning of value
chains. They lower transaction costs and
reduce holdup problems.

Popular in this regard is the use of public
finance to leverage private sector investment,
especially foreign direct investment (FDI) (by
banks, fertilizer companies, or commodity
companies) through de-risking. Risk guaran-
tees or matching grants could, for example,
be provided to banks, fertilizer companies,
commodity traders (for example, Cargill), or
commodity companies to extend input credit
to smallholders or to invest in small and
medium enterprises (SMEs) in agriprocessing,
cold storage, or wholesaling and retailing.
Concerns include the level of additionality,
the creation of dependence, and whether the
farmers are indeed best served this way.
Although most focus has been on side-selling
when farmers face liquidity constraints or when
spot market prices are higher, buyers sometimes
do not honor the contract themselves by reject-
ing products on loose grounds of low quality
or when spot market prices are lower (ACET
2017; Swinnen and Kuijpers 2017).

Public investment in private goods (such as
price support or input subsidies) often has
market-distorting effects. It crowds out pri-
vate investments, has perverse distributional
effects toward wealthier farmers, and threat-
ens human capital accumulation (Brooks
2014; Lopez and Galinato 2007).

An appealing example is the regional poultry
value chain in southern Africa. The growing
demand for feed used in poultry production
(soybeans) in South Africa is increasingly
sourced from neighboring Zambia, although
the competitiveness of the value chain is
undermined by high transportation costs and
policy incongruence across countries (Ncube
2018; Ncube et al. 2017).
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FUNDAMENTALS 2

THE NEXUS OF GENDER INEQUALITY AND POVERTY

ender inequality in Africa across

many dimensions is well docu-
mented, as discussed in chapter 2. Women
face disadvantages in education, health,
empowerment, and income-generating
activities. On average, women in the region
are less productive than men as farmers,
and their nonfarm business activities are
less profitable. Gender inequality traps
women in poverty and generates a vicious
cycle for daughters. Poverty traps emerge
when there is a minimum threshold for cap-
ital—whether human, physical, or finan-
cial—that is required for an individual to
be productive and stay out of poverty. To
be sure, poverty traps affect both men and
women. However, because women face
more-severe borrowing constraints and
lower levels of human and physical capital,
their trap is often deeper.

In many nonmonetary dimensions, girls
and women suffer large inequalities in Africa
and other regions (UNDP 2013; World
Bank 2011, 2018). Much evidence shows
that African women, relative to men, tend
to have significantly inferior human capital
endowments (though education gaps have
closed in many countries in recent years);
worse access to labor markets; lower wages;
limited access or title to productive assets
(most importantly to land, credit, and other
inputs); fewer political and legal rights; and
more-stringent constraints on mobility and
socially acceptable activities. They face dis-
crimination and higher burdens of childcare
and eldercare. For all these reasons, returns
to their investments can be expected to be
inferior. And if a threshold effect also exists
(as is likely), then the associated trap will
be a bigger threat to women. For example,
although both poor men and women face

Isis Gaddis

credit constraints, the constraint is often
more severe for women, notably when they
cannot borrow as much as men with the
same initial collateral. Women will then be
more vulnerable to being trapped in poverty
or unable to recover from economic shocks
without help, exacerbating the implications
of risk for women.

Monetary measures of poverty (which
are available only at the household level
and hence cannot reveal inequalities within
households) show that there is only a small
difference between the poverty rates of men
and women in Africa but that women are
overrepresented in poor households dur-
ing their peak productive and reproductive
years (Munoz-Boudet et al. 2018; World
Bank 2018).

These structural inequalities not only
matter in their own right but also impede
poverty-reduction efforts. Beyond the
intrinsic value of equal opportunities,
gender equality brings with it economic
growth and poverty-reduction opportuni-
ties for countries. This discussion briefly
touches on several domains related to criti-
cal gender gaps.

Gender Gaps in Human
Endowments

Almost all countries in Africa have seen
major increases in school enrollments of
girls and boys over the past two decades.
In many countries, gender disparities in pri-
mary and secondary enrollments have closed
or, in a few, even reversed. Yet, the gender
gap in current attendance or enrollment is
especially pronounced in the Sahel region.
(And in other countries, new challenges are
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on the horizon, such as boys lagging girls
in school enrollments or learning, a pattern
that is also increasingly common in other
parts of the world.)

Although girls are enrolled in far greater
numbers in African schools than ever
before, education levels in the adult popu-
lation are slow to change. Therefore, adult
women continue to be significantly disad-
vantaged in educational attainment and
literacy relative to adult men. The average
gender literacy gap across African countries
is 25 percentage points, reflecting histori-
cal gender inequalities in the education sec-
tor whose legacy will persist for years, even
decades (Beegle et al. 2016). And although
the gap is shrinking, some countries still
have literacy gaps between young adult men
and women (ages 15-24 years) of more than
30 percent (figure F2.1).

Beyond education, Africa continues to face
a maternal mortality crisis. Although mortal-
ity rates have declined by about one-third

between 2000 and 20135, still far too many
women die from (often preventable) con-
ditions during pregnancy and childbirth.
In 2015, African women faced a stagger-
ingly high lifetime maternal-death risk of
1 in 36, compared with, for example, 1 in
200 in South Asia and 1 in 6,000 in high-
income countries.! Clearly, access to afford-
able reproductive health care is a first-order
concern for poor African women and their
families.

Women are also disproportionately
affected by the human immunodeficiency
virus and acquired immune deficiency syn-
drome (HIV/AIDS) epidemic, making up
59 percent of the African population (ages
15 years and up) living with the virus.
Prevalence rates vary substantially across
countries but, as might be expected, rela-
tive to married-once and single women,
prevalence is considerably higher among
women who have had a marriage dissolu-
tion (Djuikom and van de Walle 2018).

FIGUREF2.1 Theliteracy gap between men and women in Africa is shrinking but still large
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Among them, widows tend to have the high-
est prevalence, followed by divorcées, and
then by remarried widows and divorcées
(ex-widows and ex-divorcées). For instance,
in the low-prevalence country of Ethiopia,
0.9 percent of women in their first marriage
tested positive versus 8.1 percent of widows;
at the other extreme, the percentages for
Zambia are 12.3 percent versus 57.2 percent,
respectively.

Women who have suffered a marital dis-
solution and are HIV-positive are doubly dis-
advantaged. The virus may or may not have
caused their widowhood, but having this
often debilitating and life-threatening dis-
ease together with the accompanying stigma
and ostracism exacerbates the negative wel-
fare effects of marriage dissolution (Loomba
Foundation 2015).

Glaring Differences in the Time
Use of Men and Women

Gender differences in time use over the life
cycle are among the most pertinent factors
that distinguish the lives of men and women
in Africa. Although marriage is practically
universal across the continent, women tend to
form families earlier than men so that impor-
tant decisions about marriage, childbearing,
and labor market entry often fall together
(Chakravarty, Das, and Vaillant 2017;
Djuikom and van de Walle 2018). And while
most African countries have seen a decline
in fertility over the past decade, the pace of
decline has been modest, and there is evidence
that fertility transitions have stalled in some
countries—a pattern not commonly observed
in other parts of the world (Bongaarts 2017)
(see the discussion in chapter 2).

As in other regions, African women spend
a disproportionate amount of time on unpaid
domestic and care services (figure F2.2).
Although the availability and comparability
of time-use data for African countries leave
much to be desired, recent estimates from
a handful of countries suggest that women
spend on average 15-22 percent of their
time on unpaid work, compared with only

FIGUREF2.2 Across African countries, women carry most of the

burden of unpaid domestic and care work
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2-9 percent among men. These differences
are manifestations of cultural gender norms
about the roles and responsibilities of men
and women in society (Kevane and Wydick
2001). Empirical evidence suggests not only
that domestic requirements negatively affect
women’s participation in paid employment
outside the home (Ruiz Abril 2008) but also
that the time and labor constraints on female
farmers and entrepreneurs may be one of
the most salient factors underlying gender
gaps in productivity (Carranza et al. 2017;
Nordman and Vaillant 2014; O’Sullivan
et al. 2014; Palacios-Lopez and Lopez 2015).

Differences in Asset Ownership
and Control between Women
and Men

Across Africa, there are profound differ-
ences between men and women in owner-
ship, use, and control over assets and wealth
(Gaddis, Lahoti, and Li 2018). Gender gaps
emerge prominently in ownership of land
and housing property, which are important
assets for the poor in Africa and the primary
means to store wealth in rural communities.2
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Just under 13 percent of African women
(ages 20-49 years) claim sole ownership of
land, compared with 36 percent of African
men (figure F2.3, panel a). The gender gap is
smaller if one considers joint ownership, but
even then, it remains significant: 38 percent
of African women report owning any land
(alone or jointly), compared with 51 percent
of African men. A similar picture emerges for
housing ownership (figure F2.3, panel b).
Why is it important that in most African
countries land and housing property and,
by extension, overall wealth is dispropor-
tionately concentrated in the hands of men?
First, women’s ownership, use, and control
over resources matter for their well-being and
agency (Grown, Gupta, and Kes 2005).
Second, married women’s rights to
marital property and other assets can be
linked to their bargaining position within
the family (Fafchamps and Quisumbing
2005a; Manser and Brown 1980; McElroy
and Horney 1981). Empirical studies from
Africa show that a more egalitarian dis-
tribution of assets between husband and
wife correlates with the wife’s participa-
tion in decision making, such as in Ghana
(Oduro, Boakye-Yiadom, and Baah-Boateng
2012). Studies from India show that legis-
lative changes under the Hindu Succession
Act, which strengthened women’s inheri-
tance rights, positively affected women’s

FIGURE F2.3 Far fewer African women than men own land or
housing
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and girls’ education and health outcomes.
These effects were even larger for the “sec-
ond generation,” that is, daughters born to
women themselves affected by the reforms
(Deininger, Goyal, and Nagarajan 2013;
Deininger et al. 2018).

Gender gaps extend beyond property
to other forms of assets, including finan-
cial assets. Data for Africa collected under
the 2017 Global Findex round show that
38 percent of men have a bank account at
a financial institution, compared with only
27 percent of women (Demirgiic-Kunt et al.
2018). This hides some regional variation: in
Chad, Liberia, Mali, and South Sudan, men
are more than twice as likely as women to
have an account, while there are no gender
gaps in Lesotho, Namibia, and South Africa.
The sweeping expansion of Kenya’s mobile
money service, M-Pesa, benefited women
disproportionately, increasing the financial
savings of female-headed households and
enabling women to move out of agriculture
into business (Suri and Jack 2016).

Gender Gaps Exacerbated by
Formal and Informal Institutions
and Norms

Gender gaps in human endowments, time
use, and property ownership often reflect
gender biases in legal systems, social norms,
and institutional structures. In terms of
legal frameworks, many African coun-
tries have enacted progressive legislation in
recent years, with the top reforming econo-
mies being in the region. Still, the average
country gives women only half the legal
rights of men in the areas measured in the
Women, Business, and the Law database
(World Bank 2019).

Gender biases often linger in statutes
about marriage, divorce, land and property
rights, and labor (Hallward-Driemeier and
Hasan 2013; World Bank 2019). For exam-
ple, married women do not have equal rights
to their husbands in property ownership in
11 out of 47 African countries for which
data are available. In 12 out of 47 countries,



THE NEXUS OF GENDER INEQUALITY AND POVERTY

daughters do not have rights equal to sons to
inherit assets from their parents.

Across Africa, women’s rights are shaped
by legal pluralism, which includes vestiges of
colonial, modern constitutional, customary,
and religious laws, often leading to conflict-
ing legal provisions and overlapping jurisdic-
tions (Deere and Doss 2006). Informal norms
and institutions are arguably even more
important than formal laws. Customary law
often grants land ownership to men in their
role as the head of the family, while married
women receive only secondary rights through
their husbands, fathers, or other male family
members (Kes, Jacobs, and Namy 2011).

Juxtaposed with the many legal, social,
and economic disadvantages faced by women
together with underdeveloped safety net and
insurance mechanisms, marital dissolution
can be catastrophic (Djuikom and van de
Walle 2018). For women, a marital rupture
frequently entails a loss of economic means
and support that are acquired through and
conditional on marriage—including access to
productive assets (such as land) and a home
(Kevane 2004). Customary laws governing
unions and their dissolution, child custody
arrangements, property rights, and inheri-
tance privilege men. Marriage remains the
basis for production as well as women’s ave-
nue to social and economic rights (Fafchamps
and Quisumbing 2005b). It is common for
widows and divorcées to inherit little or
nothing and, in some settings, to be expro-
priated of all possessions and ejected from
the marital home (Cooper 2008; HRW 2017;
Izumi 2007).

Polygyny—the practice of one man mar-
rying multiple wives—may also undermine
women’s bargaining power and involve-
ment in decisions affecting themselves and
their families. This social institution is most
prevalent across a wide belt that stretches
from Senegal in West Africa to Tanzania
in East Africa (Fenske 2015). Polygyny can
alter power relations within the family and
reduce wives’ decision-making powers, as in
Mali, Sierra Leone, and Tanzania (Anderson
et al. 2016; Newbury 2017). Evidence sug-
gests that polygyny negatively affects the

agricultural productivity of female farmers
because of less-intensive input use on the
plots that they manage (McCarthy, Damon,
and Seigerink 2016).

Mobility and Safety Challenges
for Women

Norms for acceptable behavior and concerns
about gender-based violence often constrain
women’s physical mobility, thus limiting
their labor market opportunities and life
choices. Norms differ across countries and
even across communities. For example, in
Guinea, a staggering 83 percent of women
(ages 15-49) agree with the statement that
a husband is justified in beating his wife if
she goes out without telling him, compared
with only 5 percent of women in Malawi
who agree (from country Demographic and
Health Surveys [DHS]).

Aside from the high levels of gender-
based violence in some countries, two
other salient points emerge from these
data. First, there is a poverty dimension:
poor women are much more likely than
wealthier women to agree with that state-
ment (figure F2.4). Second, women agree
more often than men in most countries
(not shown). However, norms are chang-
ing in most African countries, and some-
times rapidly so. In Zambia, for example,
the share of women and men accepting
this type of domestic violence fell from
79 percent and 58 percent, respectively,
in the 2001/02 survey to 30 percent and
16 percent in the 2013/14 survey.

Mobility constraints can affect women’s
labor market participation in a variety of
ways. These constraints can directly affect
women’s preferences for seeking work out-
side the home, but they also limit women’s
access to education, markets, banks, and
social networks and thus affect their labor
market behavior indirectly (as discussed
in Chakravarty, Das, and Vaillant 2017).
Mobility constraints may further increase the
time women spend on domestic tasks—for
example, when norms restrict women from
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FIGUREF2.4 Norms constrain women'’s physical mobility, especially in western and central Africa
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using bicycles or other forms of transporta-
tion (Marcus 2018).

In addition, social norms combined with
inadequate laws or weak law enforcement
can create an environment where women
are at high risk of sexual harassment and
gender-based violence (Chakravarty, Das, and
Vaillant 2017). Although representative data
are difficult to come by, case studies suggest
that concerns over harassment by employers
and other figures of authority are an important
factor in women’s labor market decisions and
economic opportunities. Female cross-border
traders in the Great Lakes region in central
Africa are often subjected to acts of violence,
threats, and sexual harassment (Brenton et al.
2011). Concerns over sexual harassment from
teachers and employers are factors that may
limit adolescent girls® participation in train-
ing programs and school-to-work transition in
Liberia (Ruiz Abril 2008).

Policy Levers to Address Gender
Gaps and Reduce Poverty

Addressing the range of gender inequities
in Africa is no small task. Development
progress in general—such as increasing
school enrollment rates through universal
primary access or improving health ser-
vices for all—will go a long way toward
equalizing outcomes. However, in some
spheres, directed efforts can help bring girls
and women closer to escaping the gender
poverty trap.

In education, for example, programs sub-
sidizing the direct or indirect cost of educa-
tion can be effective in increasing enrollments
and the educational performance of girls and
boys—as shown in Kenya (Duflo, Dupas,
and Kremer 2015; Friedman et al. 2016)—
and sometimes with a differential and
greater impact on women even when not
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gender-targeted, as in Ghana (Duflo, Dupas,
and Kremer 2017).

In the health sphere, most maternal
deaths can be prevented by ensuring that
pregnant women have access to prenatal
care, skilled care during childbirth, and
postpartum care following delivery—which
requires tackling a range of demand and
supply factors (Gordillo-Tobar, Quinlan-
Davidson, and Mills 2017). Postnatal
follow-ups and checklist approaches
can lead to earlier use of postnatal care
(McConnell et al. 2016). As for the dispro-
portionate prevalence of HIV/AIDS among
women, programs providing life skills and
reproductive health knowledge to adoles-
cent girls can improve knowledge about
sexual and productive health and associ-
ated behaviors (Bandiera et al. 2017). And
for those women going through a marital
dissolution, which may make them vulner-
able, there is need for better access to social
protection and health programs for women
who are widowed or divorced.

The domestic time-use burdens of
women constrain them in terms of both
leisure and time for income earning.
Scaling up services for childcare (espe-
cially for preschool-age children) can be
done through a range of policies and reg-
ulations that the public sector can put in
place to support private childcare provi-
sion. And public infrastructure provision
(water, sanitation, electricity, and roads)
and labor-saving technologies can poten-
tially ease women’s time constraints, but
more empirical evidence is needed to bet-
ter understand how this would affect time
constraints and the intrahousehold dis-
tribution of labor (see ADB [2015] for a
desktop review from Asia).

Finally, greater financial inclusion is
crucial. Women have lower savings and
access to productive assets, which could
be addressed through several mechanisms.
Savings products with an element of illi-
quidity and soft commitment can increase
women’s savings (Dizon, Gong, and Jones
2017; O’Sullivan 2017) and improve the
performance of woman-owned businesses

(Dupas and Robinson 2013). Technology
will also help to reach more rural women
(Williams et al. 2018), as further dis-
cussed in Fundamentals 3, “Leapfrogging
with Technology (and Trade).” And leg-
islative reforms that strengthen women’s
inheritance rights can improve measures
of female empowerment (Deininger,
Goyal, and Nagarajan 2013; Deininger
et al. 2018). Similarly, land formalization
programs promoting joint registration
of both spouses can improve outcomes
for women and narrow gender gaps (Ali,
Deininger, and Goldstein 2014; Goldstein
et al. 2015; O’Sullivan 2017). Rwanda’s
land tenure regularization program, how-
ever, while improving documentation
of informal land rights among married
women, led to an erosion of rights among
women who are not legally married (Ali,
Deininger, and Goldstein 2014).

Addressing the limited mobility and vul-
nerability to violence of women is of critical
importance to ensure basic human rights.
Addressing the patriarchal institutional
frameworks and cultural structures that
discriminate against women and perpetu-
ate limited mobility and violence against
women requires long-term cultural change.
Education should be part of the solution (as
examined in Friedman et al. 2016) because
it can change attitudes toward domestic
violence.

Notes

1. Maternal mortality data are based on model
estimates of the Maternal Mortality Inter-
Agency Group (WHO, UNICEF, UNFPA,
World Bank, and UN DESA 2015). Regional
estimates are from the World Bank Gender
Data Portal: http://datatopics.worldbank
.org/gender/.

2. In addition to laws which disadvantage
women in terms of property ownership and
lower income, women’s lower levels of pro-
ductive assets and savings may be due to
social pressures to share their income with
family members and friends (Dupas and
Robinson 2013; Jakiela and Ozier 2016;
Schaner 2017).
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Moving to Jobs Off the Farm

Kathleen Beegle and Tom Bundervoet

oving to jobs off the farm for Africa’s poor will largely mean moving into infor-

mal employment, often into nearby towns. It typically concerns running house-

hold enterprises—small, unincorporated, and often informal nonfarm enterprises
owned and managed by housebold members—either full- or part-time and sometimes
done only during certain parts of the year. While wage employment is growing fast in
some African countries, the low base of wage employment and the pace at which growing
cohorts of young adults enter the labor force imply that wage employment will absorb only a
small share of the job seekers over the coming 10-15 years. And private sector formal wage
employment is even more limited.

The importance of the informal nonfarm sector as a provider of jobs and liveliboods for
Africa’s burgeoning labor force means it cannot be neglected by policy. From a policy per-
spective, the choice of focusing on the formal or informal sector, or on small and medium
enterprises (SMEs) and large firms or housebold enterprises, is not an either-or proposition.
Investments in buman capital, infrastructure, and a transparent regulatory framework will
benefit the spectrum of enterprises, from household enterprises to SMEs and large firms. Still,
not all investments cut across. Investments can also be made that more directly benefit non-
farm businesses run by poor households, as discussed in this chapter.

The available evidence suggests that investments to benefit the enterprises of the poor
require an integrated approach, jointly addressing skills and financing constraints. Although
this will typically not suffice to belp most household enterprises grow into firms that gener-
ate wage employment, it can help many of the poor diversify their incomes and secure and
increase their income streams.

Second, the demand-side aspect requires much more attention—that is, how to foster
demand for the goods and services produced by the informal sector. This bas often been over-
looked in the agenda to raise nonfarm incomes for the poor, especially the importance of the
proximity of demand. Rural town development appears especially promising. It facilitates
access to off-farm employment for the poor, pointing to the need to focus on what it takes to
develop a town—such as rural road connectivity, electricity, and social services. As centers
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of agro-manufacturing and trade, secondary towns and cities are often also at the nexus of
agro-value chain development, with extended agriculture accounting for one-third of off-farm
employment in the early stages of development. But demand often also finds itself just across
the border, underscoring the importance of deepening Africa’s regional integration.

A Profile of Africa’s Off-Farm
Work

The employment structure in Sub-Saharan
Africa is gradually changing for all, includ-
ing the poor. Although agriculture will
remain the main engine of poverty reduc-
tion in the near future, the growing share
of individuals and households, including
the poor, who are engaged in nonfarm
activities highlights the need to raise non-
farm incomes.!

There are numerous ways to describe
“off-farm” employment and income activi-
ties in Africa. This includes by broad sector
classification (by industry or services, some-
times described as secondary and tertiary
sectors) (World Bank, forthcoming[b]).
Some characterize by the link with agri-
culture (agriprocessing, food retailing and
services, or outside the agriculture sys-
tem) (Yeboah and Jayne 2018). And other
work emphasizes employment status (such
as wage or nonwage work in a household
enterprise) (Davis, Di Giuseppe, and Zezza
2017). And within these framings, one can
further discuss concepts of formality and
informality.

The decreasing employment share of
agriculture is partly related to urbanization
and partly to the growth of the rural non-
farm economy. The share of Africans living
in urban areas increased from 27 percent in
1990 to 38 percent by 2016, which is asso-
ciated with a relative decline in agricultural
employment—few city dwellers are primarily
employed in farming. At the same time, rural
households also increasingly diversify their
livelihoods or even transition completely to
activities beyond the farm, typically called
the rural nonfarm economy. Almost half of
rural households have income from off-the-
farm activities (Davis, Di Giuseppe, and

Zezza 2017), which accounts for, on aver-
age, 23 percent of household income for rural
households.

These averages hide considerable varia-
tion across countries in the region. Among
the southern African countries, Botswana,
Eswatini, Namibia, and South Africa have
far lower shares of employment in agricul-
ture than the rest of the region (World Bank,
forthcoming[b]). As for the rural nonfarm
economy, rural households in some coun-
tries (such as Ethiopia) have much lower
percentages of nonfarm employment than
the regional average, and others have higher
percentages (such as Kenya, Niger, and
Uganda). Participation in nonfarm activities
and percentages of nonfarm income increase
with gross domestic product (GDP), but
they tend to be lower in rural Africa than
in other low- and middle-income regions,
even after controlling for differences in GDP
(Davis, Di Giuseppe, and Zezza 2017).

What does moving off the farm in terms
of work mean for African households? There
is considerable heterogeneity within the non-
farm sector, often with notable dualism. It is
characterized by low-productivity subsistence
activities with few or no barriers to entry,
at one end, but also a small segment which
has high-productivity, high-earning activities
with high entry barriers (in terms of physi-
cal and human capital) at the other end. The
high-return subsector is largely the privilege
of better-endowed households; the low-return
subsector is usually dominated by casual
labor and small household enterprises.2

Though nonfarm livelihood opportuni-
ties and their respective entry barriers are
country- and context-specific, three broad
observations emerge from surveying the
literature? related to household enterprises,
nonagricultural wage employment, and
agro-food sector employment.
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Household Enterprises

First, working “off the farm” usually means
working without a salary or employer but
rather in an informal household enterprise,
especially for the poor and near poor. This
broad group of activities, labeled “house-
hold enterprises,” is profiled later in the
chapter but is marked by often being solo
activities (one or more household members)
with no hired labor. The term “household
enterprise” refers to a business activity
owned and operated by one or more house-
hold members. This covers a wide array of
business activities and occupations: petty
trading, retail of prepared foods, street
hawking, tailoring, beauty parlors, electri-
cians, bricklayers, and so on.

Despite the label, household enterprises
are not necessarily activities operated within
the dwelling of the household. Although they
are most often microenterprises without hired
workers, they do sometimes employ hired
workers, though typically only one or two.
The vast majority of these enterprises are
engaged in commerce—as street vendors and
in petty trading (World Bank 2012). Those
who work in household enterprises go by
varying labels: self-employed, own-account
worker, unpaid or contributing family worker,
and less commonly, employers (if the busi-
ness has hired workers—Ilabor that is wage
employed).% These businesses are typically
unincorporated and not registered for social
security, value added tax, or other registration
processes involved in formalization. As such,
they are considered informal (ILO 1993).

Nonagricultural Wage Employment

Those African households that have house-
hold members in nonagricultural wage
employment tend to be wealthier than those
with other types of employment (figure 4.1).
The incidence of wage employment increases
with wealth and shows a particularly large
jump for the wealthiest 20 percent, who are
more likely to be employed in public sector
and formal private sector salaried jobs (jobs

FIGURE 4.1
wage employment for the poor in Africa

Household enterprise work is far more common than
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the most common form of off-the-farm self-employment in Africa.

that pay more and require higher education
levels).® Exceptions include South Africa
(a middle-income country), which has a very
low level of nonfarm self-employment. This
pattern—the income gradient with respect
to employment type—is even starker when
looking at rural areas with very low rates of
wage employment.

Despite the dominance of agriculture,
the share of agricultural wage work in the
labor force is low in the region and lower
than in other regions. Particularly in West
Africa, only a small share of household
income is derived from wage work in agri-
culture—for example, 3 percent of rural
household income in Niger (Davis, Di
Giuseppe, and Zezza 2017). Poorer house-
holds are more likely to be in agricultural
wage employment, though participation
rates are still low even for these house-
holds. Only the wealthiest 20 percent of
households in urban areas are as likely to
work for wages as to work in a household
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enterprise. In rural areas, self-employment
dominates nonfarm work across the entire
wealth distribution.

Household enterprises are often, though
not always, a stepping-stone out of poverty.
Strong poverty reduction in Rwanda between
2000 and 2010 was partly explained by the
large increase in household enterprise employ-
ment, particularly in rural areas (World Bank
2015c). Welfare levels tend to be higher for
households with a household enterprise than
for households that are uniquely engaged in
farming. Controlling for household human
capital and location, household enterprise
earnings have the same marginal effect on
consumption as private wage employment
(Fox and Sohnesen 2012). Even in countries
such as Ethiopia, where the rural nonfarm
economy is small and its contribution to pov-
erty reduction limited, consumption levels
are higher for households running a nonfarm
enterprise (though not many poor households
do so) (World Bank, forthcoming]a]).

Another key point is that, especially in
rural areas, households diversify their income
sources. They diversify not only by type of
employment (farm, nonfarm business, or
wage work) but also by sector. However, the
poor are less likely to diversify their income
sources, which is consistent with the notion
that diversification is a pathway out of
poverty.

Agro-Food Sector Employment

A quarter to one-third of off-farm employ-
ment is in the agro-food system. Including
farmers, the food economy is Africa’s big-
gest employer (Allen, Heinrigs, and Heo
2018; Yeboah and Jayne 2018).¢ This work
is concentrated in downstream commerce,
food transportation, and distribution rather
than agriprocessing. It is expanding rapidly
but from a low base.

Moreover, nonfarm employment in the
“food economy” is predominately female.
Youth are also disproportionately involved
in the nonfarm food sector. And employ-
ment off the farm can bring demographic
changes. In Senegal, for example, an expan-
sion of nonfarm jobs for women leads to

significantly higher average ages at marriage
and first birth as well as fewer children born
(Van den Broeck and Maertens 2015).

The Prospect of Formal
Wage Jobs

At the country level, countries with higher
national incomes have lower shares of work-
ers in household enterprises; development
and wage work go hand in hand. In Africa,
as elsewhere, modern firms in the formal
sector are of crucial importance. Large
firms in Africa pay higher wages, even after
controlling for all worker characteristics
(Fafchamps and Soderbom 2006; Soderbom
and Teal 2004; Soderbom, Teal, and
Wambugu 2005). Formal firms (usually
larger) are more productive than informal
firms (La Porta and Shleifer 2014). Large
informal firms in Africa have lower labor
productivity than formal firms (Mohammad
and Islam 2015). Hence a focus on improv-
ing the business and investment climate to
facilitate the growth of private formal sector
employment is among the main proximate
goals of economic development.

Wage employment in Africa

Wage employment, especially in the formal
sector, remains relatively rare and mostly
inaccessible to Africa’s poor and near poor.”
The formal wage sector’s share of employ-
ment in African economies is small, with
a substantial share of it in the public sec-
tor, and is projected to remain so even
under highly optimistic scenarios. Though
wage employment expanded rapidly during
Africa’s 1995-2013 high-growth period, the
low base of wage employment, combined
with rapid growth of the labor force (driven
by high fertility), means that the wage
employment share increased only margin-
ally, as the following examples illustrate:

¢ In Rwanda—a country lauded for its
business-friendly environment and sharp
improvements in investment climate—
formal sector employment increased
by two-thirds between 2006 and 2011.
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Despite this, the formal private wage sec-
tor constituted a mere 4 percent of all
employment in 2011 (World Bank 2016Db).

e In Céte d’Ivoire, wage employment (both
formal and informal) is projected to grow
from 19 percent of employment to 23-26
percent, depending on the sector growth
scenarios (Christiaensen and Premand
2017).

¢ In Ghana, a country that transitioned
from low-income to low-middle-income
status, private wage employment grew
considerably from 1991 to 2012 but is
still only 16 percent of employment (up
from 6 percent), and not all is formal
employment (Honorati and Johansson de
Silva 2016).

e [n Nigeria, the most populous country in
the region, wage employment is projected
to account for 20 percent of all work by
2025 (World Bank 2015b).

These specific examples reflect the
regional pattern: even under a “game
changer” scenario, marked by exceptionally
strong industrial employment growth, the
share of the African labor force in private
wage employment will likely not exceed
20 percent by 2020 (Fox et al. 2013). At
best, one in four of Africa’s youth will find
a wage job between 2010 and 2020, and
only a small share of these jobs will be “for-
mal” jobs in modern enterprises. Rather,
it is projected that 37 percent of these new
labor force entrants will work in house-
hold enterprises, putting the employment
share of household enterprises at more than
25 percent by 2020 (up from about 16 per-
cent in 2005-15).

Failure of Manufacturing Growth

Taking a sectoral approach, the changes
taking place in the labor allocation in Africa
are broadly described as a shift from agricul-
ture to services and not to manufacturing.
Modern manufacturing firms in the region
account for about 3 percent of employ-
ment (Filmer and Fox 2014). And in some
cases, the relative share of manufactur-
ing in employment or GDP has been

declining—described as premature dein-
dustrialization (see case studies in Newman
et al. [2016]).8 Although the shift to services
has so far enhanced productivity in Africa,
such productivity increases through expan-
sion of low-end services may be unsustain-
able because of limited demand beyond the
domestic market (McMillan, Rodrik, and
Sepulveda 2017).

The failure of manufacturing to grow in
Africa is of pressing concern (as discussed
by, among others, Bhorat, Steenkamp, and
Rooney [2016]). Historically, manufactur-
ing has led the way to higher income and
greater poverty reduction. The manufactur-
ing sector can be both labor-intensive and
export-oriented, giving it advantages over
other high-productivity sectors such as the
mining or services sectors. Export orienta-
tion is critical, given that many countries in
the region have small domestic markets and
given the established link between exports
and economic growth. Manufacturing firms
in Africa, however, have among the lowest
export rates in the world (Filmer and Fox
2014).

Manufacturing can also offer agglom-
eration effects derived from the clustering
of firms (World Bank 2012), but the specific
urbanization process in Africa has prevented
firms from realizing these benefits (Lall,
Henderson, and Venables 2017). And unit
labor costs, a key attribute of the growth of
labor-intensive manufacturing for exporta-
tion, appear to be higher in Africa than in
other regions (Gelb et al. 2017; Golub et al.
2017). One notable exception to the decline
in manufacturing as a share of GDP is food
and beverage manufacturing, which typically
expanded (Hallward-Driemeier and Nayyar
2018).

The projections for wage employment
in the region may understate the potential
for reducing poverty by growing firms and
expanding wage employment opportunities
from new, innovative industrial approaches
(box 4.1) and new technology (Murray
2017). Faster internet has been shown to
increase employment rates, although the
overall impact is modest (Hjort and Poulsen
2017).
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BOX 4.1

Driven by the rapidly expanding labor force in
many African countries, and perhaps the less-
than-expected employment effects of horizontal
reforms, industrial policy has recently staged a
comeback in some African countries. Industrial
policy has largely been considered a bad idea in
development thinking over the past decades,
mainly on grounds that allocation of resources in
an economy is too complex to be centralized and
that the market will naturally identify sectors with
an inherent competitive advantage (Hausmann
and Rodrik 2006). In recent years, there has been
a shift in thinking: more development thinkers
and practitioners now argue that identifying and
prioritizing certain sectors for large-scale govern-
ment investments to make those sectors viable
and competitive is an essential, or indeed indis-
pensable, complement to generic business cli-
mate reforms. Special economic zones (SEZs) and
industrial parks increasingly show up in countries’
medium-term development plans, mainly to attract
and accommodate international firms looking for
cheap labor to manufacture labor-intensive, low-
tech products—primarily textiles and garments
and pharmaceuticals (Newman et al. 2016).

Can industrial policy drive poverty reduction?

Regardless of the success of the new generation
of industrial policies, it is unlikely to be sufficient to
accommodate a bulging labor force driven by higher
population growth. Among low-income African
countries, Ethiopia has arguably the most active
and ambitious industrial development strategy and
has recently inaugurated Africa’s biggest industrial
park—in Hawassa, about 270 kilometers south of
Addis Ababa. More parks are in the pipeline or
currently being built. The investments in industrial
parks are accompanied by massive investments in
transport, energy, and infrastructure to link the pro-
duction sites to international markets.

Initial developments have been encouraging, with
major players in the global textiles and garments
industry investing in Ethiopia (Mihretu and Llobet
2017). Yet despite the scale, ambition, and initial
success of the industrialization agenda, the creation
of an estimated 2 million manufacturing jobs in
the next 10 years (EIC 2017) pales in comparison
with labor force growth of 20 million over the same
period. Even with an optimistic multiplier effect of,
say, two, the employment generated, while encour-
aging and much needed, will not be nearly enough
to accommodate a rapidly growing labor force.

The Formal Sector’s Marginal Impact on
Poverty Reduction

Formal wage employment is unlikely to
absorb substantial numbers of African
workers in the short-to-medium run, even
when carefully targeted. Moreover, the for-
mal wage sector will likely remain marginal
in terms of poverty reduction specifically.
Workers in the formal sector tend to come
from relatively privileged backgrounds and
are typically secondary- or postsecondary-
educated (low-tech manufacturing being a
notable exception, with the potential to pro-
vide employment to workers with only pri-
mary education).

Expanding the formal wage sector will
reduce “official” unemployment among
Africa’s urban postsecondary graduates—a

particularly vocal and politically influen-
tial group—but will not lead to noticeable
dents in poverty.2 As noted earlier, this does
not mean governments should not invest in
the infrastructure, skills, and policy reforms
to enable a thriving formal sector and firm
growth. But it does emphasize that in the
short-to-medium run, a more balanced
approach to generating off-farm employment,
with due attention to the operating environ-
ment and productivity of household enter-
prises, will be needed to accelerate poverty
reduction1?

The choice between the formal or informal
sector, or between SMEs and large firms or
household enterprises, or between manufac-
turing or services, is not entirely an either-or
one. There is a general private sector agenda
that would benefit the entire range of firms,
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from household enterprises to large firms
(entailing macro fundamentals, the business
environment, skills building of the popula-
tion, infrastructure upgrading, and so on).
Yet most African governments will face some
trade-offs between the short-term and the
long-term agendas in terms of policies and
programs to help firms grow. These trade-
offs cut across many areas, such as finance
and prioritizing access to finance (do you give
small grants to households or large grants
to bigger firms, as in the YouWin program
in Nigeria?); infrastructure (where to build
roads?); and electricity (what is more needed:
big grids for large firms or off-grid solar
energy for household enterprises and micro,
small, and medium enterprises [MSMEs]?).
Despite the importance of the house-
hold enterprises for employment and
poverty reduction, particularly in the short-
to-medium run, their potential should not be
exaggerated. Though household enterprises

create many jobs through entry, they rarely
are a source of job creation through expan-
sion or growth. Few household enterprises
grow and add jobs, and those that do typi-
cally add only a single job (as further dis-
cussed in the next section). It is unclear
whether an improved operating environment
for household enterprises would lead to more
of them expanding and adding jobs, given the
high share of businesses started out of neces-
sity rather than opportunity (box 4.2). Nor is
it likely that household enterprises will pro-
vide the kind of high-productivity employ-
ment that can drive overall growth. Like
others (such as Page and Soderbom [2015]),
we caution against overselling the potential
of household enterprises for employment cre-
ation (that is, as job creators, especially for
good jobs). They can, however, provide a bet-
ter alternative (or complement) to agriculture
for relatively low-skilled workers seeking bet-
ter lives and livelihoods.

BOX 4.2 Are household enterprises created of necessity or opportunity?

Household enterprises are often categorized into
two distinct groups: opportunity enterprises and
necessity enterprises. “Opportunity” entrepreneur-
ship describes those businesses that are started
to take advantage of an economic opportunity.
These businesses could grow into the larger for-
mal firms of tomorrow. They are also called “con-
strained gazelles,” “transformational” enterprises,
or “improvement-driven” businesses. On the other
hand, small-scale informal enterprises may be
driven by necessity as the lack of wage jobs and for-
mal unemployment insurance push people to jump-
start self-employment as a survival strategy.
Empirical research suggests that necessity entre-
preneurship constitutes the bulk of household enter-
prises in low-income countries. Across seven West
African countries, 56-71 percent of household
enterprises are found to be “survivalist” or driven
by necessity (Grimm, Knorringa, and Lay 2012).

Necessity entrepreneurship accounts for more than
half of self-employment in countries that are not
within the Organisation for Economic Co-operation
and Development (OECD), compared with 25 per-
cent in the OECD (Poschke 2013b). The inability to
find a wage job is frequently cited as a motivation to
start a household enterprise.

Necessity entrepreneurship is not bad and may
indeed be better than the alternative of subsis-
tence agriculture. But irrespective of whether one is
pushed or pulled into having a household enterprise,
the sheer prevalence of necessity firms has implica-
tions for public policy. Necessity enterprises tend to
be small and may have limited scope or ambition to
ever grow and expand. Though they usually survive,
they do not tend to create employment other than
for the members of the household.

Although public policy aimed at facilitating entry
into nonfarm enterprise activities can benefit both

(Box continues next page)



162

ACCELERATING POVERTY REDUCTION IN AFRICA

BOX 4.2 Are household enterprises created of necessity or opportunity? (continued)

necessity and opportunity entrepreneurs, interven-
tions aimed at facilitating growth and job creation
in household enterprises will likely be more effective
when geared toward the opportunity entrepreneurs.
Policies affecting high-ability entrepreneurs—
who may have the potential to grow into small or
medium-size firms—may indirectly affect the entry
of low-ability entrepreneurs and thus the prevalence
of microfirms (Poschke 2013a).

However, identifying high-potential and con-
strained enterprises and entrepreneurs is a challenge
(see the discussion in Fafchamps and Woodruff

[2016]), as is developing the right tools to raise their
capacity. The average annual employment growth
of 1.15 percent in Tanzania’s MSMEs masks a large
heterogeneity across firms: 88 percent of the sam-
ple did not grow at all, while the average annual
employment growth among the 12 percent of the
sample that did grow was an impressive 13 percent
(Diao, Kweka, and McMillian 2017). And although
the evidence on what works for the necessity-type
activities is mixed, as discussed later in the chapter,
efforts to raise the incomes from these activities is a
critical need to tackle the region’s poverty challenge.

Key Traits of Household
Enterprises

Household enterprises are important
income sources for the poor and non-
poor alike in both rural and urban areas.
Many country-specific studies character-
ize household enterprises, usually drawing
on household surveys with relevant content
in the questionnaire about the nature of
the enterprise. Firm surveys are less com-
mon as a source because many, by design,
do not sample very small business activi-
ties (or businesses with no or very few hired
workers). As such, they paint a very differ-
ent picture of the landscape of employment
regarding firm traits, especially in low- and
medium-income countries (World Bank
2012). We use recent data from 10 African
countries to look in detail at the characteris-
tics of the household enterprises and specifi-
cally what sets the enterprises of the poor
apart from those of wealthier households.1t

Enterprise Size, Relation to Poverty, and
Constraints Affecting Survival

In Africa, household enterprises largely
equate to self-employment or owner-
operated activities. More than 70 percent

of household enterprises have only one
worker, the owner (figure 4.2). Fewer than
20 percent of household enterprises engage
some other family members, while about
10 percent hire outside labor for a wage.
The enterprises of the poor are more likely
than enterprises in the top consumption
quintile to be one-person affairs: 77 percent
of enterprises in the bottom quintile engage
only one person (the owner), compared with
65 percent in the wealthiest quintile. Poor
household enterprises are also less likely to
employ hired labor (nonhousehold mem-
bers), while the share of enterprises that
engage any other family members is stable
across quintiles.

Put differently, although household enter-
prises are small across the board, the poor’s
enterprises tend to be smaller still. The dif-
ference in size between poor and wealthier
household enterprises stems from a higher
prevalence of hired wage employees among
the latter. Poor households rely almost
uniquely on household members to work in
their enterprises, while wealthier households
rely a little bit more on hired labor.

That household enterprises are small sug-
gests they do not create much employment.
Indeed, the view of a household enterprise
or poor entrepreneur getting credit and
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flying off into prosperity is romanticized and
largely mistaken. Even if they survive, most
household enterprises never expand employ-
ment (Fox and Sohneson 2012). However,
household enterprises are also numerous.
They have created and will mainly continue
to create employment through entry more
than through growth. Although this may not
make them important vehicles for economic
growth (lacking economies of scale), the ease
of entry and exit does make them important
vehicles for income diversification, including
to cope with shocks ex post (as discussed in
chapter 5) and to reduce poverty (box 4.3).
Household enterprises run by poorer
households also tend to be younger, though
the differences are small. A quarter of house-
hold enterprises in the bottom consump-
tion quintile have been in operation for less
than two years, compared with 21 percent in
the top quintile. The higher share of young

FIGURE4.2 The poor’s household enterprises tend to be smaller
than those of the nonpoor
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BOX 4.3 Job creation by nonfarm enterprises in Rwanda shows a high churn rate and the

importance of location for market access

Informal nonfarm enterprises typically create jobs
through entry and shed jobs through exit rather
than by growing or scaling back the number of
employees. This is nicely demonstrated by Rwanda’s
Establishment Censuses (ECs). Rwanda conducted
its first EC in 2011, followed by another in 2014. In
contrast to many other countries, Rwanda’s EC also
surveys informal microenterprises as long as they
have a fixed establishment.

Comparison of the 2011 and 2014 ECs shows
that between the census rounds, about 102,000
new informal microenterprises were started,
creating 136,000 jobs (roughly 1.3 jobs per
enterprise). Yet the total stock of informal micro-
enterprises increased by only 27,000 and total
employment in microenterprises by 46,000.
These figures suggest a high degree of churning,
with informal microfirms entering the market
and creating jobs (though most often only for
the owner) but exiting rapidly, destroying those
same jobs. Indeed, survival rates for informal
microfirms are fairly low: only about one-third of
enterprises surveyed in 2011 still existed by 2014.

Positive net job creation was mainly a result of
firm entry outpacing firm exit.

Some nonfarm enterprises do, however, man-
age to grow. Matching surviving microenterprises
across the 2011 and 2014 ECs, about 70 percent of
enterprises that employed one person in 2011 still
employed one person three years later. Of those that
managed to expand, 80 percent added one single
job. One-person household enterprises that man-
aged to add jobs tended to be owned by a man with
at least some secondary education, located in areas
with higher market accessibility (defined as shorter
travel time to a population center) or close to inter-
national borders.

The effects of location point to the importance of
market demand: being closer to population centers
or international borders presumably captures the
size of the market and is associated with a higher
likelihood of expansion. From a policy perspective,
expanding access to secondary education, which
remains highly unequal in many parts of Africa, and
improving rural connectivity appears important to
maximize the growth potential of microenterprises.
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household enterprises and entrants among
the bottom quintiles, at least in some coun-
tries, 12 may point to lower survival rates for
poor enterprises.

Constraints to operating a household
enterprise may be more binding for poor
than for wealthier households, resulting in
a higher degree of churning among poor
households’ enterprises. The lack of market
access and demand is the main constraint
for household enterprises in Ethiopia across
the board (also found by Hardy and Kagy
[2018] in the case of female garment makers
in Ghana).

Other constraints differ across welfare
levels. Access to finance is twice as impor-
tant a constraint for the bottom 40 percent
as for the top quintile. In contrast, enterprises
in the top quintile are more constrained by
utility-related barriers, in particular access
to electricity. Still, a quarter of all nonfarm
businesses in the bottom 40 percent have
been in operation for more than 10 years. Of
course, that households are still in the bot-
tom 40 percent despite having an enterprise
that survived for more than 10 years must
mean that these household enterprises are not
very profitable.

Potential for Employment Generation

That even older household enterprises are
small confirms that household enterprises
typically do not create much employment.
The oldest household enterprises in the
10-country sample tend to be only margin-
ally larger than those established only a year
before the survey. In Uganda, household
enterprises that have been in operation for
more than 10 years have, on average, 2.0
workers (including the owner), compared
with 1.6 workers for enterprises that were
established only a year ago. In Malawi,
Mali, and Tanzania, young and old enter-
prises have roughly the same number of
workers.

Employment generation is further mainly
confined to urban enterprises with edu-
cated owners, underscoring the role of mar-

ket demand and skills. Urban household

enterprises that have been in operation for
10 years or more have on average more than
2 workers, compared with 1.6 for newly
established urban enterprises.!2 There is no
such gradient for rural enterprises. Similarly,
household enterprises with an educated
owner (more than primary school) seem
to add workers through time (from 1.7 for
young enterprises to 2.4 for older ones), while
there is no such pattern for enterprises with
uneducated owners (figure 4.3). The larger
size of older household enterprises in urban
areas or with educated owners is entirely due
to a higher number of wage employees (non-
household workers).

Though the magnitudes of job creation
involved are still small, the ongoing secular
developments in Africa—urbanization and
rising education levels among the youth—
would suggest cautious optimism on the job
potential of household enterprises. In addi-
tion, given the sheer number of household
enterprises in Africa, even limited job cre-
ation per household enterprise can still add
up to many jobs.

Differences by Location, Seasonality,
Gender, and Financial and Human
Capital

Reflecting the geographic concentration
of the poor, the enterprises of the poor
are more likely to be rural. More than
80 percent of household enterprises in the
bottom 40 percent are rural, while more
than half of enterprises (56 percent) in the
top quintile are urban.

Enterprises in the bottom 40 percent are
also more likely to be seasonal: More than
half the enterprises in the bottom quintile
operate fewer than 12 months per year, and a
quarter operate for less than half of the year.
In contrast, close to 70 percent of enterprises
in the top quintile are active throughout the
year, and only 12 percent operate fewer than
six months in any given year. There is consid-
erable variation in seasonality across coun-
tries: 35 percent of household enterprises
in the bottom 40 percent in Burkina Faso
and Ethiopia operate fewer than six months
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FIGURE 4.3 Urban household enterprises and those with better-educated owners tend to grow

over time
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per year, while this applies to only about
10 percent of such enterprises in Ghana and
Uganda.

The higher degree of seasonality among
enterprises in the bottom 40 percent is
linked to the agricultural cycle: Enterprises
in the bottom 40 percent in Africa are pre-
dominantly rural, and the rural nonfarm
economy has substantial supply-and-demand
links with agriculture (box 4.4). In contrast,
household enterprises in the top quintile,
which are more likely to be urban, tend to
operate year-round.

The local nonfarm economy also links
back to agriculture. In rural Africa, where
access to credit is generally constrained,
income from nonfarm enterprises can help
ease those constraints, enabling house-
holds to purchase farm inputs and invest
in productivity-increasing technology
(Adjognon, Liverpool-Tasie, and Reardon
2017). Through this mechanism, income
from agriculture enables households to oper-
ate nonfarm enterprises, which in turn enable

investments in farm inputs, potentially rais-
ing agricultural productivity.

The links between agriculture and rural
nonfarm activity highlight the importance
of agricultural productivity growth and sup-
port for infrastructure and services such as
storage and basic processing. Having more
agricultural produce that can be kept for
longer periods can keep the rural nonfarm
economy going even during the agricultural
lean season.

The start-up capital for household enter-
prises mainly comes from the households’
own income and savings. Depending on the
country, between 45 percent (Mali) and more
than 80 percent (Burkina Faso, Niger, and
Uganda) of household enterprise start-ups are
financed by the household’s own resources.
Better-off household enterprises are more
often financed by gifts from family and
friends, while poorer household enterprises
are more likely to not require any capital at
all (as a result of which these enterprises are
often active in low-return activities without
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BOX 4.4 The farm economy and nonfarm employment are strongly linked

The agricultural economy can influence the non-
farm economy through supply and demand links.
On the supply side, the harvest season brings extra
cash income to rural households, which can be used
to invest in the operation of a household enterprise.
In Ethiopia, for instance, agricultural income was the
main or secondary source of start-up capital for house-
hold enterprises (Loening, Rijkers, and Soderbom
2008). On the demand side, higher agricultural

FIGURE B4.4.1
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income following the harvest increases local demand
for nonfarm goods and services, stimulating the non-
farm economy, particularly the agro-food part of it.

These factors can result in household enterprise
operations that align with agriculture, whereby
activities peak in the immediate postharvest season
rather than providing income throughout the
lean season. Figure B4.4.1 illustrates this dynamic
in Ethiopia.

In Ethiopia, rural nonfarm activity peaks soon after
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Note: NFE = nonfarm enterprise; Pag. = Pagumiene, the 13th month in the Ethiopian calendar,
typically a short month of either five or six days depending on whether it is a leap year. The shaded
"harvest season” area depicts the temporal intensity of the harvest—starting in September, peaking
in November, and continuing as late as January for some crops.

entry barriers). The numbers also point to
the marginal role of financial institutions,
including microfinance, in providing credit
to the household enterprise sector: in the
countries where data are available, fewer
than 3 percent of household enterprises were
started through a formal bank or microfi-
nance loan, regardless of wealth quintile.
Country context seems to determine
whether household enterprises are more likely
to be owned by women or men. In Malawi,

Mali, and Niger, household enterprises
are more likely to be owned by men, and
this holds across the wealth distribution.
In Burkina Faso, Ghana, and Nigeria,
household enterprises are more likely to be
owned by women, and this holds for poor
and wealthier households alike. In the top
20 percent of households, however, there is
some dropping off in the share of household
enterprises owned by women. In Ethiopia,
women make up half of household enterprise
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owners in the first and fourth wealth quin-
tiles but only 37 percent in the top quintile.
In Burkina Faso, more than 60 percent
of household enterprises in the bottom
80 percent are owned by women, but this
drops to 55 percent in the top quintile. A sim-
ilar pattern is observed in Ghana, Rwanda,
and Tanzania. The opposite is observed in
Malawi, a matriarchal society, where there
are more female owners in the top quintile.

Generally, in Africa, female-owned house-
hold enterprises are often less profitable
and less likely to grow, be they microenter-
prises or SMEs (Campos and Gassier 2017).
Though the empirical evidence is limited,
women in non-OECD countries tend to be
overrepresented among the “necessity” entre-
preneurs and expect their businesses to grow
less (Poschke 2013b). Controlling for other
factors, women-owned household enterprises
in Rwanda were substantially less likely to
expand than male-headed ones and tended
to remain one-person firms even if they sur-
vived for a long time (World Bank 2016Db).

In the six African countries in the World
Bank’s Living Standards Measurement
Study-Integrated Surveys on Agriculture
(LSMS-ISA), rural female-headed household
enterprises have significantly lower produc-
tivity and profits (Nagler and Naudé 2017),
possibly because of sorting by sector and
size and lower factor intensity (Filmer and
Fox 2014; Rijkers and Costa 2012). These
gaps partly reflect differences in normative
expectations regarding daily provision for
the family, women’s need to prioritize savings
over investment, and maybe also a tendency
to hide some income from husbands—each
of which limits business growth for women’s
enterprises (Friedson-Ridenour and Pierotti
2018).

Household enterprises are mainly run by
persons with at least some primary educa-
tion (completed or not). This is the group of
workers that tends to be excluded from wage
income opportunities because of lack of edu-
cation, and for whom household enterprises
are a good alternative income choice (on aver-
age, better than agriculture or to help cope
with shocks). The exceptions are a number

of countries in West Africa (mainly Burkina
Faso, Mali, and Niger), where the low educa-
tion levels mean that enterprises are mainly
run by people who never went to school.
Overall, the share of household enterprises
run by better-educated persons increases
with wealth but remains low among tertiary-
educated workers. The latter typically have
access to regular well-paying jobs in the pub-
lic and formal private sectors.

Potential for Income Generation

Given that the enterprises of the poor are
smaller, more likely to be rural, and more
likely to be run by less-educated people, it
is no surprise their profits are also lower
(hence the household remains poor). Across
all countries, household enterprise profits
increase with household welfare and then
take a big jump between the fourth and
fifth consumption quintiles, as in Burkina
Faso, Rwanda, and Uganda (figure 4.4). The
enterprises in the top quintile appear struc-
turally different: they are somewhat bigger
and are much more likely to employ paid
nonhousehold members, be located in urban
areas, have more-educated owners, and earn
far higher profits.

Household enterprises can neverthe-
less make an important contribution to the
incomes of the poor. The extent to which
enterprises are important income genera-
tors depends a lot on the country context.
For example, household enterprise income
accounts for less than 10 percent of total
household income in the bottom 40 percent
in Ethiopia and Malawi, compared with
more than 35 percent in Ghana and Nigeria
(figure 4.5). Household enterprises tend to
account for a larger share of total income
among wealthier households, which are over-
represented in urban areas.

Drivers of Household Enterprise
Creation and Shrinkage

Finally, while both push (necessity) and
pull (opportunity) factors influence the
creation of household enterprises, the
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FIGURE 4.4 Enterprise profits rise with household wealth and take a big jump in the top quintile
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limited available evidence suggests that
push factors dominate. Inability to find a
waged or salaried job was cited as the main
reason to start a household enterprise in
the Republic of Congo and Tanzania (Fox
and Sohnesen 2012). In Mozambique, more
than half of household enterprise owners
mentioned a push factor as the main reason

to start the enterprise, mainly the inability
of finding a wage job.1%

Pull factors were, however, more impor-
tant in rural than in urban areas, which
may indicate that in rural areas, household
enterprises may be more attractive than sub-
sistence agriculture or may be an attractive
complement to the agricultural labor calendar
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FIGURE 4.5 The contribution of household enterprises to income is higher among wealthier households
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during the agricultural slack seasons. Better
understanding the push and pull factors in
establishing household enterprises—and the
roles of agricultural seasonality, infrastruc-
ture, and the business environment in medi-
ating those factors—is an area for further
research.

As the pace of formal wage job creation
in Africa picks up and more people access
wage jobs, the household enterprise sector
is likely to shrink. In Africa’s food supply
chains, this is already starting to happen;
Reardon et al. (2015), for example, speak of
this as a “quiet revolution.” In other words,
as urban food markets grow, the share of
purchased foods increases rapidly (among
both urban and rural households), and food
processing moves from the farm to SMEs.
Thousands of often informal MSMEs in
trucking, wholesale, warehousing, cold
storage, first- and second-stage processing,
local fast food, and retail have emerged in
response. Examples include the prolifera-
tion of SME mills-cum-retailers of teff in
Ethiopia that now sell teff flour or enjera
directly—increasingly replacing the com-
mon practice of buying teff as a grain and
cleaning and processing it at home (Minten

et al. 2013). In Tanzania, local supermarket
chains, small-format supermarket indepen-
dents, and new-format retail clusters are
emerging, selling a proliferation of domes-
tically processed and branded foods and
generating wage employment.

This transition also stands to happen
in other sectors, making these in-between
SME:s that cater to the domestic markets and
operate in conjunction with the larger-scale,
export-oriented modern firms particularly
important in the transition toward formal
wage employment (Diao and McMillan
2018). Yet, as shown earlier, the low base
of wage employment in Africa combined
with a rapidly expanding labor force implies
that the share of formal wage employment
will remain low in the foreseeable future,
even under highly optimistic scenarios. This
means that even if household enterprises are
mainly established because of push factors
(the inability to find a wage job), margin-
ally increasing their productivity and earn-
ings has the potential to pull millions out
of poverty. For this reason, the next section
looks at the available evidence on how to
facilitate earnings growth among household
enterprises.
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Better Household Enterprises
for the Poor

Although household enterprises exhibit
enormous heterogeneity in earnings and
productivity, the median household enter-
prise is active in easy-to-enter sectors where
the scope for earnings growth is limited.
The growth potential of household enter-
prises is often constrained by the size of the
local market, the skills and education of the
owner, and indeed the owner’s aspirations.
Many household enterprises remain small
even if they remain in business for almost a
lifetime. In addition, household enterprises
are usually run alongside other economic
activities (agriculture, other enterprises, and
so on) as part of a “portfolio of work” or
diversified income, thus constraining the
labor and capital investment that is devoted
to the enterprise (sometimes especially for
women).

Arguably, public policy has largely
neglected the development of a vision and
strategy for household enterprises in general,
instead focusing on SMEs and large firms
(Filmer and Fox 2014). Efforts to alleviate
poverty in Africa cannot rely on spillovers
from the modern wage sector only; they need
to focus more directly on the large numbers
of poor whose employment and incomes
are not likely to be affected by such firms’
growth in the near term.

What, then, works to raise the income
and employment potential of the enterprises
of the poor? The evidence base remains thin
and context-specific. Most interventions and
impact evaluations have focused on the sup-
ply side, examining the roles of access to
credit and finance, technical and business
skills training, soft or “life skills” training,
and the like.

Interventions have aimed to facilitate both
the entry of new enterprises and the growth
of existing ones. “Capital-centric” programs
have aimed to relax the capital constraints by
offering cash or in-kind grants, subsidized
loans, or connections with microfinance
services. “Skills-centric” approaches
have focused on providing technical and

vocational skills, business skills, life and soft
skills, and so on. More recently, programs
have tended to bundle various interventions
to tackle multiple constraints at the same
time.

Insights from Capital-Centric Programs

Capital-centric programs assume that poor
households are credit-constrained, pre-
venting them from entering into relatively
more lucrative nonfarm self-employment
activities. Similarly, lack of access to capi-
tal can also constrain growth and expan-
sion among already existing household
enterprises. Alleviating the credit con-
straint—by providing either cash grants,
in-kind capital or assets, or access to
microfinance or financial services—can
relax the credit constraint, enabling poor
households to overcome the entry barri-
ers to nonfarm self-employment or help-
ing existing enterprises to invest and grow
profits.

Impact of Cash or In-Kind Grants

Many studies review the existing evidence
(Campos and Gassier 2017; Cho 2015; Cho
and Honorati 2014; Cho, Robalino, and
Watson 2016; Grimm and Paffhausen 2015;
Karlan, Knight, and Udry 2012; Kluve et al.
2016; McKenzie and Woodruff 2014; Reeg
2015; Vermeire and Bruton 2016). There
is substantial evidence that cash or in-kind
grants of capital or assets can jump-start
self-employment, increasing the creation of
household enterprises.

The effect of cash or in-kind grants on
entry into nonfarm self-employment has been
documented by various evaluations in dif-
ferent countries and contexts: In northern
Uganda, one-off cash grants of about US$370
to underemployed youth led to investments in
business assets and vocational training, with
substantial and persistent effects on earn-
ings:12 earnings of youth who had received
the cash grants were 40-50 percent higher
than those of the control group at two and
four years following the grant (Blattman,
Fiala, and Martinez 2014). Young women
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experienced particularly high returns on the
cash grant, increasing earnings by more than
84 percent relative to the controls. However,
after nine years, there were no differences
between those with and without the grants
in employment, earnings, and consump-
tion (Blattman, Fiala, and Martinez 2018).
In rural Kenya, beneficiaries of an uncondi-
tional cash transfer increased their revenues
from business activities, though without a
discernible impact on profits.1®

In Ethiopia and Ghana, beneficiaries of
the BRAC graduation model pioneered in
Bangladesh—which consists of the trans-
fer of a productive asset (usually livestock),
combined with training and temporary con-
sumption support—increased ownership of
and income from microenterprises (Banerjee
et al. 2015). Only in Ghana did the effect
persist until three years after the start of the
program. Still, in Uganda, poor women who
were offered US$150 cash grants, together
with business training and supervision, dou-
bled their microenterprise ownership and
incomes 16 months after the intervention.

Beneficiaries of a cash plus business train-
ing and mentoring intervention in rural
Kenya shifted time from leisure and house-
hold activities to nonfarm enterprise activity,
leading to a 34 percent increase in per capita
income one year after the intervention. In
addition, the intervention was compara-
tively cheap.Z In Ethiopia, a US$300 grant
and business training raised earnings by
33 percent; moreover, it outperformed indus-
trial wage work, which did not raise employ-
ment or income after a year (Blattman and
Dercon 2018).

Outside Africa, research has also found
positive impacts of cash grants or asset
transfers on entry into household enterprises
(Banerjee et al. 2015; Gertler, Martinez, and
Rubio-Codina 2012; Macours, Premand,
and Vakis 2012). Taken together, these
results suggest that poor households and
individuals are indeed capital-constrained
to start businesses and that alleviating these
constraints through grants may lead to con-
siderable returns in earnings and employ-
ment (without having the oft-assumed

perverse effects). In remote rural settings,
cash grants can also help households
finance the temporary migration of one
or more members to towns and cities to
work in casual nonfarm self-employment,
which has been shown to substantially
increase consumption in Bangladesh (Bryan,
Chowdhury, and Mobarak 2014).

The effects of infusing cash into exist-
ing microenterprises has been more mixed,
particularly in Africa. In Ghana, providing
US$133 cash grants to tailors did not have
lasting impacts on profits. Capital, in the
form of cash or in-kind grants, had limited
effects in increasing the productivity of micro-
enterprises, and only for male-headed ones,
suggesting that capital alone is not enough
to grow subsistence enterprises owned by
women (Fafchamps et al. 2014). In Tanzania,
a cash grant (of about US$90) combined with
business training tailored to existing micro-
enterprises led to a large increase in sales and
profits among male entrepreneurs, although
with no discernible effects on female-owned
enterprises.!® These findings are echoed in
Uganda, where a combined subsidized loan
plus training intervention led to increased
business profits and employment in male-
owned microenterprises, with no effects on
women-owned ones.12

Outside Africa, cash grants of US$100-
US$200 had strong effects on the short-term
profits of small-business owners in Mexico
and Sri Lanka (De Mel, McKenzie, and
Woodruff 2008; McKenzie and Woodruff
2008). Mirroring the Africa results, male-
owned microenterprises in Sri Lanka had
high returns to capital, while women-owned
ones experienced no gains in profits following
the grant. Grants also had some long-lasting
impacts on the survival and profitability of
male-owned firms. Taken together, these
results suggest that providing capital and,
especially in Africa, combining it with busi-
ness trainings can be effective in increasing
the incomes and profits of existing household
enterprises. The longer-term impacts of such
interventions have not been examined, how-
ever, and these interventions tend not to work

for female-owned businesses.2%
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Impact of Expanded Microfinance

Though the effectiveness of cash grants
confirms the importance of credit con-
straints, the expansion of microfinance
has not proven effective in relaxing
these constraints. A review of the impact of
microfinance in Africa suggests that impacts
on business incomes have been mixed, with
some studies documenting positive impacts
(mainly on agricultural incomes) while oth-
ers show no or even negative impacts (Van
Rooyen, Stewart, and de Wet 2012).

A potential explanation for the failure
of microfinance to live up to its promise in
Africa is that it has yet to reach the house-
hold enterprise sector: as shown in the previ-
ous section, microfinance institutions are of
marginal importance in providing start-up
capital for household enterprises. And despite
the rather high returns to capital documented
in the impact evaluations, household enter-
prise owners—both those currently in busi-
ness and those who have closed shop—tend
to report lack of access to finance as a major
business constraint (Nagler and Naudé 2017).
Female-owned enterprises in the region face
larger hurdles than male-owned enterprises
in accessing finance (World Bank 2019).

However, lack of access to finance is
only one of many constraints, and address-
ing it alone is unlikely to be sufficient. In
Tanzania, the promotion and registration
of a mobile savings account among women
microentrepreneurs increased savings, and
they obtained more microloans through the
mobile account, but there were not significant
impacts on firm sales and profits (Bastian et
al. 2018). In Malawi and Uganda, savings
accounts did not affect business investments
(Dupas et al. 2018), though positive impacts
were found in Kenya for women market ven-
dors but not for men operating taxis (Dupas
and Robinson 2013).

Insights from Skills-Building
Interventions

While the capital-centric approaches sum-
marized above are fairly new, skills-building
interventions have long been the preferred

instrument to promote microenterprises. In
this logic, start-up of new microenterprises
and growth of existing ones are constrained
by a lack of skills, with skills broadly
defined to include technical and vocational
skills, business and entrepreneurial skills,
financial literacy, life and soft skills, and so
on. Investing in skills training can alleviate
this constraint, enabling people to start new
businesses or expand existing ones.

Despite the ubiquity of skills programs,
the evidence on their effectiveness is thin.
Nontechnical business skills trainings do
not tend to lead to higher sales and profits,
though in some contexts they lead to a higher
rate of business start-ups, at least in the short
term. Business trainings targeted at existing
microfirms have resulted in a change of busi-
ness practices, but they have rarely improved
productivity or the microfirms’ likelihood of
survival.

In addition, these types of trainings,
though typically offered free of charge,
have suffered from low take-up rates, shed-
ding doubt on their perceived usefulness
(McKenzie and Woodruff 2014). Even tai-
lored individualized training does not seem
to spur firm growth: in Ghana, winners of
a small-business plan competition received
individualized training (but no cash), with
no significant impacts on firm growth
(Fafchamps and Woodruff 2016).

On the other hand, some targeted inter-
ventions to address specific causes of low
profitability can make meaningful impacts.
For example, in Kenya, household enter-
prises were losing approximately 5-8 percent
of total profits because they did not have
enough change on hand to break larger bills
(Beaman, Magruder, and Robinson 2014).
Interventions that raised awareness of the
issue with firms significantly altered change
management and reduced lost sales.

Next to training in general business skills,
technical and vocational trainings have also
been commonplace skills interventions.
Observational studies—albeit without a valid
comparison group in most cases—have docu-
mented a wide range of effects, from no sig-
nificant returns in Rwanda and Tanzania to
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large returns in Ghana, with higher returns
to vocational training among the little-
educated (Fox and Sohnesen 2012). In con-
trast, a rigorous impact evaluation in Malawi
finds no returns to apprenticeship training
for the low-skilled (Cho et al. 2013).
Probably one of the more effective exam-
ples of vocational training comes from
Liberia, where beneficiaries of the Adolescent
Girls Initiative (AGI) received six months
of technical and business skills training fol-
lowed by six months of active placement sup-
port and supervision, leading to a significant
increase in earnings relative to a control group
(Adoho et al. 2014). The AGI intervention,
however, was expensive (between US$1,200
and US$1,650 per woman), which lays bare
the general issue with technical and voca-
tional training interventions: They are often
expensive, with program costs often rang-
ing between US$1,000 and US$2,000 per
person in low- and middle-income countries.
Combined with their modest returns and
the uncertain persistence of returns through
time, it is hard to find a technical skills pro-
gram that passes a simple cost-benefit test.

Potential Synergies from Integrated
Approaches

As shown above, when combined with a
cash intervention, business or technical
skills trainings can be effective. Several
of the studies mentioned earlier combined
interventions to tackle capital and skills
constraints simultaneously and found sig-
nificant impacts on enterprise start-up and
profits. In certain settings, the cash compo-
nent was only effective if it was combined
with business training.2! However, given
that training components typically add sub-
stantially to the overall cost of a program,
cash transfers by themselves tend to be more
cost-effective.

Some efforts effectively use cash as a
means toward both training and start-up.
In Uganda, the government’s Youth
Opportunities Program framed the US$382
cash grant as a vocational and enterprise
start-up intervention, though the cash grant

remained unconditional and unmonitored.
Most of the youth invested in skills training
and mainly in tools and materials, leading to
a significant increase in nonfarm enterprise
activity and earnings, with good cost-benefit
results in the medium term, but these gains
disappear after nine years (Blattman, Fiala,
and Martinez 2014, 2018).

Recent research has highlighted another
potential explanation for why house-
hold enterprises hardly ever grow and
add workers. Although it is often implic-
itly assumed that household enterprises in
poor countries face a frictionless market
for workers and can hire and fire accord-
ing to needs (given high unemployment and
the lack of labor regulations in the infor-
mal sector), small firms may face high labor
market search costs and, as a result, typi-
cally refrain from hiring. This hypothesis
was tested in Ghana through a government-
implemented worker screening and place-
ment program where small enterprises that
were randomly offered one or more workers
chose to hire them and had increased rev-
enue and profits (Hardy and McCasland
2017). In addition, the number of workers
per enterprise and the total volume of hours
worked increased after the intervention,
meaning that there was no displacement
effect on existing employment. Though
similar research in other countries would be
needed to examine whether these findings
hold, the mere hypothesis that small enter-
prises in poor labor-surplus countries are in
fact labor-constrained is thought-provoking
and merits further investigation.

In sum, the most consistent finding from
the recent literature has been the impact of
cash grants on stimulating entry into non-
farm self-employment, with large increases in
incomes from a low base, at least in the short
run. Business skills programs can be effective
in certain settings but typically only if they are
combined with a cash grant component. On
their own, skills trainings tend to have tepid
effects and fail to pass a cost-effectiveness
test. Although cash grants have been effec-
tive in increasing entry into nonfarm self-
employment for both men and women, grants
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to existing household enterprises have had
effects only on male-owned businesses.
Nonetheless, important gaps remain in our
understanding of what works to make these
income opportunities more lucrative for the
poor and near poor. With some exceptions,
most studies and impact evaluations refer to
urban settings, while most of Africa’s poor
live in rural areas. We also know less about
what works with respect to agriculture value
chains—that is, how to grow the microbusi-
nesses that link with smallholder farmers.
Finally, few studies focus specifically on
poor or near-poor households, which may
face different constraints than other types of
entrepreneurs. An emerging and promising
approach to reach the poorest and more vul-
nerable is to combine safety net interventions
with packages of support (including skills,
finance, advisory services, working space, and
so on) to facilitate entry into self-employment
and raise the labor earnings of social protec-
tion beneficiaries. These combined “protec-
tion and promotion” interventions, which
seek to tap into latent local demand, are cur-
rently being implemented on a large scale
in several African countries, with ongoing
impact evaluations examining their effects.
Yet, quite often, the most binding constraint is
the lack of demand for the goods and services
that the poor could produce and provide.

Fostering Demand: The Role of
Towns and Regional Trading

The demand side of household enterprise
growth has received far less attention,
despite being at least as important, if not
more so. Although supply-side interven-
tions can help entry into self-employment
and, to some extent, increase earnings,
the survival and growth of these small
enterprises is ultimately determined by the
demand for the goods and services they
provide. Employment for the poor off the
farm is largely centered on locally derived
demand—demand from neighbors and adja-
cent communities for goods and services of
various kinds.

Increasing the demand for these goods and
services produced by the poor and vulnerable
is a critical aspect to raising their incomes,
notwithstanding the broader “private sec-
tor” agenda outlined earlier in this chapter.
However, the demand side lends itself less
easily than the supply side to being evaluated
(regarding the roles of market access, con-
nectivity, and agglomeration), which partly
explains the small evidence base. Five areas
of policy attention to foster demand for the
goods and services produced by the poor
come to mind.

First, as highlighted in chapter 3, agricul-
ture continues to form the basis of rural live-
lihoods, especially for the poor, despite the
slow but steady move out of farming (Davis,
Di Giuseppe, and Zezza 2017). Low agricul-
tural productivity translates into low rural
incomes, constraining local demand for non-
agricultural goods and services provided by
household enterprises. Boosting agricultural
productivity from the current low levels will
be an absolute prerequisite to increase rural
incomes and expand rural nonfarm activity.
Chapter 3 outlines a set of policy priorities to
achieve this critical goal.

Second, improving rural connectivity and
access to markets is another important aspect
of the demand-side agenda. In remote rural
areas, the size of the market is limited to the
size of the village, with often very low pur-
chasing power. Connecting rural areas with
roads and population centers extends the
market, offering more potential to household
enterprises. The importance of connectivity
comes out clearly in empirical research. In
Uganda, for instance, productivity of house-
hold enterprises falls among the households
farthest from a population center (Nagler
and Naudé 2017). In Rwanda, one-person
enterprises with higher domestic market
accessibility or located closer to international
borders are more likely to add employment
(World Bank 2016b). And in Ethiopia, more
than half of nonfarm enterprise owners men-
tion lack of market access as the single main
constraint to business growth, and rural
enterprises in the highest connectivity quar-
tile have substantially higher productivity
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levels, controlling for other influences (World
Bank, forthcoming]a]).

Rural connectivity, however, remains
limited across much of Africa. Using a new
methodology that integrates high-resolution
data on the spatial distribution of the popu-
lation and geographic information system
(GIS) data on the road network, the share
of the rural population that lives within two
kilometers of the nearest road in good condi-
tion is estimated to be 17 percent in Zambia;
20-30 percent in Ethiopia, Mozambique, and
Tanzania; and just over 50 percent in Kenya
and Uganda (World Bank 2016a). Scaling
up investments in rural accessibility in a fis-
cally sustainable way, possibly through adop-
tion of lower design standards for what will
mostly be low-traffic roads, will be impor-
tant to grow the rural nonfarm economy
and increase the productivity of household
enterprises.22 Recent technology advances
can also help overcome, or even leapfrog,
traditional high-cost investments in infra-
structure, as described in Fundamentals 3,
“Leapfrogging with Technology (and Trade).”

Third, most off-farm employment
opportunities will not be generated
locally but rather in either nearby or dis-
tant urban centers. But not all urban
development has equal poverty-reducing
potential. Cross-country research sug-
gests that, compared with agglomeration
in megacities, it is especially migration out
of agriculture into secondary towns and
the rural nonfarm economy that results in
more inclusive growth patterns and stron-
ger poverty reduction (Christiaensen and
Todo 2014).23

Case country evidence from India,
Mexico, and Tanzania points in the same
direction: for poverty reduction, growing
towns matters more than growing cities
(Gibson et al. 2017; Berdegué and Soloaga
2018; and Christiaensen, De Weerdt, and
Kanbur 2018, respectively). Small towns in
rural areas provide local centers of economic
activity and demand and are more accessible
to the poor because of proximity and the
lower threshold for migration (Rondinelli
and Ruddle 1983). This proximity facilitates

especially the first move, which is often
the most difficult (Ingelaere et al. 2018).
The type of employment available in towns
(unskilled and semiskilled) also tends to
be more compatible with the skill sets of
the poor. Public investments to make rural
towns grow can increase demand for agri-
cultural products produced in surrounding
rural areas, increasing rural incomes, which
in turn would increase demand for nonfarm
goods and services produced by household
enterprises.

Improving rural connectivity and infra-
structure and strengthening towns will be
especially important to capitalize on the
ongoing dietary shifts in Africa. Urbanization
and rising urban incomes mean that demand
for food is increasing and diets are shifting to
higher-value and processed products (Allen
et al. 2016; Minde, Tschirley, and Haggblade
2012). This dietary revolution has the poten-
tial to create many new employment oppor-
tunities both on and off the farm, in activities
such as processing, storage, transport and
distribution, retailing, food services, and so
on. For these jobs to materialize, govern-
ments will need to invest in market access
and infrastructure that respond to the needs
of higher-value crops (such as logistics,
cold storage, and so on) as well as in skills
and technologies required by higher-value
and perishable foods. And governments need
to take a strategic approach that considers
the spatial patterns of investments aimed
at bringing smallholders into the commer-
cial agriculture value chain. (Agroterritorial
development is discussed in detail in Nogales
and Webber [2017].) Other town activities
include mining and tourism, trading and
administrative functions, and the provision
of public and social services (education and
health care).

Fourth, an action agenda to support sec-
ondary town and city development, and thus
off-farm employment generation, is needed
(Roberts 2014, 2016). With the capitals and
cities drawing most of people’s imagination
and policy makers’ attention, this agenda has
so far been broadly neglected. Furthermore, in
small towns and megacities alike, governments
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view household enterprises, which are mostly
informal, more often than not as detrimental
to urban spaces rather than as a critical source
of income for the poor and many nonpoor.
However, efforts to “sanitize” the city cen-
ters of such enterprises may well impoverish
vulnerable workers who depend on dense foot
traffic for their livelihoods.

Finding ways to leverage and integrate
informal enterprises in the broader urban
development plans, rather than harassing
them, is another important agenda to assist
the poor in making the most of household
entrepreneurship (box 4.5). More recently,
examples of “inclusive cities” are emerging,
such as from Bhubaneswar, India; Durban,

BOX 4.5 How not to do it: Governments’ approaches to household enterprises have
ranged from wishing them away to outright harassment

Many governments around the world are not keen
on seeing their informal economies flourish. Yet
most people who work off the farm and in house-
hold enterprises are in the informal economy. Many
of the motivations behind resistance to growing the
informal economy are quite understandable: the
informal economy contributes little or nothing in
taxes, can undercut competition from the formal
sector, can cause urban congestion, and so on.
Attempts to deal with the informal sector, par-
ticularly in urban areas, have included induced
“formalization”; relocation to planned markets
outside of the city center (as part of a “deconges-
tion” agenda); and legal and extralegal harassment
from local authorities, including confiscation of
business inventory or demolition of the tempo-
rary business structure (and even violence). How
governments interact with informal vending is
political—influenced by party politics, decentral-
ization frameworks, and electoral considerations.
At best, aggressive and forced interventions are
futile. At worst, they destroy livelihoods and further
reduce incomes for already vulnerable households.
Evaluation of formalization attempts, mostly
outside Africa, suggests that formalization policies
result in only a modest increase in the number of
firm registrations and that formalizing household
enterprises contributes little to tax revenues. In
addition, many informal firms appear not to ben-
efit much from formalization. Relocation, often to
less expensive peri-urban areas far from custom-
ers, does not fit the needs of informal businesses,
which need premises with a lot of foot traffic in
central business districts to survive. As a result,
many informal businesses soon return to their for-
mer areas of operation, even if it comes with the

risk of further harassment. Overall, these policies
and approaches are counterproductive because they
increase rather than reduce poverty and vulnerabil-
ity and further constrain the already limited oppor-
tunities for employment in many African cities.

What, then, can governments do? It will be
important to acknowledge that even if the formal
sector keeps on growing fast, its low base will mean
that the bulk of young people will end up in the
informal sector in the foreseeable future. Rather
than trying to suppress it, facilitating the operation
of informal enterprises can improve employment
opportunities for Africa’s youth. Integrating house-
hold enterprises or the informal economy in general
into urban or national development plans would be
a start, because it would provide a framework for
the government and the informal sector to start
discussing the design of a supportive policy frame-
work that facilitates the operation of household
enterprises while still protecting the public interest.
At the local level, cities can be more inclusive by
including representatives of informal workers in par-
ticipatory policy-making and rule-setting processes.
Associations of household enterprises can be formed
not only to advocate for their members and improve
the voice of household enterprises, but also to hold
their members to account if agreements are not
respected. In the many secondary towns in Africa,
which do not yet face intense service delivery pres-
sures and high land values, an opportunity exists to
properly plan for markets and household enterprise
working space to accommodate and absorb informal
workers as these towns grow and as the move out of
agriculture persists.

Sources: Bruhn and McKenzie 2013; Chen and Beard 2018; Filmer and Fox 2014,
161-64, boxes 5.8 and 5.9; Resnick 2017; Resnick, forthcoming.
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South Africa; and several from South
America (Chen and Beard 2018).

And finally, a fifth area is support-
ing cross-border trade. The demand for
one’s goods and services often comes from
just across the border, underscoring the
importance of deepening Africa’s regional
integration. The importance of cross-
border trade is vividly illustrated by the
surprising concentration of agriprocessing
enterprises along the eastern and northern
borders of Zambia (as well as along the
expected central-southern Lusaka-Lilongwe
axis), catering to Lilongwe in Malawi and
Lumbumbashi in the Democratic Republic
of Congo, respectively (map 4.1).

Cross-border trade is often also an
important driver of town development
(the so-called border towns). The chal-
lenges for furthering Africa’s regional inte-
gration priorities are reviewed in Brenton
and Hoffmann (2016). They paint a cau-
tiously optimistic picture, emphasizing
flexibility and simplicity, active outreach
to the private sector, and a focus on joint
infrastructure.

Cutting across this agenda is digital tech-
nology, which holds great promise to connect
the enterprises of the poor with expanding
urban demand for goods and services.2* More
middle-class urbanites are ordering, through
phone and informal networks, myriad services

MAP 4.1 Agriprocessing firms concentrate along the borders in Zambia

Agriprocessing firm size

4,750 agro-jobs
1,166 agro-jobs
51-300 agro-jobs
6-50 agro-jobs
0-5 agro-jobs

Domestic market potential
(accessibility to population
weighted by travel time)

I Very low

| Low
Medium
High

[ Veryhigh

Lakes

| Province border
—— Primary roads

tnorman@worldbank.org

ged’spatials

Source: Norman, Merotto, and Blankespoor 2018. Used with permission; further permission required for reuse.
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to be performed in their homes, ranging from
plumbing and electrical repair tasks, hairdress-
ing, and curtain-fitting to satellite dish installa-
tion and gardening, among many more. Digital
technology and platforms have the potential
to dramatically expand market access for the
self-employed or small enterprises that usually
provide these task-based jobs (“gigs”).

Though not the kind of regular formal
employment that African governments
strive for, the “gig economy” has the poten-
tial to increase earnings of the self-employed
(Ng’weno and Porteous 2018) while also
offering a gradual pathway to formaliza-
tion by connecting digital platforms to
social insurance schemes. Capitalizing on
this trend will require equipping youth
from poor households with at least basic
education and digital skills while making
internet connectivity affordable, reliable,
and widely available. How technology
can further help Africa leapfrog many of
its infrastructural constraints needed for
household enterprises and businesses to
thrive and employment opportunities to
grow, including for the poor, is explored
in Fundamentals 3, “Leapfrogging with
Technology (and Trade).”

Notes

1. Although agriculture still employs the bulk
of Africa’s working-age population (ages
15-65 years), its share of employment
has been steadily decreasing (World Bank,
forthcoming[b]; Yeboah and Jayne 2018).
Projections put it at about 50 percent of
employment by 2020, albeit with a higher
share (60 percent) in low-income countries
and a much higher share among the poor
(Fox et al. 2013).

2. Among the various studies on rural nonfarm
employment, see Barrett, Reardon, and Webb
(2001); Gindling and Newhouse (2014);
Haggblade, Hazell, and Reardon (2007); and
Nagler and Naudé (2017).

3. These patterns draw on studies including
Filmer and Fox (2014), World Bank (2012),
and Yeboah and Jayne (2018).

4. Some work that appears to be self-employment
could also be characterized as dependent self-

employment (Eichhorst et al. 2013), where
employment categories are blurred. This is
the case of minibus drivers in urban areas
who are paid (and taxed) as self-employed but
who operate the minibus company owner’s
equipment and have to work the routes and
schedules set by the owner (Rizzo, Kilama,
and Wuyts 2015). A second example are
street hawkers or similar urban retailers.
They operate with little capital other than the
goods they sell and with no employees, and
sometimes in mobile locations. Labor surveys
identify these people as self-employed, yet we
lack data about how these retail goods are
acquired and how they are repaid, to appro-
priately understand whether they are more
appropriately thought of as informal wage
workers who are akin to sales persons work-
ing on commission (Beegle and Gaddis 2017).
Recently, there has been an effort to define this
in survey efforts (ILO 2018).

There are important aspects to the bundled
category of wage employment. First, wage
employment includes public and private sec-
tor employment. Here, there is a marked
distinction between resource-rich and non-
resource-rich countries. Resource-rich coun-
tries have, on average, a much higher share
of public sector employment in wage employ-
ment (about 70 percent) than do low-income
and low-middle-income countries, which
average around 30 percent (Filmer and Fox
2014). Second, owing to data limitations,
we cannot make the distinction between
informal, casual, or daily wage labor and
more permanent forms of wage employ-
ment for a regional description. These two
types of wage employment are very differ-
ent, though, and it is likely that workers
from poor households are engaged in casual
employment, while workers from better-off
households are overrepresented in perma-
nent wage employment of “higher quality.”
For a discussion on casual wage labor and
possible underestimation of the scope of this
in Africa, see Mueller and Chan (2015) and
Oya and Pontara (2015).

Yeboah and Jayne (2018) define the off-
farm segments of the agro-food system as
including all prefarm and postfarm value-
addition activities within the agriculture
value chains including assembly, trading,
wholesaling, storage, processing, retailing,
preparation of food for selling to others
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outside the home, beverage manufacturing,
farmer input distribution, and irrigation
equipment operators.

Because of limitations in the available data-
bases, we do not classify wage workers in
the region (and in figure 4.1) by formal or
informal or high-skilled versus low-skilled.
But indirect evidence suggests that wage
work among the poor is quite different
from wage work among the rich. The evi-
dence comes from using the occupation
classification of wage workers based on
the International Standard Classification of
Occupations. Among nonagricultural wage
workers in the data, there is a gradient in
the occupation groupings. The share of
those in higher-skilled occupations—manag-
ers, professionals, technicians and associate
professionals, clerical support workers, craft
and related trade workers, armed-forces
occupations, plant and machine operators,
and assemblers—increases with income.
The share of those working in services and
sales; skilled agricultural, forestry, and fish-
ery workers; and elementary occupations
(including street vendors and related sale and
service workers, domestic workers, garbage
collectors, cleaners, and transport laborers)
declines with income. By the third consump-
tion quintile (the 40th—-60th percentile), there
are more of the higher-skilled group than the
lesser-skilled group among nonagricultural
wage workers.

Premature deindustrialization refers to the
modern-day phenomenon whereby “coun-
tries are running out of industrialization
opportunities sooner and at much lower lev-
els of income compared to the experience of
early industrializers” (Rodrik 2016).
“Official” unemployment refers to the defi-
nition set forth by the International Labour
Organization (ILO) statistical methods,
which consider the unemployed to be per-
sons who are not working but who are
available to work and are actively seeking
work. The ILO thus excludes people who
have stopped actively searching. By this
strict definition, then, the unemployment
rate (the unemployed defined as a share
of the labor market, employed and unem-
ployed) in Africa is lower than the rate in
high-income economies, as noted by World
Bank (2012) and many others. Moreover,
this official definition of unemployment is at

10.

11.

odds with the popular discourse on the prob-
lem of unemployment. Several alternative
approaches, some introduced by the ILO,
are now more often being used in studies to
more appropriately reflect labor conditions
of concern, such as NEET (those who are
not in employment, education, or training);
the working poor; and the underemployed
(using an hours threshold).

One area of focus, especially over the past
decade or so, has been on improving the
business climate in Africa to boost private
sector development. Influenced by—or in
some cases, mildly obsessed with—the World
Bank Group’s annual Doing Business rank-
ings (http://www.doingbusiness.org/), coun-
tries have tended to focus on generic reforms
that aim to ease the cost of doing business for
all firms and sectors in an economy. These
include, for instance, reducing the time to
formally register a business, get electric-
ity, and register property; the availability of
finance; the ease of trading across borders;
and so on. However, such reforms do not
automatically translate into greater formal
private sector activity and employment.
Rwanda, for instance, has been a star per-
former in Doing Business—improving its
rank from 139th in 2006 to 46th in 2015,
putting it ahead of countries such as Italy
and Luxembourg. Nonetheless, Rwanda’s
formal private sector remains very small in
terms of employment. This is not an excep-
tion in Africa, where generic “enabling
environment” efforts have generally not
delivered on structural transformation and
inclusive growth (Akileswaran et al. 2017).
Besley (2015, 107) argues that “implicit
within the Doing Business approach is the
plausible belief that, in the end, it is likely to
be the development of larger, formal sector
firms that will be engines of employment cre-
ation and poverty reduction.” The discussion
here counsels caution and calls for a more
balanced approach.

This section draws on the work in Nagler
(2017). The findings are similar to the earlier
findings in Fox and Sohnesen (2012) from
eight countries (Burkina Faso, Cameroon, the
Republic of Congo, Ghana, Mozambique,
Rwanda, Tanzania, and Uganda, cover-
ing surveys from 2003 to 2009) as well as
the description in Filmer and Fox (2014),
although the profile here specifically focuses
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12.

13.

14.

15.

16.

17.

18.

19.

20.

on traits of enterprises operated by poor ver-
sus nonpoor households.

In Malawi and Tanzania, more than
20 percent of household enterprises in the
bottom 40 percent were new entrants (less
than one year old), while in Burkina Faso,
Mali, and Uganda the share of poor house-
holds’ enterprises that were new was below
5 percent. The share of household enterprises
that are new declined with household wealth
in Ghana, Niger, and Tanzania, but there was
no relationship with wealth in Burkina Faso,
Malawi, and Uganda.

More workers in older firms than in younger
firms does not necessarily indicate that older
firms have grown through time. They may
just have started out with more workers.
Without enterprise panel data, however, this
cannot be disentangled.

Cote d’Ivoire appears to be a notable
exception. Only 3 percent of household
enterprise owners reported the inability
of finding a wage job as the main motiva-
tion to go into self-employment. Rather, the
expectation to earn more—a pull factor—
was the main motivation (Christiaensen and
Premand 2017).

Though the cash grants were framed as part
of an enterprise start-up program, the grant
remained unconditional.

The cash transfers did, however, lead to a
large increase in household consumption.
Grants were either US$404 (purchasing
power parity [PPP]) or US$1,525 (PPP) and
were paid either in monthly installments or
as a lump sum. The monthly installments
mainly improved food consumption, while
the lump-sum payments tended to be invested
in durables (Haushofer and Shapiro 2016).
At an estimated US$300 per beneficiary
(about US$714 in PPP), the program in
rural Kenya was cheaper than the BRAC
model, which varied between US$1,538 and
US$5,742 PPP (Banerjee et al. 2015; Gobin,
Santos, and Toth 2016).

The combined intervention (cash plus train-
ing) was effective, at least for males, while the
effect of either one of the two interventions
was not (Berge, Bjorvatn, and Tungodden
2014).

Cash grants did not have any significant
effects in this study (Fiala 2015).

Fafchamps et al. (2011) argue that many
of the women drawn into subsistence self-

employment operate at a low efficiency
owing to scale, are in the nonfarm enterprise
sector because of labor market imperfec-
tions, and are necessity entrepreneurs. For
these kinds of businesses, support is unlikely
to lead to large gains in outcomes. Berge,
Bjorvatn, and Tungodden (2014) find, in
their study on Tanzania, that domestic
obligations and lack of influence over busi-
ness decisions may to some extent explain
the weak effects of these interventions on
women-owned businesses.

21. This was the case for Uganda (Fiala 2015) and
Tanzania (Berge, Bjorvatn, and Tungodden
2014).

22. Maintaining rural roads can also provide
temporary off-farm employment for rural
youth.

23. Similarly, other cross-country work, looking at
the effect on economic growth instead of pov-
erty reduction, shows that although city size
and urban concentration have a positive effect
on growth in high-income countries, there is
no such effect on low- and middle-income
countries. If anything, the effect is likely nega-
tive (Frick and Rodriguez-Pose 2016, 2018).

24. In World Development Report 2013: Jobs,
see “E-links to jobs: New technologies open
new frontiers” (World Bank 2012, 268).
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LEAPFROGGING WITH TECHNOLOGY (AND TRADE)

frica’s infrastructure gap is huge. The

challenge of servicing rural and remote
areas, where the poor are concentrated, is
even more pronounced. The existence of large
economies of scale in infrastructure develop-
ment induces monopolization, often in state-
run entities, while limited demand today
makes short-run cost recovery difficult. This
favors a focus on more densely populated
areas, with frequent mismanagement of state
monopolies further raising the costs of infra-
structure provision. As a result, most of the
poor in rural areas (and to a lesser extent
in urban areas) remain deprived of access
to affordable and reliable information and
communication infrastructure, energy, and
transport services. Without these, it is hard to
access markets and public services, increase
productivity, and raise income in either farm
or off-farm activities.

However, change is here: in recent years,
technology has made huge advances (such
as wireless connectivity, solar power, and
drones) that can fill the infrastructure gaps
to reach the poor—at least in theory. This
Fundamental reviews what low- and middle-
income countries might expect from these
technological developments.

New technologies hold great promise
to accelerate Africa’s poverty reduction by
enhancing the returns to the work people
do. But they will only deliver on this promise
when public policies facilitate three elements
as part of a larger effort: (a) the removal of
barriers to technologies’ adaptation to local
conditions and their deeper diffusion, (b) the
establishment of a wider base of skills among
consumers and producers of these technolo-
gies, and (c) the presence of an appropriate
enabling ecosystem to take advantage of
the new opportunities that technologies are
bringing.

Luc Christiaensen and Siddhartha Raja

Trends, Challenges, and
Leapfrogging Opportunities

Over the past decade, use of telecommuni-
cation services has become widespread in
Africa, with 73 percent of Africa’s popula-
tion now having a cellular phone subscrip-
tion (World Bank 2018a). However, as of
2018, still only about 25 percent of Africans
were using the internet (figure F3.1); in rural
areas internet use is virtually nonexistent
(Raja 2017). And mobile phones have not
spread in all countries to the same extent. In
the Central African Republic, for example,
fast internet and mobile-phone reception
remain largely confined to the area in and
around Bangui, the capital.

At 42 percent, Africa’s household electri-
fication rate is also the lowest in the world.
In its rural areas, the electrification rate
is 22 percent (among urban households,
71 percent). Aside from low access rates,
households and firms often also endure several
hours of unpredictable outages, constraining
the utilization of electricity for productive use
(World Bank 2018a). Physical connectivity
also remains a challenge, especially for rural
areas. The share of the rural population that
lives within 2 kilometers of the nearest road in
good condition is only 17 percent in Zambia;
20-30 percent in Ethiopia, Mozambique, and
Tanzania; and just over 50 percent in Kenya
and Uganda (World Bank 2016).

Possibilities for Mobile-Phone and
Internet Expansion

Technological advances offer the oppor-
tunity to leapfrog these gaps in infrastruc-
ture access and use. The first taste of such
leapfrogging possibilities has come with the
spread of mobile phones. Three important
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FIGURE F3.1
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features explain its success. First, wireless
technology eliminated the need for land-
lines, dramatically reducing the fixed-cost
investment and thus the economies of scale
for service providers. Together with a liber-
alization of the telecommunication market,
this enabled new firms to enter and bypass
the monopolistic state-owned national
enterprises that often lacked the financial
resources (and incentives) to expand services
(James 2016). As mobile phones were more
widely adopted, mobile phones were further
commodified, and the fixed costs for users
declined rapidly as well.

Second, new pay-as-you-go business
models, such as prepaid phone cards and
mobile-phone kiosks, reduced the risk for
nonpayment and enabled bite-size access to
the services. This especially benefited the
liquidity-constrained poor.

Third, the technology quickly made other
leaps possible, such as the development of
M-Pesa in Kenya (“M” for mobile, “pesa”
for “money” in Swahili), a service that lets

people store and send money through the
phone, suddenly putting a rudimentary
“bank account” in everyone’s pocket. With
mobile money transfers and payments now a
possibility, and thus lower transaction costs,
new applications are being developed. Hello
Tractor in Nigeria, an app for renting trac-
tors, reduces search and matching costs,
bringing the economies of scale of high-
productivity, lumpy capital goods within the
reach of smallholders (Jones 2018). This in
turn increases the value of cell phone posses-
sion and generates important network effects:
more people having a cell phone means more
people can subscribe and use the service,
which enables more-efficient matching.

Reliable mobile-phone connections have
not reached all areas yet, especially not rural
and remote areas and Africa’s lower-income
countries. And internet penetration is only
just starting. Technological advances, how-
ever, make further leapfrogging possible.
First, over the past couple of years, there
has been a huge increase in the number of
undersea internet cables connecting Africa to
the rest of the world, increasing bandwidth
capacity and dramatically reducing the con-
nection cost. Second, advanced wireless tech-
nologies help cover last-mile connectivity
for internet services. Internet packages with
unlimited downloads are now available in
Kenya’s slums for as little as 50 cents per day
(Economist 2017a). This in turn paves the
way for cheap or even free voice communica-
tion and other innovations.

Innovations for Electricity Access

Africa might similarly leapfrog straight to
cheap renewable electricity provided by
minigrids based on shared solar photovol-
taic (PV) systems and direct current (DC)
distribution lines. Modern energy services,
especially electricity, are a critical compo-
nent needed for economic growth (Modi
et al. 2006; Parshall et al. 2017).

New approaches to electricity services such
as rooftop solar-battery home systems or solar
lamps are already proving to be impactful.
Ugandan children who received solar lamps had
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better health, especially during their exam peri-
ods, than others who were exposed to indoor
air pollution from their use of candles or kero-
sene lamps (Furukawa 2013). Rwandan house-
holds using pico solar lights! have a significant
improvement in the quality of air within their
homes, and children improved their quality
of study (Grimm et al. 2017). However, these
systems, at best, only power a couple of light-
emitting diode (LED) bulbs, a radio or televi-
sion, and a phone charger.

Minigrids especially hold promise for the
many rural towns and villages that are hard
to reach with the national grid, although
when diesel-powered, they remain expen-
sive to run. The development of inexpensive,
compatible products (for example, refrig-
erators, solar pumps, and grain mills) is
further enabling increased productive use of
electricity. Greater aggregate demand from
productive electricity use further improves
the commercial viability of the minigrids.
It also helps generate income-earning oppor-
tunities on and off the farm (as discussed in
chapter 4), opening pathways out of poverty.

Through prepaid smart meters, electricity
can be sold in small quantities, and problems
with nonpayment can be further overcome.
Customers pay in advance for a certain
amount of electricity. When they run out of
cash, the power is cut off until the account
is reloaded, which, with mobile money,
becomes easy. There have been several
examples of successful minigrids of differ-
ent types in South Asia and East Asia. So far,
Tanzania is one of the few African countries
to implement a larger minigrid electrifica-
tion program, though several other countries
(including Kenya, Nigeria, Rwanda, and
Uganda) have started to review their policies
to support minigrids. This is a dynamic space
to watch (Banerjee et al. 2017; Tenenbaum
et al. 2014).

Breakthroughs for Physical
Connectivity

Leapfrogging the physical connectivity gap
is more challenging. Drones may provide
one solution. With today’s technology, they

can help deliver small, valuable items such as
blood and medical supplies to remote areas.
The widely touted partnership between
drone start-up Zipline and the Rwandan
Ministry of Health provides one example.
It reduced the delivery time from four
hours to less than 45 minutes and reduced
dependence on reliable electricity to store
medicines. By 2017, more than 20 percent
of the blood supply outside of the capital,
Kigali, was delivered by drones (World Bank
2018b). Orders can be placed on WhatsApp,
and delivery is announced one minute before
arrival. The company is now expanding its
service in Tanzania (Guardian 2018).

However, this is not the only possibility
to reduce transport costs. Other applications
are being developed, such as the short mes-
sage service (SMS)-based Moovr in Kenya—
an Uber for cows. It connects truck drivers
in Kenya with smallholder farmers in remote
areas who want to get their cattle to market
(Economist 2017c). It reduces search and
matching costs, breaks transport monopo-
lies, and helps farmers capture the economies
of scale and services from a vehicle without
having to own one, not unlike how mobile
phones helped leapfrog fixed landlines.

Finally, following trade liberalization and
increased South-South trade, especially with
China and India, new forms of transport
have come within the reach of small, infor-
mal sector businesses (as owners or leasing
operators).2 Motorcycles as well as motor-
ized tricycles able to carry up to one ton of
goods along Africa’s rugged rural roads are
widely seen today across rural Africa, though
less so in southern Africa (Starkey 2016;
Starkey and Hine 2014). In 10 years, the
number of motorcycles in Tanzania increased
from fewer than 10,000 to 800,000 (Starkey
2016). Although motorcycles and tricycles
do not do away with the need to expand the
rural road network or for bus and other vehi-
cle services, they have been instrumental in
opening up the rural hinterlands (Aikins and
Akude 2015).

With motorcycle and tricycle taxi ser-
vices now available and callable by mobile
phone, the World Bank raised its estimated
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distance for an all-season road providing
rural connectivity from 2 kilometers to at
least 5 kilometers (depending on the ter-
rain, paths, and bridges) in constructing
its 2016 Rural Access Index.? These taxi
services are also giving rise to new employ-
ment opportunities for unskilled workers
(Mukhtar et al. 2015). At the same time,
in the wake of this rapid expansion, road
safety and regulatory compliance have
become pressing concerns.

How Can the Poor Benefit from
These Technological Advances?

The poor can benefit from these leapfrog-
ging technologies directly, as adopters, or
indirectly through the wider and cheaper
availability of goods and services follow-
ing adoption by others. They can benefit as
producers and consumers through greater
access to productivity-enhancing capital
goods and better market access to buy and
sell their goods and services. However,
most of the benefits to the poor are likely
indirect, at least in the medium term. This
is because technological diffusion typically
follows an S-curve, with the poor typi-
cally the latecomers in the process and the
(richer) early adopters reducing the risks
for technology providers and serving as the
entry point for new markets. Put differ-
ently, the growth channel from technologi-
cal leapfrogging is likely more important
than the inequality-reducing one (Galperin
and Viecens 2017).

The benefits from technological leapfrog-
ging are typically also largest where the gaps
are the greatest, with benefits often only
emerging later given the important network
effects, especially with digital technologies
(Galperin and Viecens 2017; James 2016).
To illustrate the potential (see also chapter
2, “Africa’s Demography and Socioeconomic
Structure”), between 2008 and 2014, access
to M-Pesa services lifted almost 200,000
Kenyan households out of extreme poverty,
or 2 percent of Kenyan households (Suri and
Jack 2016).

Public interventions in three areas can help
harness the potential from these leapfrogging
technologies to accelerate poverty reduction
in Africa:

® Access: More poor areas and people need
access to the technologies to begin with.
This requires public policy to remove
market and regulatory failures that hold
technology diffusion back (digital or oth-
erwise). As far back as 2009, already only
about 8 percent of the continent’s popula-
tion lived in areas that are commercially
unviable for mobile cellular networks to
serve, if appropriate policy and regulatory
regimes were in place. Internet services
needed greater public support (Williams,
Mayer, and Minges 2011).

o Skills: Adequate skills to use the technol-
ogy productively and even adapt it to the
local circumstances are often missing.

® Enabling business environment: Many of
the benefits of digital and other technolo-
gies come from the applications, products,
and business models that develop on the
backbone of information and communi-
cation technology (ICT) and solar net-
works. This requires an enabling business
environment whereby the joint availabil-
ity of the different technologies often are
mutually reinforcing (for example, mobile
payment, solar energy and power, and
transport service platforms).

Policies to Expand Access

The liberalization of mobile-phone and
internet services has been critical to
Africa’s mobile-phone success. At the
same time, adequate regulations and a
competition policy to prevent monopolis-
tic behavior are key, including to ensure
interoperability. With World Bank support,
Kenya ruled, for example, that M-Pesa’s
mobile network provider Safaricom could
not contract small stores on an exclusive
basis (see Riley and Kulathunga [2017]
for details). After implementation of the
decree, small agents in rural areas raised
their income by 49 percent.
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Implementing efficient regulations for
infrastructure sharing can also make inter-
net access more affordable, by lowering fixed
costs. In Indonesia, the government limited
the construction of new telecommunications
towers near existing ones to incentivize infra-
structure sharing (ITU 2016).

Minigrids need, above all, clear legal
frameworks to reduce regulatory risks for
companies and their investors. Such frame-
works would include tariff-setting rules,
streamlined import procedures, standards
and certification mechanisms for vendors
and installers, dependable incentives for
renewables and energy-efficient appliances,
and education and awareness campaigns.
Subsidization on a trial basis may also be
needed to show proof of concept of adequate
demand (including through generation of
new activities) and thus commercial viability,
which could then help attract the significant
concessional and commercial finance needed
(Carlin et al. 2017).

Finally, sector-specific taxes and fees on
operators, consumers, and devices affect
affordability and can inhibit the accessibil-
ity to the poor of ICT, energy, and transport
services (GSMA 2016). In 2011, the tax share
of handset costs was, for example, the highest
in Africa (29 percent). In some countries, the
tax system discourages the expansion of sorely
needed mobile coverage (Economist 2017b).
The need for greater domestic revenue mobi-
lization (discussed in chapter 6, “Mobilizing
Resources for the Poor”) must be weighed
against the potential for long-run growth,
including by closing the digital divide.

Policies to Strengthen the Technology
Skills Base

Beyond wide and reliable mobile and
internet penetration, the multiple skills
to take advantage of the new technologies
are equally necessary. Countries need to
improve the quantity and quality of educa-
tion systems to tap the opportunities that
technology brings (see also Fundamentals 1,
“Africa’s Human Development Trap”).
Adequate skills provide the essential

building blocks to benefit from the types
of changes in the nature of employment in
the coming decades—as automation and the
“gig economy” (trading in tasks) take hold.

In countries where digital technologies are
more widely diffused, skills development pro-
grams—whether part of formal or nonfor-
mal systems—should expand their offerings
related to digital skills to include elements
ranging from the basic skills needed to use
these technologies (digital literacy) to more
sophisticated training on occupation-specific
tools and applications. Focused training
programs could further help connect indi-
viduals to specific digital work opportunities.
For example, Nigeria is developing a Smart
Nigeria Digital Economy Project that aims
to help up to 3 million Nigerians find and
deliver digital work through various online
platforms (Adewumi 2017).

More broadly, across countries, invest-
ment in advanced STEM (science, technol-
ogy, engineering, and mathematics) graduates
and skills to not only operate and maintain
but also to adjust and develop technologies
for local problems can pay off greatly. The
benefits to the poor of these skill investments
are likely mostly indirect, to the extent that
such programs accelerate the technological
leapfrogging of market failures and increase
income sharing among the extended family
when the children take advantage of the new
digital employment opportunities.

Policies to Create an Enabling Business
Environment

Finally, even with access to technology and
the skills to use those technologies, the poor
might not benefit if the enabling “ecosystem”
is not in place. For example, the technology
for mobile-money transfer services is easily
replicable across mobile networks and hence
countries. It is a simple enough service for the
poor to use. However, if the appropriate reg-
ulatory frameworks are not in place—either
to permit mobile telecommunications com-
panies to handle money transfers or to place
restrictions on their functioning—the result
will be low adoption (box F3.1).
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BOX F3.1

As of 2017, almost 22 percent of all adults across
Sub-Saharan Africa had a mobile money account.
However, there are clear regional divergences
(map BF3.1.1).

Mobile money accounts have most widely pene-
trated in East Africa. With 73 percent of adults hav-
ing a mobile money account, Kenya leads the way.
Neighoring countries Uganda and Tanzania follow
with, respectively, 51 percent and 39 percent of
adults having a mobile money account. There is also
a substantial uptake in Gabon, Namibia, and Zim-
babwe, where the share of mobile money accounts
among adults also amounts to about 50 percent. The
importance of mobile money has further been on
the rise in West Africa, especially in Burkina Faso,

MAP BF3.1.1
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Rules matter for mobile money adoption

Cote d’Ivoire, Ghana, and Senegal, where more
than 30 percent of adults now have a mobile-phone
money account.

Within countries, adoption is further correlated
with economic status. On average, across 30 coun-
tries in Africa for which data are available, the rich-
est 60 percent of the population are more than twice
as likely as the bottom 40 percent to have mobile
money accounts.

What explains the variation across countries?
Part of the reason is varying regulatory acceptance
for mobile money. The Global System for Mobile
Association (GSMA), the global mobile industry
association, developed the Mobile Money Regula-
tory Index to capture the effectiveness of a country’s

Mobile money account penetration in Sub-Saharan Africa varies widely by country

Note: "No GSMA MMU services” indicates the absence of mobile money account services included in the Global System for Mobile Association (GSMA) Mobile Money

for the Unbanked (MMU) database.

(Box continues next page)
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BOX F3.1

regulatory framework in creating an enabling envi-
ronment to develop mobile money systems.? This
single composite index ranges between 0 and 100,
with higher scores indicating a more enabling regu-
latory framework. In Africa, a simple correlation
analysis—controlling for a country’s gross domes-
tic product (GDP), population, share of popula-
tion owning an account at a financial institution,
and ranking in the World Bank’s Doing Business
index—shows that a 10-point increase in a country’s
regulatory index score increases the share of adults
with a mobile-phone account by 6 percent.

Rules matter for mobile money adoption (continued)

Regulatory reforms to address barriers in market
entry and uptake recently introduced in both Ethio-
pia and Nigeria are thus believed to be able to spark
mobile money adoption. At less than 1 percent and
6 percent, respectively, mobile money account pene-
tration in Ethiopia and Nigeria is still very low. They
are Africa’s sleeping mobile money giants (GSMA
2018). Together, they also account for 27 percent of
Africa’s poor.

Sources: Demirglic-Kunt et al. 2015, 2018; GSMA 2018.
a. The GSMA Mobile Money Regulatory Index is an interactive tool available on the
GSMA website: https://www.gsma.com/mobilemoneymetrics/#regulatory-index.

Similarly, if regulatory frameworks
and institutions are not in place to enable
competitive markets or investment in core
infrastructures, the availability of technol-
ogy might not have a significant effect. For
example, absent well-functioning trans-
port and logistics networks, e-commerce
services alone cannot move physical goods
across locations.

In sum, the new technologies hold great
promise to accelerate Africa’s poverty
reduction, but they will deliver fully on
their promise only when public policies
facilitate three elements as part of a larger
package: First, the removal of barriers to
their adaptation to local conditions and
their deeper diffusion. Second, a wider base
of skills—including both the consumers as
well as the technicians of these technolo-
gies. And third, the presence of an appro-
priate enabling ecosystem.

Until that time, technological advance-
ment and adoption will continue at their
own pace but with a smaller set of benefi-
ciaries and the risk of deeper inequality as
the “better connected”—in all senses of that
term—will continue to benefit, while others,
including the poorest, will lag in realizing
those benefits and be held back from leap-
frogging out of poverty.

Notes

1.

Pico solar lights are lights powered by pico
solar systems. These consist of much smaller
and cheaper solar cells than traditional
solar systems but provide enough energy to
power low-power gadgets, portable devices,
and LED lights. Their limited up-front cost
makes them more readily accessible.

Until the 1990s, there were relatively few,
mainly medium-size, Japanese “trail”
motorcycles used by agricultural extension
officers and nongovernmental organization
personnel. Costs came down rapidly, how-
ever, when China, India, and some other
Asian countries started mass producing and
exporting medium-size motorcycles, rang-
ing in cost from about US$2,000 for the
Japanese motorcycles to perhaps US$600
for the Chinese and Indian ones. As a result,
they also became affordable for some rural
people, especially when the costs could be
shared by families or through payments for
rural transport services (motorcycle taxis).
The travel cost per kilometer by mini-
bus is about 10-50 percent of the cost per
kilometer traveled by motorcycle (US$0.05—
US$0.10 per kilometer by minibus compared
with US$0.13-US$0.34 by motorcycle). Yet
motorcycles typically travel on the rough
rural roads in the same area. They seldom
“compete” on exactly the same routes as
minibuses. Also, the motorcycle fares are
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for one person traveling only. Costs may
be 60 percent less if two people are travel-
ing. From this perspective, motorcycles and
tricycles are an important complement to,
rather than a substitute for, minibus trans-
port (Starkey 2016).
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Managing Risks and Conflict

Ruth Hill (with contributions from Patrick Eozenou and Philip Verwimp)

isk and conflict increase poverty and keep people poor. Shocks bring economic costs,
but much of the economic impact of uninsured risk comes from the costly avoidance
behavior it induces every year.

Risk and conflict are higher in Africa than in other regions for a number of reasons:
Dominant liveliboods are much riskier. Health systems are weaker. Civil war is still a major
issue in Africa. And many shocks are covariate, affecting entire communities more than a
single household.

Addpressing risk and conflict requires preventing shocks and managing them when they do
occur. In many cases, the cost of prevention is lower than the cost of managing the event.
Cost-effective strategies to reduce exposure exist but are not widely used (for example, devel-
opment of markets for price risk and specific interventions for drought and health such as
irrigation and insecticide-treated bed nets, respectively). There is some evidence that aid can
reduce the probability of conflict at the margins, but more evidence is needed.

When prevention is not possible, a mix of safety nets, savings, and insurance instruments
can belp households manage in the aftermath of a shock. But preshock development of finan-
cial markets is weak, and safety net investments are too often made after the shock occurs.
There is a continued reliance on ex post humanitarian aid to belp households, which by its
nature is neither timely nor predictable.

Addressing risk and conflict requires action before shocks occur. There is room for more
technological innovation and better information systems, but fundamentally encouraging
action before shocks occur will require addressing the incentives that currently keep the action
after shocks occur.

For governments, this requires addressing the perverse political incentives that reward them
for big postdisaster gestures rather than planning for a rainy day. In addition, coping with
disasters using humanitarian aid is much cheaper (that is, free) than predisaster investments in
prevention and preparedness.

For individuals, this will require inducing households to overcome mindsets that limit
investment in risk reduction and management: a scarcity-induced focus on the present, an
attitude of resignation, and an aversion to ambiguity.

197



198

ACCELERATING POVERTY REDUCTION IN AFRICA

FIGURES5.1 The

The Urgency of Risk
Management

Poverty reduction is not just about assets
and effort; bad luck sets people back. Some
households experience welfare gains in
some years but setbacks in other years. And
although many households are moving out
of poverty, many are falling into poverty
(figure 5.1). For example, Uganda expe-
rienced the second-fastest rate of poverty
reduction of any country in Sub-Saharan
Africa from 2006 to 2013, but analysis
shows that for every three people who moved
out of poverty during this period, two peo-
ple fell back into poverty (Ssewanyana and
Kasirye 2012).

share of nonpoor in Africa who fall into poverty

is about the same as the share of poor people who move out of

poverty
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Note: Poverty statistics refer to the latest household survey year for each country. The “chronically
poor” category includes households that were poor in both periods of the analysis; “downwardly
mobile” refers to households that fell into poverty in the second period; “upwardly mobile” includes
those who were poor in the first period but not poor in the second period; and “never poor”

includes households that

were nonpoor in both periods.

Volatility and the shocks that often reverse
gains and limit progress are critical factors
in efforts to reduce poverty. As shown in the
rest of this chapter, households in Africa are
subject to frequent shocks and are ill-placed
to manage them. This causes the shocks to
increase poverty. Importantly, they also keep
people poor, because households engage in
costly behavior to avoid shocks.

The shocks that pose the largest risks
to welfare in Africa—ill health, drought,
price shocks, and conflict—primarily affect
income rather than assets and are slow in
onset rather than sudden. However, they vary
in how many people are affected by them at
once, the magnitude and breadth of their
impact, and their persistence. Importantly,
this has implications for the types of strate-
gies that can be used to manage them.

How, then, to accelerate poverty reduc-
tion in this context? Addressing some of the
overarching drivers of these shocks, such
as climate change or the underlying driv-
ers of violent conflict, is beyond the scope
of this work. Rather, the focus is on inter-
ventions that help households either reduce
their exposure to shocks (such as irrigation
or bed nets) or better manage shocks that
cannot be avoided or should be embraced
given the opportunity they bring (such as
financial market development and adaptive
safety nets). Reducing and managing risk is
expensive, and this chapter focuses on cost-
effective interventions. In the case of conflict,
the chapter features emerging lessons on
the role of well-directed public programs to
reduce conflict and how financial inclusion
can help households manage in the face of an
increased risk of violence.

Although there is still considerable room
for innovation on policies and technologies to
reduce and manage risk, in many cases solu-
tions are available but not used. The private
and public sectors have roles to play on both
fronts and, crucially, both types of interven-
tions require households and governments to
act before shocks occur.

Why are these solutions not used? A vari-
ety of explanations exist: Behavioral and
financial constraints limit households’
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investments in reducing exposure and
increasing preparedness for shocks. Lack
of trust, asymmetric information, and high
fixed costs constrain the development of
financial markets, including the supply of
financial services and products for poor
households. And political incentives that dis-
courage saving for a rainy day and encourage
big spending in the aftermath of a disaster,
as well as limited fiscal and technical capac-
ity, limit the degree to which governments
invest to reduce risk and establish systems to
provide timely support when shocks occur.

Risk and Conflict Increase
Poverty and Keep People Poor

Health shocks, natural disasters, and con-
flict carry a large human cost in Africa.
Every day, 550 women in Africa die in
childbirth.! In 2011, the Horn of Africa
drought resulted in about 100,000 deaths
(Christian 2009; Hillier and Dempsey
2012). From 2014 to 2016, about 10,000
civilians died from conflict in Africa every
year.2

These events also affect poverty.
Drought in Malawi reduces consumption
by a third, and a moderate drought that
causes a 30 percent yield loss is predicted
to reduce consumption by 15 percent and
9 percent in Uganda and Ethiopia, respec-
tively (McCarthy, Brubaker, and de la
Fuente 2016; World Bank 2015a, 2016a).
Worsening real producer prices contrib-
uted to poverty increases in Madagascar
from 2005 to 2010 (Thiebaud, Osborne,
and Belghith 2016), and uneducated urban
households in Ethiopia reduced their con-
sumption by 10-13 percent because of
higher food prices in urban markets at the
end of 2010 (Hill and Porter 2016). Malaria
alone reduces income by 10 percent when
it goes undetected and untreated (Dillon,
Friedman, and Serneels 2014). Poverty
in African countries has increased by
2.5 percent on average because of out-of-
pocket health payments alone (Eozenou
and Mehta 2016). Shocks can matter even

before one is born: in Mozambique, those
exposed to drought in utero had fewer years
of schooling (Baez and Caruso 2017).

Shocks cast a long shadow on welfare.
Income shocks increase the probability of
being infected by the human immunodefi-
ciency virus (HIV) (Burke, Gong, and Jones
2015). When a child’s household experiences
a shock, investments in education and nutri-
tion are reduced, and this increases the child’s
likelihood of being in poverty as an adult.
The impact of nutritional and educational
shocks on incomes earned as an adult is
substantial—including a 3 percent reduction
in annual earnings in Ethiopia, 20 percent
lower wages in Burundi, and 14 percent
lower lifetime earnings in Zimbabwe.

The shadow of conflict can be particularly
long for three reasons. First, conflict begets
conflict; hence current conflict increases the
risk of future conflict. A relapse into conflict
is most likely to occur in the first few years
after the end of the previous conflict episode
(Collier, Hoeffler, and Soderbom 2008).
Postconflict peace is typically fragile: nearly
half of all civil wars result from postconflict
relapses.

Second, conflict affects trust and atti-
tudes in a way that natural disasters do not.
Exposure to violence has been found not
only to reduce trust (Nunn and Wantchekon
2011) but also, more specifically, to increase
within-group cohesion while simultaneously
decreasing out-of-group trust and the sense
of being constrained by societal norms and
values (Cassar, Grosjean, and Whitt 2013;
Nasir, Rockmore, and Tan 2016; Rohner,
Thoenig, and Zilibotti 2013). Being exposed
to violence can also change preferences.
In Kenya, postelection violence sharply
increased individual risk aversion (Jakiela
and Ozier 2015b).

And third, conflict has far-reaching con-
sequences, including forced displacement
and the migration of those who can migrate.
These effects have led some scholars to refer
to civil war as “development in reverse”
(Collier et al. 2003). In addition to loss of
life and assets, conflict causes many people
to migrate in a short period. The welfare of
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these households, forced to move, worsens.
In Mali, among those displaced because of
the 2012 coup d’état, employment rates fell
from 70 percent to 26 percent, and food inse-
curity increased from 6 percent to 46 percent
(box 5.1).

Wealth does not keep a household from
being targeted; indeed, in some conflicts,
it may even increase the probability of
being targeted (Mercier, Ngenzebuke, and
Verwimp 2016). During the Rwandan geno-
cide, the educated, urban-dwelling, middle-
aged male Tutsi landowners in rural areas
were more likely to be killed (De Walque and
Verwimp 2010; Verwimp 2003).

The most educated often choose to migrate
when faced with conflict. Although they may
not be part of the poor in Africa, they deliver
services that are essential for poverty reduc-
tion such as access to information, knowledge

and education, and health care, as well as
the maintenance of the rule of law. Forced
displacement, which affected 24 million
Africans in 2018, is a type of poverty trap
(box 5.2).

However, the subtler impact of volatility
on welfare occurs not when disasters strike
but in the costly behavior driven by the
anticipation of shocks that households are ill
placed to cope with (uninsured risk). The
direct impact of a calamity on well-being is
the visible, headline-grabbing way that con-
flict or poorly managed disasters set back
progress. However, the persistent impact of
uninsured risk on household behavior every
year—regardless of whether the feared event
occurs—is arguably the larger constraint to
accelerating poverty reduction in Africa.3
One study found that about two-thirds of the
impact of risk was attributed to the ex ante

BOX 5.1

At the height of the crisis following the 2012 coup
d’état in Mali, more than 500,000 people were dis-
placed—almost half the population of the north,
estimated at 1.2 million in 2009. In October 2014,
there were 86,000 internally displaced persons
(IDPs) and another 146,000 Malian refugees in
other countries. The lack of data on the impact of
such displacement often hinders the evidence base
to make policy recommendations. A combination
of baseline face-to-face survey data with follow-up
interviews via mobile phone helped to shed some
light on these impacts (Etang-Ndip, Hoogeveen, and
Lendorfer 2015).

In Mali, the better-educated and wealthier
households, many of them traders, were more likely
to flee the crisis, and those who had returned by
2015 were less affected than those who remained
displaced. Those displaced by the crisis experienced
a dramatic decline in employment (from 70 percent
to 26 percent), income, and food security: only
54 percent of the IDPs reported having three meals
a day by June 2014, compared with 94 percent of
them before the crisis.

Displaced Malians suffered substantially but less than those staying behind

Over time, the impact of the crisis diminished,
and by February 2015, most children were going to
school, and employment levels and number of meals
consumed had returned to precrisis levels. Loss of
wealth was especially significant, however, with
IDPs and refugees losing at least 60 percent of their
durables (in value) and 90 percent and 75 percent
of their animals, respectively. Before the crisis,
these households were estimated to have been in the
third and fourth wealth quintiles of Mali’s northern
population. Loss in durables was 20 percent among
returnees; estimates place them in the fourth wealth
quintile precrisis.

However, welfare loss tells only part of the story.
In June 2014, 52 percent of IDPs in Bamako felt
insecure on the street at night (30 percent during the
day). This rose to 85 percent among the returnees
in Kidal and Gao. More important, 14 percent of
IDPs reported having experienced death or physi-
cal violence in their households, compared with
4 percent of the returnees and 1 percent of refugees.
Those who had stayed in northern Mali were even
worse off.
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BOX 5.2 Forced displacement is a poverty trap in Africa

The scale of the displacement crisis in Africa is large.
As of mid-2018, the region hosted 35 percent of the
global displaced population, accounting for approx-
imately 24 million people, which is larger than the
populations of 36 out of 48 African countries. Of
the top 20 countries in the world in terms of dis-
placed populations being hosted, 7 are in Africa.

View of the Landscape of Forced
Displacement in Africa

Displacement in Africa is generated prevalently by
conflict, concentrated around conflict areas and in
a few countries. The main sources of conflict-related
displacement in Africa are generated around three
regions:

e Lake Chad: the war on Boko Haram, conflicts
with other organized militant groups, and conflict
in the Central African Republic

o Great Lakes: conflicts in Burundi, clashes in east-
ern Kivu (the Democratic Republic of Congo), and
civil war in South Sudan

e Horn of Africa: conflicts in South Sudan, instabil-
ity in Somalia, and authoritarianism in Eritrea.

The Democratic Republic of Congo, Nigeria,
South Sudan, and Sudan are, by far, the countries
with the largest numbers of displaced people (World
Bank 2017a—f).2

Forced displacement in Africa has unique
features. First, it is concentrated in a large geograph-
ical area, but the bulk of displaced persons live in a
few countries.

Second, IDPs and refugees typically remain
close to their places of origin. South Sudanese settle
across the border in the poorest northern region of
Uganda, Somalis settle across the border in the poor-
est northern regions of Kenya, Eritreans settle across
the border in the poorest regions of Ethiopia, and
the IDPs in northern Nigeria settle in poor nearby
northern municipalities.

Third, these areas are as poor or poorer than
the places of origin; they are marginalized places
in many dimensions. They are also environmentally
fragile areas that are vulnerable to major environ-
mental disasters such as prolonged droughts.P

Fourth, they are often politically unstable areas,
characterized by civil conflicts where terror groups

of various natures roam freely across borders and
manage lucrative illegal trades. In sum, these are
areas often neglected by central governments, infra-
structure is scarce, services are weak or nonexistent,
and development assistance has been historically
low. They are poor peripheries of poor countries.

Fifth, unlike their counterparts in middle-income
countries in other regions, more than half of African
refugees are hosted in camps (Devictor 2016). The
largest refugee and IDP camps are in Africa. With
more than 240,000 residents, the Dadaab refugee
complex in Kenya is the largest in the world and rep-
resents the third-largest city in Kenya. The Mafa and
Konduga IDP settlements in Nigeria have more than
100,000 residents each. Host governments regard
the density of these settlements as a source of insta-
bility, and in recent years they have adopted policies
increasingly leaning toward the camps’ closure.

In terms of rights, the Convention Relating to the
Status of Refugees (also known as the 1951 Refugee
Convention and ratified by 44 of 48 countries in
Africa) explicitly provides for work rights for those
refugees who are legally staying in the country.© Yet
despite such rights, de facto barriers exist such as
encampment, high permit fees, and complex paper-
work, along with other barriers like lack of knowl-
edge of local language and cultural differences
(Asylum Access 2014). And the laws of some coun-
tries may not align with the Convention to which the
country is a party and thus exclude refugees from
national labor markets.

Poverty and Well-Being of Displaced Populations

Evidence on the poverty and welfare of displaced
populations in Africa is scarced (Sarzin 2017; Verme
2016). However, even without ideal data and evi-
dence, it is clear that poverty is higher among the
displaced than in the general population.

Several features of this population make rais-
ing their well-being especially difficult. Displaced
persons face weak labor demand in the places of
destination. Destinations, as noted above, are not
selected because of economic opportunities.

Displaced populations are also subject to multi-
ple vulnerabilities beyond the monetary dimension.
Many have been direct victims of violence or
have witnessed violence, resulting in profound

(Box continues next page)



ACCELERATING POVERTY REDUCTION IN AFRICA

BOX 5.2 Forced displacement is a poverty trap in Africa (continued)

psychological distress. Once displaced, many chil-
dren are unaccompanied and face the threat of
exploitation. Many women fled gender-based vio-
lence and, once in a displaced situation, continue
to face the same threat. Displaced populations typi-
cally have a higher share than regular populations
of single parents (particularly mothers), children,
unaccompanied children, and people with disabling
psychological and physical disorders.

Access to services is problematic because it
is more complex for displaced populations and

generally limited to the services offered by the inter-
national community. Host countries have limited
capacity to expand services for the newcomers.

Source: Verme 2017.

a. For further historical statistics on the forced displacement crisis in Africa, see
Sarzin (2017) and Verwimp and Maystadt (2015).

b. For discussion of drylands and livelihoods, see Cervigni and Morris (2015).

c. For the various details and nuances regarding work rights, see the
Convention (UNHCR 2010).

d. The impact of refugees and IDPs on host communities is also an important
and somewhat controversial issue. Some studies have shown that they have
the potential to create businesses and jobs in local communities (Asylum
Access 2014; Sanghi, Onder, and Vemuru 2016; Verwimp and Maystadt 2015).

effect (that is, the behavioral response to
risk) and one-third to the impact of disas-
ters when they occur (Elbers, Gunning, and
Kinsey 2007).

When the Ebola pandemic struck West
Africa in 2014, the fear of infection carried a
large economic cost. The impact of the pan-
demic on gross domestic product (GDP) in
the three countries most affected—Guinea,
Liberia, and Sierra Leone—arose largely
because of the fear that the pandemic brought
and the aversion behavior that resulted (World
Bank 2014a). An estimated 80-90 percent
of the economic costs of epidemics result
from the aversion behavior they induce rather
than the direct costs of health care and lost
labor (Lee and McKibbin 2003).

The presence of risk often also indicates
the presence of opportunity—a chance for
things to turn out much better than expected
and for households to get themselves on
a path to higher income growth (World
Bank 2014b). For example, when house-
holds cannot manage the risk in their envi-
ronment, they may eschew investments and
livelihood strategies (such as cultivation of
high-risk, high-return crops) that offer great
reward but leave them too exposed to the
elements of nature, the economic ups and
downs of a weak economy, or the uncer-
tain behavior of others. When farm house-
holds have an opportunity to insure their
crops, investment in agricultural inputs goes

up: in Ghana, spending on inputs rose by
88 percent, from US$375 to US$705 (Karlan
et al. 2014); in Mali, spending on inputs
increased by 14 percent (Elabed and Carter
2015); and in Ethiopia, use of fertilizer
rose by 13 percentage points (Berhane et al.
2012). The returns to these inputs vary in
any given year given weather conditions and
prices (Rosenzweig and Udry 2016), but even
assuming a relatively low average return to
input use, these increases amount to an aver-
age increase in income growth of 1-9 percent
a year—enough to move many of these farm-
ers out of poverty and to offset the losses
associated with one-in-five-year events.

Similarly, in the face of potential violence
from conflict, households may avoid the
acquisition of visible assets such as houses,
livestock, or motorbikes, at the cost of the
income gains these investments can bring.

In the case of uninsured health risk, the
lack of insurance encourages households to
eschew investments that would reduce their
long-run exposure to risk (such as prenatal
care, preventive health care, and early treat-
ment), which reduces health outcomes and
earnings. Underinvestment in health treat-
ment also poses significant public health risks:
a 10 percentage point increase in the share of
out-of-pocket health expenditures was asso-
ciated with a 3.2 percentage point increase
in bacterial isolates tested that showed anti-
biotic resistance (Alsan et al. 2015).4
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So, how can poverty reduction be acceler-
ated in this context of widespread uninsured
risk? The following sections examine what
we know about the most prevalent types of
shocks, who is most affected, and what tools
are available to reduce exposure to and man-
age the impact of shocks.

Prevalence of Shocks and
Conflict in Africa

On nearly all aspects of risk, African
households are more exposed to loss than
households in other regions (figure 5.2).
For example, a woman living in Africa is
30 percent more likely than a woman liv-
ing anywhere else in the world to be try-
ing to earn income during a large economic

recession, 6 times more likely to experience
an epidemic in her country, 8 times more
likely to have her crops affected by drought,
9 times more likely to live in a fragile and
conflict-affected country, and a staggering
29 times more likely to die giving childbirth.
In household surveys, African households
are more likely than those in other regions
to report price, natural disaster, health,
and crime shocks (Heltberg, Oviedo, and
Talukdar 2015).

The most prevalent shocks to welfare con-
cern prices, weather, health, and conflict.
These shocks usually affect income but not
assets, are slow in onset, and affect many
households in one location at the same time.
These features have implications for how
shocks are managed. Rural life is arguably
riskier than urban life, but the shocks that

FIGURES5.2 Life in African countries is riskier than in other regions

a. Incidence of large recessions? b. Incidence of natural hazards®

c. Impact of drought
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affect urban life might have more severe
consequences. In general, less is known about
the vulnerability of urban life in Africa.
Urbanization, progress in addressing com-
municable diseases, and climate change are
changing the nature of risk in Africa.

The Nature of Shocks in Africa

Losses Primarily to Income

Shocks in Africa are primarily shocks
to household income, not necessarily to
household assets. Between 60 percent and
90 percent of poor households in Ethiopia,
Malawi, Niger, Tanzania, and Uganda
(households in the bottom 40 percent of the
consumption distribution in their country)
reported experiencing a shock that caused
income losses in a specified period (from
one year to five years) before the survey
(Nikoloski, Christiaensen, and Hill 2016).2
Income losses were just as prevalent for non-
poor households. Asset shocks were also
widespread but not as frequent as shocks to
income (box 5.3).

Prevalence of Various Risks

Climate and price shocks are the most fre-
quently reported shocks, followed by serious
illness and death (Nikoloski, Christiaensen,
and Hill 2016).% In addition, 60 percent
of households surveyed in 36 countries
reported at least one member experienc-
ing a serious illness or injury in the month
before the survey (figure 5.3, panel a), and
47 percent of households reported an ill-
ness that resulted in lost labor (Eozenou and
Mehta 2016).

Objective data on the prevalence of
shocks also points to the importance of
drought (figure 5.3, panel b) in relation to
health risk. About a third of Africa’s popu-
lation have a 1-in-10 chance of experiencing
drought and malaria—34.1 percent in the
case of drought and 30.8 percent in the case
of malaria. Conflict is also highly prevalent
(figure 5.3, panel b): 19 percent of Africa’s
population has a 1-in-10 chance of living in
an area affected by conflict.Z Riverine flood
risk is increasing and is higher than the risk
of coastal flooding, but it is still relatively

BOX 5.3

In Africa, shocks affect income more often than assets

Shocks are often associated with the destruction
or loss of physical assets, both public and private.
Natural disasters, conflict, and theft can destroy
bridges, roads, schools, factories, houses, and
livestock. The loss of public assets carries both
direct and indirect costs, as public services are inter-
rupted and the activities of firms and households
that rely on these services experience disruptions in
their economic production (Hallegatte 2014).

It can take years for households to recover from
asset losses (Dercon 2004; Lybbert et al. 2004).
For a model calibrated using Zimbabwean data,
shocks to household assets reduce aggregate growth
by about 20 percent over a 20-year period (Elbers,
Gunning, and Kinsey 2007). About half of that
reduction (that is, 10 percent) is estimated to come
directly from losses in assets.

Yet, in Africa, shocks are more often character-
ized by income losses, which are on average twice
as prevalent as asset losses for households in Africa
(figure B5.3.1).

Income losses are more prevalent, in part,
because of the type of shocks most experienced in
Africa. Drought is much more common than other
natural disasters. Drought reduces the income of
agricultural households and also causes the loss of
animal assets. A contract loss or a sudden drop in
output prices reduces the income flow for household
businesses. International commodity prices affect
the prices farmers receive, helping to reduce poverty
when prices are good (Deininger and Okidi 2003)
but increasing poverty when prices are low. A coffee
farmer tending coffee trees at the beginning of the
season in June 2011 would have seen a 14 percent

(Box continues next page)
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BOX 5.3

In Africa, shocks affect income more often than assets (continued)

FIGURE B5.3.1

Income losses are twice as prevalent as asset losses

in Africa
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Source: Nikoloski, Christiaensen, and Hill 2016.

Note: This refers to shocks that occurred in the year (Ethiopia, Malawi, Niger, and Uganda) or five
years (Tanzania) preceding the survey. Surveys are from 2008 to 2013.

reduction in the price by the time of the berry har-
vest at the end of the season and a 21 percent reduc-
tion in the price by the time new trees were ready to
harvest years later. In contrast, high food prices can
reduce income in urban Africa if wages are slow to
respond (Headey et al. 2012).

Il health also reduces a household’s capacity to
earn income. Survey data suggest that 76 percent
of households that report illness stop their regular

activity because of the illness or injury (Eozenou
and Mehta 2016). Quantifying the impact is chal-
lenging, but an analysis of the impact of a malaria
testing and treatment program in Nigeria provides
some indication. Those who were offered testing
and treatment earned 10 percent more, as a result
of both increased labor supply and labor productiv-
ity, than those who were not offered the intervention
(Dillon, Friedman, and Serneels 2014).

uncommon in Africa. In 2010, 13.6 million
people had a 1 percent or higher chance of
experiencing a coastal flood in Africa, and
56.4 million people were at risk of experi-
encing a riverine flood (Jongman, Ward, and
Aerts 2012). Earthquake risk (not shown in
figure 5.3) is low and present primarily in the
Horn of Africa.

Many of the most frequently reported
shocks are highly covariate—meaning they
are experienced by many in the community
and are not isolated incidents—particularly
price and weather risk. Contrary to com-
mon expectation, price risk is by far the most
covariate shock reported (that is, the shock
most likely to affect multiple households in a

geographic area), followed by climate shocks
and crop disease (figure 5.3, panel c). The
reason that climate risk is less covariate than
price risk is likely a result of the heterogene-
ity of crops, planting times, and varieties that
are present within villages when traditional
agronomic practices predominate (Hill and
Robles 2010). Illness, theft, death, and busi-
ness and employment shocks are mostly idio-
syncratic in nature.

Risks overlap, and some countries are
particularly susceptible to multiple types of
risk. The risk of different types of extreme
weather events of drought and flood
are correlated: floods are more likely to
occur in drought-prone places. Some risks
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FIGURE 5.3 The nature of risk in Africa varies by country, type of shock, and poverty level
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b. Figure shows the probability of risk to the African population as a ratio: for example, about a third of the population have a 1:10 (1-in-10) chance of experiencing either drought or
malaria. The population’s risk of conflict is determined by the percentage living within a 25-kilometer radius of 10 conflict-related fatalities in the previous year.

. Bubble size is indicative of the relative impact on multiple-household welfare within a community. The figure is indicative based on findings reported in Nikoloski, Christiaensen,
and Hill (2016) and does not reflect real data points.
d. Drought s rural only. Observations = 19.9 million pixels. Unconditional correlation using per-pixel population as weight. Standard errors clustered at the level of first administrative
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overlap because one type of shock, such
as bad weather, can increase the risk of
other shocks when mitigating action is not
quickly forthcoming. For example, risk
of disease is much higher in places where
flood risk is high. Too little or too much
rainfall can increase health risk (Hallegatte
et al. 2016).

Weather shocks can also have other
knock-on effects. For each 1 standard devia-
tion increase in warmer temperatures or rain-
fall, the frequency of interpersonal violence
rises by 4 percent and the frequency of inter-
group conflict rises by 14 percent (median
estimates; Hsiang, Burke, and Miguel 2013).
Much price volatility in Africa is driven
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by local conditions not global price move-
ments: the coefficient of variation of maize
in domestic markets in Africa is 38 percent
compared with the coefficient of variation
of import parity of 18 percent (Minot 2011).
In Ethiopia, a moderate drought induces a
3—4 percent increase in cereal prices (Hill
and Fuje 2018).

The risk profile of countries varies across
the continent. Countries along the north of
Africa from east to west experience high
drought and conflict risk (map 5.1). Malaria
risk is particularly high in coastal western
Africa and central Africa. Risk is in general
lower in southern Africa, although drought

MAP 5.1 Some parts of Africa are hit harder by risk
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b. Risk of riverine flood

risk is as high in western southern Africa as
in the north of the continent.

Overlaying exposure to risk and poverty
rates shows that poorer places are often
riskier places (figure 5.3, panel d). Poverty is
higher in places that are more conflict-prone
and that have a higher health risk, as mea-
sured by malaria incidence. Poverty is not
higher in places in the continent that are more
prone to drought risk, but within a country,
the more drought-prone places are poorer.
There is no obvious relationship between
flood risk and poverty, perhaps because flood
risk is higher in coastal areas and this brings
advantages, too.
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Risk Profiles by Wealth, Rural or Urban
Location, and Gender

The risk of weather shocks, illness, and con-
flict is much higher for some households.
Interestingly, although riskier places are
poorer, at the household level, income
shocks are reported by most households

FIGURE5.4 Unexpected income losses are reported by rich and

poor alike
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FIGURE 5.5 Rural life is particularly risky in Africa

Number of times more frequent in rural areas

and are not much more commonly reported
among poor households (figure 5.4).

However, rural life, where 80 percent of
Africa’s poor are, is in general more suscepti-
ble to risk than urban life (figure 5.5). This is
largely because agriculture is a risky business,
and rural Africans, on average, obtain most
of their income from agriculture, much of it
from rainfed agriculture (Davis, Di Giuseppe,
and Zezza 2017). They are thus very much
exposed to the vagaries of the weather.

This exposure is further compounded by
crop and livestock disease and volatility in
the price of inputs and crops. Not only do
harvests vary significantly from year to year,
so do returns from these harvests. As a result,
the coefficient of variation in agricultural
profits across time for a household employed
in agriculture is found to be much higher (0.9
in Ghana and 1.5 in India) than the coef-
ficient of variation in profits from nonfarm
enterprises (0.5 in Sri Lanka) (Rosenzweig
and Udry 2016).

Poorer access to water, sanitation, and
health services in rural areas further increases
the susceptibility of those households to
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serious illness shocks relative to urban
households. Theft is just as likely to be a risk
to rural households as to urban households.
The urban poor are more susceptible to
employment and business shocks as well as
to flood risk (Hallegatte et al. 2016), and it is
possible that although shocks are in general
less frequent in urban areas, they are more
devastating when they occur. For example,
food price shocks have been shown to be par-
ticularly devastating to urban households
(Hill and Porter 2016).

Households headed by women have a dif-
ferent risk profile than households headed
by men. Death shocks are 1.5-2 times more
prevalent among female-headed households
(figure 5.6), highlighting that female head-
ship is often synonymous with widowhood
and loss of a male head. Marital dissolution
often brings great hardship (Djuikom and
van de Walle 2018) because it is common
for widows and divorcées to inherit little or
nothing and, in some settings, to be expro-
priated of all possessions and ejected from
the marital home (Cooper 2008; HRW 2017;
Izumi 2007).

Although female-headed households are
less susceptible than others to agricultural
price risk, they are more susceptible to food
price risk. This is consistent with female-
headed households farming less commer-
cially than male-headed households. Further,
the higher prevalence of food price shocks
(in three out of five countries) indicates that
female-headed households are more reli-
ant on sources of income that do not adjust
quickly when food prices increase.

Changing Exposure to Shocks and
Conflict

The risks that characterize life in Africa
are not static in nature; they are evolving.
Although some shocks may become less prev-
alent, they may also become more challenging
to manage, particularly for poor households.
Health risk may fall, and weather may
become a less important source of income
variation, but conflict will likely remain high.
In addition, health risk may become more
challenging to manage as the risk of more
repeated shocks increases. Although there

FIGURE5.6 Female-headed households often face more risk
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is no clear evidence that price volatility will
increase, urbanization will increase the share
of the poor who experience welfare losses
when food prices rise. As a result, food price
volatility may become a larger threat to pov-
erty reduction in future years.

Climate Change

Climate change will substantially change
the incidence and severity of natural disas-
ters, as well as increase the probability of
conflict and health risks in some locations.
In most African countries, climate change is
predicted to reduce the income of the bot-
tom 40 percent by more than 8 percent by
2030 (Hallegatte et al. 2016).

Changes in rainfall patterns are predicted
to significantly increase exposure to flood
(Hirabayashi et al. 2013; Jongman, Ward,
and Aerts 2012). Globally, the number of
people exposed to riverine floods could
increase by 4-5 percent. Coastal flooding
risk also increases rapidly as sea levels rise;
while this affects cities in South Asia and
Southeast Asia much more than in Africa,
it also puts some African coastal cities, such
as Abidjan, Cote d’Ivoire, at greater risk of
flooding (Hallegatte et al. 2016). Working
with static hazard maps of climate risk
(maps that documented exposure to risk in
2015) and allowing for population growth
and urbanization shows that the African
population exposed to riverine flood risk will
increase by 8 percent by 2050 (Fisker and
Hill 2018).

When it comes to drought, the literature
is not as conclusive. The Intergovernmental
Panel on Climate Change (IPCC) forecasts
that certain parts of Africa (for example, East
Africa) will see more erratic rainfall, whereas
the predicted effects on the Sahel belt are
ambiguous; some researchers find a continu-
ation of the present greening, while others
expect prolonged drought periods (Boko
et al. 2007). On average, yield decreases in
Africa are predicted to be negligible for rice
and wheat and relatively small (8 percent) for
maize (Fischer, Byerlee, and Edmeades 2014).
However, even though average yields may be
marginally affected, the frequency and inten-
sity of temperature and rainfall extremes

would increase, increasing the number of
droughts. East Africa, which currently expe-
riences considerable water stress, is expected
to see an improvement in water resources and
a slight reduction in the number of drought
days, while the rest of Africa will experi-
ence a 10-20 percent increase in the number
of drought days (Prudhomme et al. 2014).
Although climate change will be the driving
force behind changes in drought risk, urban-
ization will cause the proportion of the popu-
lation exposed to a one-in-five-year drought
to decline by 2 percent by 2050 (Fisker and
Hill 2018).

Health Risks

Turning to health, communicable diseases
such as malaria that have been the main
causes of death and disease in Africa are
expected to become less important. The
proportion of the population that had a one-
in-five chance of being infected by malaria
fell from over a third in 2000 to 22 percent
in 2015. The risk of malaria infection is
expected to continue to decline (Bhatt,
Weiss, and Gething 20135), although climate
change could slow this progress (Hallegatte
et al. 2016).

Noncommunicable diseases (NCDs) are
expected to become the leading cause of
death by 2030 (Marquez and Farrington
2013). Urbanization, increased life expec-
tancy (and the aging of the population that
accompanies this), and changes in nutrition
are some of the drivers behind the increasing
health burden imposed by NCDs. In addi-
tion, road traffic injuries are an increasing
cause of death in Africa, particularly among
young men.

Although some diseases are being success-
fully tackled, pandemic risk is increasing in
Africa. The spread of animal diseases has been
increasing over the past 30 years, and an esti-
mated 75 percent of pathogens capable of caus-
ing human diseases are now of animal origin,
or “zoonotic” (Smith et al. 2014). Human and
animal population dynamics may increase the
risk of animal-to-human and human-to-human
transmission of diseases in the future, increas-
ing the risk of pandemics in the continent
(Eozenou and Mehta 2016). Dense urban living



MANAGING RISKS AND CONFLICT

211

facilitates the spread of infectious diseases,
and countries experiencing rapid urbaniza-
tion resulting in the multiplication of informal
settlements become particularly vulnerable
if commensurate improvements in access to
health services are not made. The demand for
livestock and poultry products is expected to
increase substantially in Africa over the next
30 years, compounding the problem (Herrero
et al. 2014).

FIGURE5.7 Therisk of conflict has been increasing

Conflict-Related Risks
Unfortunately, conflict has become, or
remains, a pressing threat to many Africans.
Since 2010, the number of acts of violence
against civilians as well as the number of
protests and riots together with battles over
territory have risen sharply (figure 5.7).
There has also been an increase in the num-
ber of fatalities. Two countries that mark the
increased prevalence of conflict are Kenya and
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FIGURE5.8 Conflict events have recently increased in
Kenya and Nigeria
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Nigeria. Kenya has seen a sharp increase in
acts of violence against civilians (figure 5.8,
panel a). This is the case for Nigeria, too, a
country that is also embroiled in a rising num-
ber of battles for territory in the north as well
as protests and riots (figure 5.8, panel b).
Violence against civilians has also
increased sharply from 2010 onward in the
Democratic Republic of Congo, Somalia,
South Africa, South Sudan, Sudan, and to
a lesser degree also in Burundi, Cameroon,

the Central African Republic, Madagascar,
Malawi, Mali, and Mozambique. It is not
clear whether this is a blip or a trend.

Aggregate Volatility of Risk

These volatile factors interact with each
other. Future climate shocks are predicted
to increase conflict incidence in an aver-
age place and year from 17 percent during
1997-2011 to 24 percent during 2012-30
(Harari and La Ferrara 2018).

In addition to climate change, population
concentration in urban areas, youth unem-
ployment, the manipulation of elections, the
disregard of constitutional term limits, and
the discovery of more natural resources may
spell new mass violence in Africa. For exam-
ple, Sierra Leone chiefdoms with greater dia-
mond wealth had more armed clashes than
areas without these resources (Bellows and
Miguel 2009).

Reducing Exposure to
Shocks in Africa

The cost of reducing exposure to shocks
through prevention is often much
lower than the cost of managing a shock
when it occurs. Perhaps the best example
is the cost of pandemic prevention. The
large costs of pandemics greatly exceed
the cost of required investments to build
well-functioning disease surveillance
systems. The Ebola epidemic of 2014 cost
an estimated US$10 billion. Functioning
disease surveillance systems and better-
equipped public health systems would
have allowed such losses to be avoided.
As a result, the returns from investing
in disease surveillance systems are esti-
mated to be 123 percent (World Bank
2012).

Economic development reduces exposure
to risk. Investments in infrastructure and
the development of markets that come with
economic development reduce transaction
costs and price volatility. With development
comes a reduction in rainfed agriculture
as a main source of income, which today
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leaves many farm households exposed to
income shocks. Raising the productivity
of poor farm households, as discussed in
chapter 3 (“Earning More on the Farm”),
will reduce this risk.

However, policy makers should not
focus only on economic growth and raising
agricultural productivity for smallholders.
There are cost-effective strategies to reduce
risk, particularly exposure to weather and
health risks, but governments and indi-
viduals underinvest in these strategies.
Underinvestment is particularly a problem
for the poorest households—leaving the
poor in Africa more exposed to risk that
might be avoided through cost-effective
policies and investments.

Risk Reduction through Development:
The Example of Price Risk

Improvements in domestic crop markets
in Africa would reduce price volatility.
The high costs of transactions and of
transporting food across countries in
Africa cause local variations in supply
and demand to be an additional, impor-
tant source of food price volatility. Road
investments and growth of urban cen-
ters increase market access for many
farmers. The introduction of mobile
phones also improves the efficiency of
markets. Mobile-phone coverage reduces
spatial price dispersion by 6 percent in
Niger for semiperishable commodities
(Aker and Fafchamps 2015). The impact
of drought is lower for well-connected
markets in Tanzania (Baffes, Kshirsagar,
and Mitchell 2015). In Ethiopia, a moder-
ate drought affected prices less in places
that saw faster increases in market access
(Hill and Fuje 2018).

Lower fuel prices will also help. The
increase in fuel prices from 2007 to 2008
may have caused a 20-25 percent increase
in food prices (Minot 2011). Analysis
of livestock prices across Africa shows
that price volatility can be even larger in
livestock markets. In Burkina Faso, live-
stock prices fall by 0.3 percent for every

1 percent reduction in rainfall because
of increased supply of livestock in local,
poorly integrated livestock markets (Lang
and Reimers 2015).

Good international trade policies and
monetary policies are also needed to
reduce price volatility. In Kenya, maize
imports are impeded by a high tariff,
and in West Africa, a 15 percent tariff
on rice imports is present in 11 Economic
Community of West African States
(ECOWAS) countries. Tariffs increase the
price band in which domestic harvest con-
ditions influence prices, leading to high
price volatility in places where aggregate
production is dependent on weather condi-
tions from year to year. When maize prices
rose in 2007-08, Malawi, Tanzania, and
Zambia banned the export of maize. In
2008, cereal prices in Ethiopia rose by
174 percent of the increase in international
prices because of restrictions on foreign
exchange (Minot 2011).

More sophisticated crop markets, such
as forward contracts, would help insulate
poor farmers from price volatility. Sudden
price drops cause farmers to receive less
for crop production than anticipated when
crop investment decisions were made.
Most farmers and traders in Africa sell
produce in “spot markets,” exchanging
goods for cash in hand for a price deter-
mined at the point of sale (Fafchamps and
Minten 2001). For traders this may pres-
ent little price risk because changes in the
price at which goods are sold are quickly
passed on to the farmers from whom trad-
ers buy goods (Fafchamps and Hill 2008).
But for farmers—the occupation of most
of Africa’s poor households—selling in
spot markets means they face substan-
tial price risk. Farmers invest in crops six
months to three years in advance of their
sale, when they plant and tend to crops in
the field. Forward contracts would reduce
price risk, but they are not used.

Prices matter not only for the poor
farmers. For food buyers, sudden food
price increases are not met by immediate
increases in wages and income for those in
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nonagricultural sectors. In many African
countries, the public sector is a main
employer—one in five urban workers are
in the public sector in Ghana, Rwanda, and
Uganda—and the public sector often plays
an important role in setting wages (World
Bank 2016b). Appropriately indexing civil
servant salaries, particularly for low-skilled
occupations, could help reduce the cost of
food price increases for households that are
net buyers.

Targeted, Cost-Effective Interventions
to Reduce Health and Weather Risks

Health Risk Interventions

Reducing health risk requires improve-
ments in access to and the quality
of water, sanitation, and health care
services. Three investments in particu-
lar can dramatically reduce exposure to
health risk in Africa: malaria prevention;
water, sanitation, and hygiene (WASH);
and mass immunization.

Malaria Prevention. The risk of malaria
has fallen impressively in the region, but
malaria is still the second-biggest killer
in Africa (after human immunodeficiency
virus and acquired immune deficiency syn-
drome [HIV/AIDS]) and the second-highest
mortality risk for children. Malaria control
through indoor residual spraying (IRS) and
insecticide-treated bed nets (ITNs) has been
highly effective. ITNs have been found to
reduce child mortality by 20 percent in com-
munitywide trials in Africa (Giardina et al.
2014).

Together, ITNs and other forms of
malaria control such as IRS have had a sig-
nificant impact on the spread of malaria
where they are used (Giardina et al. 2014).
The spread of ITNs over the past couple of
decades has been impressive (Noor et al.
2009), as shown in map 5.2, panels a.1 and
a.2. Still, one in four children in Africa live
in a household with no ITN or IRS. There
is considerable scope to tackle malaria
through more ITNs and IRS.

Water, Sanitation, and Hygiene (WASH).
Better investments in WASH can dramati-
cally reduce the risk of ill health. Despite
considerable progress, diarrhea is still the
third-largest killer of children ages 1-59
months in Africa (Liu et al. 2016). This is
largely preventable through improved sani-
tation and water services. It is estimated
that 88 percent of diarrheal deaths are
caused by unsafe water, inadequate sani-
tation, and insufficient hygiene (UNICEF
2006). In addition to being a leading cause
of death in children, inadequate WASH
can cause many other health and nutri-
tion problems by limiting nutrient absorp-
tion (Priiss-Ustiin et al. 2008). Estimates
suggest that improving WASH conditions
might reduce deaths by 6.3 percent globally
and reduce the global burden of disease by
9.1 percent (measured in disability-adjusted
life years).

Improving WASH outcomes requires con-
tinued investments in access to clean water
and improved sanitation services. As more
households in Africa get access to some
form of WASH services, there needs to be an
increased focus on providing access to quality
services—for example, ensuring that house-
holds have access not only to piped water but
also to water free from contaminants, and
that not only is the practice of open defeca-
tion ended but the quality of sanitation facili-
ties is improved.

Certain household investments and
behaviors can reduce the incidence of diar-
rhea and other diseases tremendously, but
these are not common. Water treatment
can greatly reduce the incidence of diarrhea
and improve health (Kremer et al. 2011),
yet less than 10 percent of African house-
holds purchase water treatment (Ahuja,
Kremer, and Zwane 2010). Handwashing
can reduce the incidence of diarrhea and
respiratory infections (Mbakaya, Lee, and
Lee 2017).

Mass Immunization. Mass immuniza-
tion is one of the most cost-effective ways
of reducing health risk. African countries
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MAP 5.2 Many cost-effective risk-reducing strategies are not well used
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have increased the proportion of one-year-
olds who have received three doses of the
diphtheria-pertussis-tetanus vaccine (DPT3)
from 38 percent in 1985 to 79 percent in
2017 (UNICEF data). However, a third of
the world’s unimmunized children live in
Africa, and more must be done to ensure
that other vaccines are provided, that the
full vaccination schedule is properly adhered
to, and that more of the funding for routine
vaccines comes from domestic sources.

Weather Risk Interventions

Turning to weather risk, cost-effective strat-
egies to reduce exposure to drought include
irrigation, improved land management, and
improved seeds.

Irrigation. Irrigation reduces the varia-
tion of crop yields and can increase aver-
age yields, but the cost of doing this var-
ies by geography, the type of crops grown,
and market conditions. For some farmers,
irrigation is a way to reduce risk at negli-
gible cost (or even at an income gain). For
other farmers, it will prove too costly to be
worthwhile.

The average cost of groundwater develop-
ment is two to four times higher than sur-
face water irrigation (Awulachew, Erkossa,
and Namara 2010). Individual smallholder
irrigation using low-cost pumps has been

spreading fast in some regions, drawing
water from both groundwater and surface
sources (Cervigni and Morris 2015), but
overall, a very small share of African land is
currently irrigated (map 5.2, panel b).

With current technologies, there is signifi-
cant unexploited potential, even in some of
the driest parts of Africa. Africa’s drylands
have developed less than one-third of their
technical irrigation potential, and more than
one-fifth of the area that has been developed
is not in use (Cervigni and Morris 2015).
Making conservative assumptions about
the costs and returns to investment capital,
up to 3 million hectares of African dryland
are suitable for small-scale irrigation devel-
opment, and a further 1.5 million hectares
could potentially be developed under large-
scale irrigation given the large dams in exis-
tence or currently being planned and built
(Xie et al. 2015).

Improved Land Management. Land man-
agement practices such as farmer-managed
natural regeneration (FMNR) of trees and
land is another approach to reduce weather
risk. High rates of forest depletion drive
land and water degradation and increase
water stress. Where soil and water conserva-
tion have been improved, dramatic improve-
ments have been seen (box 5.4). Although
there has been a recent increase in FMNR

BOX 5.4 Farmer-managed natural regeneration of trees and land holds promise for
reducing drought risk

Farmer-managed natural regeneration (FMNR) has
gained popularity in many dryland areas in Africa
as a way to reduce water stress (Cervigni and Morris
2015). In Niger, there are more than 5 million hect-
ares of newly regenerated tree cover on croplands.
The increasing tree cover can reduce exposure to
droughts by reducing local temperatures; making
more water available to nearby crops (a phenom-
enon known as hydraulic lift); reducing the sensitiv-
ity of yields to loss of rainfall given the better nutri-
ent quality of soils that FMNR allows; and helping
households manage risk better by ensuring that

forest products can still be harvested during drought
times.

If high-tree-density FMNR practices were used
more widely, there would be an estimated 50 percent
reduction in the number of drought-affected people
in Africa’s drylands (Cervigni and Morris 2015). In
Ethiopia, soil and water conservation (terracing and
bunds), community-scale watershed management,
and expansion and protection of forest cover to gen-
erate more and cleaner water and diverse livelihoods
has had an impact on yields, resulting in sizable
increases in some places.
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in Africa, there is still significant room for
expansion. It only pays off in the long term
and can be a risky investment as tree sap-
lings are vulnerable to drought and disease
in early years.

Improved Seeds. Finally, use of improved
seeds that are more tolerant to drought
and floods and more resistant to pests and
disease can reduce risk. In the past, robust
varieties have typically been associated
with lower yields, but in recent years,
varieties have been bred that provide the
same or better yields that traditional vari-
eties do and have increased resilience to
climate stress.

The Drought Tolerant Maize for Africa
project has produced such varieties for
13 countries in Africa, and in Nigeria and
Zambia these seeds have become the most
prevalent maize varieties grown. Adoption
is not universally widespread, however, with
adoption depending on the strength of local
seed supply and extension systems. Poorer
households are often less likely to be able
to invest in new seeds and less likely to be
engaged with extension systems.

Emerging Lessons on Reducing the Risk
of Conflict

Given the damaging and persistent effects
of conflict on welfare, preventing conflict
is a priority. However, the causes of con-
flict are complex and often entrenched.
Addressing the drivers of fragility will
require different approaches in different
contexts. Many factors contribute to con-
flict, and enumerating them is beyond the
scope of this chapter.

Here we examine emerging lessons on the
role of aid and well-directed public programs
aimed at reducing conflict. There is some evi-
dence that aid can reduce the probability of
conflict at the margins. Foreign aid in gen-
eral reduces the probability of violent con-
flict (Collier and Hoeffler 2002; De Ree and
Nillesen 2009). Explicitly structuring this aid
so that it increases when there are negative
shocks to income (from weather, commodity

price fluctuations, and so on) may help
(Miguel 2007).

Jobs programs targeted to would-be
combatants could also have marginal
benefits in some contexts. Job creation
for unemployed young men in a dissident
region might be most effective in prevent-
ing armed conflicts from occurring in
conflict-prone countries and regions. Yet it
is possible that this will have only a mar-
ginal effect on violent conflict, and only
in specific contexts where the conflict is in
part economically motivated (Blattman and
Ralston 2015).

Designing successful labor market pro-
grams in conflict-affected countries is chal-
lenging, and few countries have succeeded
in generating additional employment. In one
successful case, a program of agricultural
training, capital inputs, and counseling for
unemployed Liberian ex-fighters increased
their farm employment and profits and
shifted work hours away from illicit activi-
ties (Blattman and Annan 2016). The capi-
tal provided to these ex-combatants was
crucial in this case. In the search for effec-
tive interventions in postconflict settings,
the development community needs more
such analyses (Blattman and Miguel 2010;
Briick 2016).

Finally, disarmament, demobiliza-
tion, and reintegration (DDR) programs
for ex-combatants have also had some
success. DDR programs have had welfare-
increasing effects on the households of the
former combatants as well as at the vil-
lage level in Burundi (D’Aoust, Sterck, and
Verwimp 2016). However, the effects dis-
appear after a few years, pointing to the
need for policies providing sustained eco-
nomic development. Further evidence of
the impact of these programs on keeping
peace is also needed.

How Do Households Manage
Shocks?

It is neither possible nor optimal to elimi-
nate risk. Sometimes risk reflects the
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existence of a good opportunity for income
growth that households can take advantage
of. Households use a variety of approaches
to manage negative shocks.

Types of Coping Mechanisms

Tapping into savings is the most widely
used coping mechanism, even for poor
households. Hypothetical questions in the
Global Financial Inclusion Survey (Findex)
on how households would finance emer-
gencies showed that 20 percent of individu-
als (with little difference between men and
women) would rely most on savings, second
only to family and friends (Demirgti¢-Kunt
et al. 2015b). However, poor households
(with less income to save) are much less able
to use savings than rich households—on
average, savings are used a third less often
by households in the bottom 40 percent than
households in the top 60 percent (Nikoloski,
Christiaensen, and Hill 2016), as shown
in figure 5.9. Although not suitable for

adequate protection against large income
losses, savings can help households manage
small income shocks.

Households often choose to save in
the form of physical assets such as small
ruminants when access to banking is limited.
Unfortunately, when shocks are community-
wide, poor households may resort to selling
assets such as livestock when prices are
depressed. Much has been made of house-
holds’ tendency to sell productive assets in
the aftermath of a shock, reducing their
ability to produce in the future. This does
take place, and can be impoverishing when
it does. However, a body of careful econo-
metric evidence from several famines in dif-
ferent African countries shows that although
livestock is sold during times of famine, this
is a strategy of last resort, with a preference
given to reducing consumption and liquidat-
ing nonproductive assets instead, particularly
among poorer households (Dercon 2004;
Hoddinott 2006; Kazianga and Udry 2006;
Little et al. 2006; Lybbert et al. 2004).

FIGURE 5.9 Savings, family, and friends help households cope with shocks
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Assistance from family and friends is the
second most important means by which
households manage shocks, but it is particu-
larly important for the bottom 40 percent.
This is also the most common way that
households in Africa report they could
finance an emergency (Demirgiic-Kunt et al.
2015b). The strength of informal safety nets
such as these, in countries across Africa, has
been well documented. However, friends and
relatives may only be effectively relied upon
to help manage relatively small risks, and
risks that do not affect everyone in the infor-
mal network at the same time.

In addition, the strength of such infor-
mal networks in Africa carries costs of its
own that can hinder poverty reduction. The
expectation that better-off network members
will support those less fortunate than them-
selves can encourage people to avoid investing
in visible high-return activities and to engage
in costly strategies to hide or tie up financial
capital (Brune et al. 2016; Fafchamps and Hill
20135; Jakiela and Ozier 2015a). For example,
in Cameroon, nearly 20 percent of members
in a microfinance network took loans for the
sole purpose of signaling that they had no
cash (Baland, Gurkinger, and Mali 2011).

Borrowing is much less used. Few house-
holds can obtain credit to manage in the
aftermath of shock. The third most reported
source of emergency funds in the 2015
Global Findex Survey was taking a loan in
advance of work to be paid (Demirgiig-Kunt
et al. 2015b). For some households, this loan
is taken against agricultural goods to be sold.
Borrowing from other informal or formal
lenders was negligible.

Increasing income from other sources by
increasing the time spent on nonagricultural
activities is another means by which house-
holds manage risks to agriculture. Sometimes
this entails temporary migration. However,
this type of diversification cannot manage
all risks. Diversification can be helpful to
manage risks that target one sector—such as
diversifying out of agriculture when drought
hits—but it is an ineffective tool to man-
age more widespread risks such as lower
food prices in rural areas that affect income

from nonagricultural sources of income, too
(World Bank 2016a).

In addition, diversification can result in
a household becoming a “jack of all trades
and master of none.” Diversification to cope
with shocks can often result in small-scale,
informal activities without the scale advan-
tages that can come from specialization.
This has been shown for Bangladesh and
India (Skoufias and Bandyopadhyay 2013;
Skoufias, Bandyopadhyay, and Olivieri 2016).
Households with more diversified portfolios
were not better able to withstand shocks in
Burkina Faso, Ethiopia, Kenya, Mali, Niger,
Somalia, and Zimbabwe (Boudreau 2013).
This finding cautions against the premise
that diversified livelihoods will be an effec-
tive means of increasing vulnerable house-
holds’ resilience to adverse events.

Particular Impacts of Health Shocks

Health shocks often require unanticipated
out-of-pocket payments for health care
that, in the absence of health insurance, can
impoverish. Out-of-pocket payments con-
stituted almost 40 percent of health financ-
ing in Africa over 2008-13 (Eozenou and
Mehta 2016). The impact of these payments
on consumption and poverty can be assessed
by examining what consumption would be
if household spending on emergency health
care payments were instead spent on food
and basic essentials. About 1.2 percent of
the population of Africa are pushed into
poverty because of out-of-pocket payments
for health care, and 36 percent of the popu-
lation was already poor and pushed further
into poverty by out-of-pocket payments in
2008-13 (Eozenou and Mehta 2016), as
shown in figure 5.10.

However, many facing ill health choose
to forgo care, often for financial reasons.
On average, 16 percent of households do
not seek care, and of those, 29 percent forgo
care for financial reasons. This increases
morbidity and reduces future income and
consumption. These households not only
forgo health care in the presence of shocks,
as the earlier discussion highlighted, but
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FIGURE5.10 Out-of-pocket health care payments increase and deepen poverty in Africa

a. Share of population impoverished by out-of-pocket health costs, by country wealth level
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also often reduce investments in schooling,
even when school fees are not present, to
save on the ancillary costs of sending chil-
dren to school or so that school-age children
can work to help the households meet their
basic needs.

Better Insurance for the Poor

Notable for their limited use are the safety
nets provided by governments or nongov-
ernmental organizations (NGOs) as well as

formal insurance mechanisms. Few house-
holds use either of those resources to man-
age the shocks they are most exposed to.
Only about 5 percent of households report
being able to rely on the government for help
when a disaster hits (figure 5.9). The propor-
tion of households using formal insurance is
even lower. Poor households in Africa not
only live in riskier environments but also
lack access to formal insurance or reliable
publicly financed assistance in the event of
the common shocks they face.
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When governments are ill prepared
to respond to shocks, markets are weak,
and households are poor and have little
means to adapt, shocks hit harder, and
uninsured risk is costlier. No one has died
from drought in a high-income country
in the past four decades, yet more people
die from drought in Africa than from any
other natural hazard (World Bank 2014b).
Earlier financing to manage the Ebola out-
break would have allowed for a more com-
prehensive response during a period when
insufficient response caused the number of
Ebola cases to increase tenfold (Eozenou
and Mehta 2016).

Households need a mix of tools to man-
age shocks. Small, frequent shocks such as
moderate rainfall shortages or short-term ill-
nesses are better managed with savings and
transfers to households when they are too
poor to save. Larger, less frequent shocks
such as a drought or severe illness will
require insurance and scalable safety nets
for households that are too poor to purchase
insurance. The appropriate mix of risk man-
agement tools will vary across households
(see figure 5.11, which uses the examples
of drought and health shocks). Investments
in both financial markets and safety net
systems are needed.

Strengthening Financial Markets

Financial markets constitute a range of
financial services that can help households
manage risk. This section discusses the con-
siderable potential to better develop finan-
cial markets to serve the needs of poor

households.

Ways to Increase Savings

Savings are a household’s first defense
against an unexpected loss in income and
can help households manage small, fre-
quent shocks. Often these savings are
informal and kept outside of the formal
banking system: 60 percent of adults in
Africa save money, but only 16 percent
of these people use a financial institution
to do so (Demirgiic-Kunt et al. 2015a).

FIGURE5.11 Managing health and weather shocks requires a mix

of tools
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Others keep saved cash hidden in the home
or use it to participate in informal savings
clubs. (About 40 million unbanked women
and 30 million unbanked men use informal
groups to save.)

The limited use of formal savings
accounts makes saved cash more sus-
ceptible to lose value, more subject to
temptation for use for other purposes
(sometimes because of requests from oth-
ers), and sometimes less accessible for use
in emergencies. Increased access to formal
savings provides increased efficiency and
security. For the poor, however, access to
basic bank accounts will not necessarily
increase savings (Dupas et al. 2018). When
transaction costs are low enough, having
a bank account can encourage increased
savings (Demirgi¢-Kunt, Klapper, and
Singer 2017). And the poor, especially
those who live in remote areas not well
served by brick-and-mortar banks, will
need different or simpler options than tra-
ditional bank accounts. The provision of a
safe place to save money (a lockbox) was
enough to increase health savings in Kenya
by 66 percent (Dupas and Robinson 2013).

Subsidized insurance or health care
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Systems for Mobile Money Transfers
Financial systems that enable easier, less
costly sending of transfers can be a critical
advantage when shocks occur. Remittances
from family and friends are among the most
common means of dealing with shocks.
Digital payment systems allow payments
to arrive much faster and without the cost
of traveling to the nearest money transfer
operator to receive it. Two-thirds of adults
in Kenya reported a mobile money service as
being the fastest and most convenient way
to receive remittance transfers (Demirglc-
Kunt, Klapper, and Singer 2017). In Niger,
when cash transfers using mobile money
accounts were paid directly to women, it
increased their power in intrahousehold
decision making (Aker et al. 2016).

Africa is the region with the highest share
of remittances being sent and received using
accounts or over-the-counter money trans-
actions, and many of these are made using
mobile money services. However, there is
scope to expand the use of mobile money:
42 percent of remittances are still received
in cash (Demirgiic-Kunt et al. 2015a).

FIGURE5.12 Formal health insurance coverage in Africa is low, and
concentrated among the better-off
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Help to Gain Insurance

Insurance or prepayment mechanisms are
the appropriate financial tool for managing
large, less frequent shocks that affect many
people at once. However, few households in
Africa, particularly poor households, have
any type of insurance to manage health, cli-
mate, or price shocks.

A review of surveys in eight countries rep-
resenting 30 percent of the African population
shows that 17 percent of households in Africa
have some form of health insurance (Eozenou
and Mehta 2016). However, because surveys
in countries with low rates of health insurance
are less likely to include questions on health
insurance, the Africa average is likely to be
lower than this. Health insurance coverage is
much lower for poorer households (7 percent
in the poorest quintile) than for richer house-
holds (23 percent) (figure 5.12).

Except for Ghana’s social health insur-
ance program, there are few large social
health insurance schemes in Africa, in
contrast to other regions. For example, in
India, 35 million households living in pov-
erty have access to inpatient health care
through a publicly subsidized insurance
scheme, Rashtriya Swasthya Bima Yojana
(RSBY, literally “National Health Insurance
Program”). Many countries have some form
of community-based health insurance, but
low coverage is often a challenge except
in Rwanda, where the scheme has almost
achieved universal coverage. However, any
form of health insurance is not always fully
effective at overcoming the financial barriers
to health care (Eozenou and Mehta 2016),
and individuals formally covered by some
form of health insurance scheme might still
have to incur user fees or copayments at the
point of service, which act as a deterrent for
accessing needed care.

Yield insurance provides households with
an insurance contract that guarantees pay-
ment when crop yields fall below a certain
threshold because of an unexpected event
such as poor weather or crop disease. Yield
insurance struggles with the challenges
of moral hazard, and in Africa nearly all
yield insurance contracts are index-based.
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However, given the paucity of area yield data
in Africa, indexes are almost entirely depen-
dent on data from satellites or weather sta-
tions rather than on the area yield indexes
commonly used in other countries (for exam-
ple, China, India, and the United States), and
these are not always well correlated with
yields on the ground.

Although there have been many pilot
programs in Africa, large-scale adoption of
standalone insurance products in Africa has
not been observed, and when operated at a
small scale, the costs of providing this insur-
ance can be quite high. High take-up is only
present for products that are linked to the
purchase of other inputs such as seeds (for
example, through the Syngenta Foundation’s
One Acre Fund for smallholders in Kenya)
or that are highly subsidized and offered by
trusted intermediaries. Substantial innova-
tion in the quality and marketing of these
products is needed for farmers to be able
to use them to mitigate risk. However, as
figure 5.11 shows, they can be an important
part of the risk management solution for
some households.

Another financial market tool to manage
risk in agriculture is put options for agricul-
tural commodities traded in global futures
markets (such as coffee), which can provide
financial protection against falls in prices
that would reduce the income of farmers
who produce these commodities. However,
these options are traded for larger quanti-
ties than are sold by any one farmer, and
Africa’s farmers have no means by which to
access this market, indicating another area
where innovation in marketing is needed
to increase the financial tools available to
Africa’s farmers.

Improving Safety Nets and Emergency
Response

Safety nets, such as cash transfer pro-
grams or public works schemes, are
becoming increasingly widespread in
Africa (figure 5.13, panel a). Every African
country has a safety net program of
some description (Beegle, Honorati, and

Monsalve 2018). However, many of these
remain at a small scale and operate as
pilots, failing to provide transfers to their
entire target population of poor or vulner-
able households in a permanent fashion
(figure 5.13, panel b).

Safety nets can help households both build
their resilience to shocks and offset losses
from shocks. They can support households
to save and invest in assets and human capi-
tal before shocks occur. The proportion of
households in Africa that were saving was
found to increase by 92 percent with the
introduction of a safety net (Andrews, Hsiao,
and Ralston 2018). When transfers are pre-
dictable and reliable, they provide households
with a secure source of income that increases
their resilience (Barca et al. 2015; Gilligan,
Hoddinot, and Taffesse 2009).

Shock-Responsive Safety Net Programs
Safety nets can also expand at times when
shocks hit—such as during a drought or
price increase—to help offset income losses
to poor households. Features of shock-
responsive programs include expanding
existing programs either vertically (tem-
porarily adjusting transfer amounts or fre-
quency) or horizontally (adding temporary
beneficiaries); triggering new programs for
a limited period (ideally building on the
administrative systems of permanent pro-
grams); or modifying the program focus
or target temporarily (see discussion in
OPM 2017).

Important efficiency gains can be made
by responding in a timelier manner with a
predefined set of instruments and an ade-
quate financing strategy. If households know
they can rely on the state for a given amount
of support in a given contingency, shock-
responsive safety net programs could also
have behavioral effects (in terms of increas-
ing health and agricultural investment)
similar to those brought about by insurance
contracts.

There are few shock-responsive safety
nets in place in the region. Many safety nets
in Africa are established in the aftermath of
disaster or conflict (Monchuk 2014), but few
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FIGURE 5.13 The number of safety net programs in Africa is increasing, but their coverage is low

a. Social safety net programs, 1950 -20172

50
45 +
40
35 4
30
25
20
15
10
54
O_

Total number

S (D (A AX D DD O > 5 0 D D O
&$$$$$$$&q$&&&&&&&&&§§m

RIS
DS

M New programs = Countries with at least one program

b. Social safety net coverage, by country and poverty rate®

70

60

50

40 -

30

% of population covered by a social safety net

80

% of population living below the national poverty line

Source: Beegle, Honorati, and Monsalve 2018.

a. This figure considers regular programs (not emergency programs) that are still being implemented and for which information on the year of the launch is available.
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Mauritius, which records a poverty rate of less than 1 percent.

countries have safety net programs that can
scale quickly to meet the additional needs
of shocks. Programs are increasingly being
designed with this idea in mind. In Ethiopia,
the Productive Safety Net Program includes a
5 percent contingency financing that can be
used to increase the scale of the program in

the event of a drought or food price increase.
Kenya’s Hunger Safety Net Program in
northern Kenya covers the poorest pastoral-
ists in a scalable safety net: the poorest ben-
eficiaries receive transfers every year, and
the number of beneficiaries increases when
rains are sparse and livestock pasture is
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inadequate. This program complements the
Kenya Livestock Insurance Program, which
provides insurance subsidies to the better-
off but still vulnerable households (box 5.5).
Such scalable safety net systems are still in a
nascent stage in Africa.

Humanitarian Aid after Disasters

Many countries in Africa rely on humani-
tarian assistance to provide support to their
citizens in the event of a disaster. Donors
contribute US$1.6 billion a year to United
Nations (UN) appeals for funding to
respond to natural disasters.

However, humanitarian assistance is
neither reliable nor timely. The process of
securing humanitarian aid in the event of
a slow-onset emergency, such as drought,
takes, on average, one year from rain failure
to food aid distribution—with many points
when the resources are provided as the result
of politics and negotiation rather than need.

This is twice as long as the estimated speed of
a shock-responsive safety net with financing
(Clarke and Hill 2013).

The correlation between the cost of World
Food Programme (WFP) food-related pro-
grams and total seasonal rainfall in Kenya
is only =26 percent (Chantarat et al. 2007).
Assessments of the correlation between
rainfall-predicted assistance and actual assis-
tance received for other countries indicate a
wide range of correlation, from 39 percent
to 82 percent (Clarke and Hill 2013). While
this variation could indicate the paucity of
rainfall indexes to identify need, it could also
indicate the unreliability of food aid arriving
to meet income shortfalls.

A second source of unreliability in pro-
viding emergency assistance to needy house-
holds is the challenge of correctly targeting
emergency relief. Distribution is easiest and
cheapest in areas where food aid has been
previously distributed, leading to a bias in

BOX 5.5 Safety nets and subsidized insurance help protect pastoralists in Kenya

Pastoralism in Kenya’s northern regions is highly
susceptible to droughts. Herders have traditionally
migrated to manage the spatiotemporal variation
in forage and water availability, and although this
provides considerable protection, it does not allow
the risk to be fully managed. In these regions, the
Kenyan government provides an unconditional cash
transfer to the poor through the Hunger Safety Net
Program (HSNP), which increases in scale to cover
the other poor, vulnerable households when drought
conditions are severe. It also provides insurance sub-
sidies for index-based livestock insurance (the Kenya
Livestock Insurance Program) to poor but better-off
households that are not covered in the HSNP.

The coexistence of noncontingent transfers to the
poor, state-contingent transfers to other poor, and
insurance subsidies for the near-poor is unique and
provides an opportunity to study the effects of dif-
ferent protection strategies and to simulate the wel-
fare and fiscal gains of integration.

Comparing the estimated impact of each program
can provide an assessment of the benefits for poverty

reduction from an integrated approach to social pro-
tection that provides different programs for the poor
and the vulnerable. Simulated welfare outcomes for
the past five years under different types of programs
in Kenya find little difference in the poverty rate
between offering a larger transfer to the poor every
year and having a smaller transfer to the poor but
the ability to scale up to vulnerable households when
drought conditions were severe (Jensen, Ikegami,
and Mude 2017). This is because for the actual
weather experienced in the past five years, these two
effects cancelled out, and this may not hold true
for other weather draws. There is also little differ-
ence in poverty between providing free insurance
or subsidizing insurance purchases for vulnerable
households.

This analysis highlights the need for further
research on how best to design and integrate
safety nets and insurance subsidies to deter-
mine which combination of policies will most
cost-effectively protect households and reduce
poverty.
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locations selected for food aid distribution
(Jayne et al. 2002). Within selected loca-
tions, beneficiaries have to be quickly iden-
tified, resulting in targeting errors. There is
little recent data on the quality of food aid
targeting. An old study indicates errors of
inclusion of 42 percent and errors of exclu-
sion at 40 percent (Jayne et al. 2001), sug-
gesting that although targeting is progressive,
it is not by much.

As a result, few households report being
able to rely on government support when
disaster strikes—around 1-1.5 percent in
countries with comparable data (as indi-
cated earlier in figure 5.9). The human cost
of this is severe. In Somalia, aid was needed
4 months into the 2011 drought as death
rates started to increase, but the major peak
in funding occurred 10 months after the start
of the disaster, with aid presumably reach-
ing households with some delay after that.
More than 100,000 people had died before
financing increased (Talbot, Dercon, and
Barder 2017). For those who do survive, the
cost of a slow response in terms of lost future
income from nutritional and asset losses is
estimated at a total discounted current value
of US$1,294 per household (Clarke and Hill
2013).

Despite the severe costs of reliance on
humanitarian aid for financing public sup-
port in the aftermath of a disaster, it remains
an attractive mode of crisis management for
governments because the financing under
these conditions is free and other sources of
finance carry a cost. For example, although
the World Bank’s Catastrophe Deferred
Drawdown Option (Cat DDO) would allow
a country to have quick access to finance in
the event of a disaster, this would be in the
form of a loan and counted against a coun-
try’s International Development Association
(IDA) commitment, making it costlier than
grants in the form of humanitarian aid. The
international financial system thus incentiv-
izes countries not to prepare in advance of
a disaster, thus compounding the political
and behavioral incentives that tend to result
in underinvestment of risk reduction relative
to disaster management (see the discussion

below on political incentives and other
constraints).

Reforming humanitarian financing so that
it allows for reliable and quick disbursement
as much as possible would allow countries to
prepare in advance of emergencies and build
systems, such as shock-responsive safety
nets, that can respond nimbly in the event of
disaster. Such reforms would require human-
itarian aid to use decision rules as much as
possible to determine when support will be
provided and to ensure that financing is read-
ily available when those decision criteria are
met (Clarke and Dercon 2016). The decision
rules could be data driven (for example, using
a parametric index) or could include some
discretion. Parametric triggers are desirable
in that they automatically allow financing to
be available. However well designed, though,
parametric triggers cannot capture all the
cases in which emergency funding is needed.
And clear rules on how payments are made
in these cases are also needed. The most cost-
effective financing strategy will depend on
the risk and circumstance but may include
layering multiple sources of finance (Clarke
et al. 2017).

In effect, this would require donors to
shift their humanitarian contributions from
ex post provision to ex ante funding of appro-
priate funds and instruments. Supporting
risk pools, such as the Africa Risk Capacity
(ARC), that provide payouts to African mem-
ber countries in the event of a drought (by
providing capital or by paying member coun-
tries’ contributions) would be one way to do
this.

Risk pools have been used in response to
pandemics. In the aftermath of the Ebola
epidemic, the World Bank’s Pandemic
Emergency Fund (PEF) was launched to pro-
vide fast financing to help countries in Africa
and elsewhere to respond to future epidemics.
The PEF combines insurance (disbursed
when parametric triggers are met) and cash
(disbursed more flexibly) to address a larger
set of emerging pathogens that may not yet
meet the activation criteria for the insurance
window. Donors have paid the insurance
premiums for the insurance window and
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contributed funding to the cash window. The
World Bank Group estimates that if the PEF
had existed in mid-2014 as the Ebola out-
break was spreading rapidly in West Africa,
it could have mobilized an initial US$100
million as early as July to severely limit the
spread and severity of the epidemic. Instead,
money at that scale did not begin to flow
until three months later. During that three-
month period, the number of Ebola cases
increased tenfold.

Reforming humanitarian financing is
essential, but it will not improve support to
households on the ground unless it is com-
bined with improved planning. The ARC
requires each member country to develop
a contingency plan of how payouts would
be used to support households in need.
However, even when contingency plans have
been in place, considerable work has had to
be undertaken after the disaster to determine
how to use the financing. At the most basic
level, preparation before a crisis can involve
better contingency planning that details how
food aid will be delivered. This type of plan-
ning can identify constraints, such as lack
of information or port capacity, that can be
fixed before the disasters and ensure that
government support is timelier and better
targeted (Choularton 2007). More-advanced
planning would involve the design of pro-
grams that provide targeted support in the
event of a disaster, such as safety net systems
that scale employment guarantee schemes or
publicly subsidized insurance.

Finally, for displaced persons, the agenda
goes beyond reforming the financing and
coordination and includes a new approach to
aiding displaced persons (box 5.6).

Addressing Constraints to
Investment in Risk Prevention
and Management

Although these tools to manage and respond
to shocks exist, life in Africa is still very
risky. Several dimensions constrain the use
of more cost-effective means of reducing
and managing risk in Africa, ranging from

the behavioral, to political will and capacity,
to tight fiscal space. And despite the empha-
sis here on these available tools, there is still
scope for more innovation to ensure that
better approaches to reduce and manage risk
become available.

Behavioral Constraints that Limit
Household Investment

Several tools are available to reduce and
manage risk that households do not use.
Some investments to reduce risk expo-
sure can be costly for poor households to
finance—such as investing in irrigation
systems or buying health insurance. Credit
is often not available to the poor for such
investments. Lack of access to credit has
been shown to limit investment in irriga-
tion in India, particularly when these invest-
ments cannot be liquidated (for example,
bore wells rather than pumps, as discussed
in Fafchamps and Pender 1997).

Relatedly, the highly seasonal nature of the
income of many African households means
cash is in short supply for many months of
the year, compounding this problem. When
insurance is offered at a time when cash pay-
ments are made, take-up is higher, allowing
households to benefit from greater coverage.
Households provided with cash transfers
in Tanzania were 36 percent more likely to
enroll in the most prevalent type of health
insurance, the Community Health Fund
(Evans, Holtemeyer, and Kosec 2016).

Abstracting from the ability to finance
actions that could reduce a household’s risk,
there are critical behavioral aspects to choos-
ing these investments that can reduce risk
exposure. First and fundamentally, using for-
mal savings and insurance requires consumers
to put their trust in such financial institutions.
This can be particularly problematic regard-
ing insurance: in an environment where regu-
lation of insurance companies and products is
weak, consumers may be correct to have low
levels of trust in insurance companies (Clarke
and Wren-Lewis 2016).

In addition, although these investments
may help households reduce and manage
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BOX 5.6 A new humanitarian-development paradigm emerges for managing long-term
displacement crises

Looking ahead, a new paradigm for addressing the
needs of displaced persons is emerging. The Syrian
and European Union (EU) refugee crises of the past
few years have brought the plight of the displaced
populations to global attention. This renewed atten-
tion, in turn, has highlighted the shortcomings of
the existing approach to address displacement cri-
ses, particularly if protracted, and these changes are
important for Africa.

Historically, the approach to managing refu-
gee and IDP crises has focused on the humanitar-
ian side, where shelter and protection were the
primary objectives in the expectation that crises
would be temporary. At a later stage and with the
extension of crises into the long term, the devel-
opment community was called upon to intervene
with development programs. Neither of these two
approaches proved successful in addressing pro-
tracted situations, and the new push for solutions
determined by recent events has fostered the cre-
ation of a new paradigm—one where the humani-
tarian and development communities engage in
displacement crises together from the very begin-
ning (Devictor 2016).

This new paradigm entails a shift from popula-
tion-based policies (programs for refugees and IDPs)
to area-based policies (programs for areas X and Y
hosting refugees, IDPs, or both). This shift recog-
nizes that the victims of displacement crises are not
only the displaced but also the host communities
and that both communities face a crisis that needs
to be addressed first and foremost with economic
means—in short, economic growth. This, in turn,
has led to the creation of “compacts,” policies that
group a bundle of economic and social protection
programs targeting a specific area. First piloted in
the Middle East, “compacts” are now starting to be
experimented in Africa, starting with Ethiopia. The
new paradigm is therefore very new, but it has now
reached Africa and is expected to be a real game
changer for managing displacement crises.

By turning policies from being population-based
to being area-based, the scope for development
organizations’ involvement changes. Organizations
such as the World Bank have the knowledge and

experience to design and implement growth policies.
Regulatory business reforms, micro and macro
credit policies, investment policies, public-private
partnerships, labor market policies, and privati-
zation and liberalization processes are the areas
where the World Bank has a comparative advantage.
What needs to be developed is the protocol for the
implementation of these policies in fragile environ-
ments that require quick responses and frequent
adaptations because of volatility and security
considerations.

Forced displacement situations are volatile by
nature, even when protracted, and sustainable devel-
opment solutions are hard to implement. Food assis-
tance programs may be urgently needed but may
displace finance and human resources from other
programs addressing forced displacement. This
highlights the difficulty of the development plan-
ning process with these populations. On the one
hand, the development community is needed to find
sustainable development solutions for protracted
displacement situations. On the other hand, forced
displacement situations remain highly volatile, even
when protracted.

As argued above, poverty reduction efforts in
the context of forced displacement require joint
humanitarian and development actions that are
area-based, multidimensional, and growth oriented.
However, none of these measures would be fea-
sible in the absence of a secure environment. This
is the responsibility of security organizations such
as national or international military organizations
that are typically operationally disconnected from
development organizations and only broadly con-
nected with humanitarian organizations. While the
humanitarian-development new paradigm is in its
infancy, a further leap forward toward cooperating
with security organizations will be needed to ensure
that humanitarian and development operations can
operate in a secure environment long enough to
become effective as tools for prevention of further
conflict. In the absence of these preconditions, con-
flict, displacement, and poverty remain locked in a
self-reproducing cycle.

Source: Verme 2017.
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risk, they do not yield much of a return in
the immediate future. Some may even be
quite costly for several years before gains are
realized. This is particularly true not only for
investments in natural regeneration of trees
and land but also for savings in environ-
ments where real interest rates are low and
for purchases of insurance to cover extreme
events. Poor households are more likely than
richer households to focus more attention
on the pressing demands of the present—
a scarcity-induced focus on the present
(Mullainathan and Shafir 2013; World Bank
2015b)—making prioritizing investments of
this type particularly challenging for poor
households. In addition, individuals often
exhibit time-inconsistent behavior, behav-
ing more impatiently in the present (choosing
consumption over saving and investing) than
they would want their future selves to behave.

Devices that help individuals commit to
an action can help overcome this challenge
(Dupas and Robinson 2013). For many in
Africa, as discussed earlier, devices that help
households save also help protect against
demands on cash from family and friends.

Resignation to the uncertainty of life and
low aspirations of poor households in Africa
also play a role in explaining why some of the
tools that are available to help manage risk
are not used (also see box 2.2 in chapter 2).
At lower income levels, individuals are more
likely to agree that it is better to live day-to-
day because of the uncertainty of the future
(Haushofer and Fehr 2014; World Bank
2015b). This resignation may in part arise
because of the high degree of uncertainty
that poor individuals face. However, it limits
the degree to which households take actions
to control the risk in the world around them.
Certain interventions—such as screening
videos that document individuals succeed-
ing in taking actions hitherto unimagined by
the viewers—can alter individual aspirations
(Bernard et al. 2014).

Relatedly, individuals often have little
information available to them about the risks
they face; they are not sure how likely bad
events are and what losses they would experi-
ence were a bad event to occur. This is even

more pronounced when the nature of the
risk is changing, such as weather risk in the
presence of climate change. This uncertainty
is unpleasant; individuals have an inher-
ent aversion to ambiguity. Ambiguity about
the probability or nature of losses can cause
households to choose to avoid risk and limit
their exposure to the ambiguous, but it can
also cause them to avoid the use of uncertain
new tools that may help reduce exposure to
risk (such as a water disinfectant) or to help
manage risk (such as a new insurance prod-
uct) (Bryan et al. 2016).

In the presence of credit constraints and
factors such as present-time bias, resignation,
and ambiguity, even small barriers to better
risk prevention and management can cause
inaction. Even small obstacles to investing in
health care can cause individuals to forgo pre-
ventive health care. Thus, even very low prices
can cause adoption of preventive health care
practices to fall substantially (figure 5.14).

FIGURE 5.14 Take-up of preventive health care products drops

precipitously in response to very small fees
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Behavioral factors mean that house-
holds’ actions to reduce risk exposure do
not depend only on their financial means
or lack thereof. And these factors are argu-
ably greater obstacles for the poor who have
more to lose from risk. Offering products
for free can encourage poor households to
experiment with a product that they are
unsure will benefit them, and it may also
indicate a social norm that the product
should be used by everyone.

When targeting is difficult or a large
share of the population would need to be
targeted, universal subsidies may prove
more efficient. However, it is important that
subsidies are designed to be “smart” and do
not encourage households to overconsume
risk. For insurance, this can mean provid-
ing information on the full price of the prod-
uct and providing temporary vouchers; not
going below the actuarially fair price; pro-
viding proportional subsidies, not premium
caps; and ensuring a long-term government
financing plan if the subsidies are likely to
be in place for a long time (Hill et al. 2014).
Strong outreach to encourage take-up can
also help increase demand or investments to
improve the efficiency with which markets
provide products and services to reduce and
manage risk.

Constraints to Development of Savings
and Insurance Markets

Constraints to household investment limit
the demand for products that aid risk pre-
vention and management. Besides weak
demand, other factors limit the supply of
these products. Many insurance compa-
nies in Africa earn a large share of their
income from covering nonpoor urban con-
sumers, usually for vehicle or life insurance.
The market remains underdeveloped for
other products and for rural households.

Asymmetric information—where insur-
ance companies lack information about the
types of people they insure (adverse selection)
and the types of behavior that insured indi-
viduals adopt (moral hazard)—impedes mar-
ket growth and makes insurance costlier.

High fixed costs in insurance infrastruc-
ture and reinsurance can result in natural
monopolies or monopsonistic competition.
Insurance is a service good with relatively
high design and infrastructure costs and rela-
tively low marginal costs for issuing policies.
As such, insurance markets are characterized
by high fixed costs and low variable costs.
Only large insurance companies might be
able to afford the high fixed costs involved
in reinsurance and establishing the neces-
sary infrastructure for an effective insur-
ance scheme, which could result in market
concentration. More generally, many of the
risks that affect households in Africa are
strongly covariate across a geographic area.
This requires a large risk pool (larger than
the affected area) or large investments in
capital, which in turn make insurance more
expensive. Increasing the risk pool may be
challenging in a small country or when insur-
ance operations are just starting.

Clear regulation and public investment
can help address these problems. It is impor-
tant for public intervention to get as close as
possible to addressing the root distortion that
causes the market to fail or function poorly.
This requires knowing the market, how it
works, and where the imperfections are.

Investing in information systems can
reduce asymmetric information. Index insur-
ance provides a way of overcoming adverse
selection and moral hazard in agricultural
insurance markets, but the cost it introduces
is basis risk (the difference between the index
on which the insurance is based and the loss
an individual experienced). Reducing basis
risk requires high-quality indexes. Public
investment in a network of tamper-resistant
and reliable weather stations has increased
the quality of the index and increased the
demand for products. Halving the aver-
age distance between a farmer and the ref-
erence weather station increased demand
by 18 percent (Hill et al. 2014), and reduc-
ing the distance between a farmer and the
reference weather station by 1 kilometer
increased demand by 6 percent (Mobarak
and Rosenzweig 2013). However, insurance
contracts based on area yield indexes do in
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general carry much lower basis risk (Carter,
Galarza, and Boucher 2007; Mahul, Verma,
and Clarke 2012). Typically, government
statistical agencies capture this type of data
annually for government statistical purposes.
With additional investment and improvement
in the speed and reliability of collection, these
data can be used for insurance purposes also.

Investments in information systems to
detect disasters can improve public safety
nets, too. Early-warning systems that pro-
vide information on climate and price shocks
and disease surveillance systems that provide
information on pandemics provide early indi-
cations that disasters are unfolding and allow
governments to plan their response.

Mandates and care of chronic condi-
tions can help overcome adverse selection
in health insurance. Enrollment in volun-
tary health insurance schemes is often more
prevalent in households with chronically
sick members, which is evidence of adverse
selection (Wagstaff et al. 2009). Perhaps
one of the most effective ways of address-
ing adverse selection in health insurance
markets is to make insurance coverage
mandatory. When it is mandatory, insurance
premiums become cheaper as the riskiness of
the insurance pool falls. However, it may be
important for premium subsidies to be pres-
ent to help households pay for mandatory
coverage or to ensure political support for
mandating. Mandates can also be challeng-
ing to enforce.

Care of chronic conditions can also help
address adverse selection. For example, in
Cambodia, the government provides free
health care to all those who suffer from
chronic health conditions, such as tubercu-
losis, allowing private insurance products
to omit coverage for such conditions and
be less subject to adverse selection (Levine,
Polimeni, and Ramage 2016). Public provi-
sion of insurance for chronic conditions may
become increasingly important for encour-
aging private health insurance markets to
develop as the health burden of chronic dis-
eases becomes higher in Africa.

Fixed costs may fall with better regu-
lation and public investment. Providing a

clear regulatory framework to reduce invest-
ment uncertainty and public provision of
some of the fixed investments that need to
be undertaken can help encourage market
development. In particular, support to help
design insurance policies may be needed
in contexts where there is limited capacity
within the private insurance market for inno-
vation in product design.

Political Incentives and Other
Constraints to Ex Ante Government
Action

Government commitment and public financ-
ing has an important role to play in devel-
oping shock-responsive safety nets and in
increasing the use of irrigation, bed nets,
and other risk-prevention investments.

Yet public financing of programs to reduce
volatility is limited. Public spending on irri-
gation has been a key driver of agricultural
gains in Asia, yet irrigation receives less than
10 percent of agriculture public spending in
all countries in Africa except Mozambique,
where it receives about 15 percent (Goyal and
Nash 2017). Cambodia, India, and Thailand
were able to increase health insurance cover-
age through publicly funded health insurance
schemes. China’s agricultural microinsurance
market grew to be the second-largest agricul-
tural insurance market in the world by 2008
because of government support and subsidies,
and in fact 63 percent of agricultural insur-
ance markets in middle- and low-income
countries receive premium subsidies. There
are no state-sponsored agricultural insurance
programs in Africa. As for health insurance,
Ghana and Rwanda are notable as being the
only countries to have increased health insur-
ance coverage nationwide through important
government revenue financing and (in the
case of Rwanda) donor-funded support.

Safety net programs are also not at scale to
serve the poor. On average, the region devotes
1.7 percent of GDP for social safety nets, but
given the extent of poverty, around a quar-
ter of the poor are covered by a social safety
net intervention. In low-income countries,
only 20 percent of the population received
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any social safety net assistance, while higher-
income countries cover around 30 percent
of the population (Beegle, Honorati, and
Monsalve 2018).

Some African countries provide safety
nets that do provide some protection to their
citizens. Safety net coverage as a share of
total population in southern Africa is almost
four times that of central Africa and twice
that of eastern and western Africa. South
Africa spends 3.3 percent of GDP on social
transfers (the child support grant and the
old-age grant are the two largest programs),
reducing poverty by 8.8 percentage points
(Inchauste et al. 2016). Ethiopia spends
2 percent of GDP on social transfer programs
(World Bank 2014b). However, to date, in
many countries, humanitarian assistance is
still the main source of funding for helping
households manage health and climate risks.

Four key constraints to effective govern-
ment action in this area can be articulated.
First are the perverse political incentives.
Investing resources to reduce risk and develop
systems to respond to disasters in years when
they do not occur can be hard to justify.
Saving for a rainy day does not offer any vis-
ible benefits and may not even be used before
the next election. Conversely, big spending in
the wake of disasters suggests that govern-
ments know what they are doing (Clarke and
Dercon 2016). Evidence from India, Mexico,
and the United States shows that elector-
ates reward government spending on disaster
management but not spending on disaster pre-
paredness (Boudreau 2016; Cole, Healy, and
Werker 2012; Healy and Malhotra 2009).

Public advocacy that encourages elec-
torates to be more supportive of disaster
preparedness and less supportive of ad hoc
spending on disaster response could help.
However, this phenomenon is compounded
in Africa by the international humanitarian
financial system, which has been likened to
begging bowls (Clarke and Dercon 2016) in
which funding comes only after disasters
occur and the same funding is not present
to help governments reduce risk and develop
systems to respond. In addition, the unreli-
ability of humanitarian finance can make

it difficult for governments to invest in sys-
tems that will commit support to citizens
in the event of a disaster when the funding
is not certain. Further action is needed to
develop contingency plans and safety net
systems and to assess how to bring together
different sources of financing to support
these plans.

Second, many countries in Africa real-
istically lack fiscal space to spend on
such investments. Chapter 6 (“Mobilizing
Resources for the Poor”) further dis-
cusses issues with the limited fiscal space
for spending that matters most to the
poor. Policies that might be adopted and
make fewer demands on public resources
may be of limited benefit for the poor.
Contributory insurance schemes (such as
employment-related health insurance) have
the problems of making labor more expen-
sive, not covering the unemployed, and
encouraging informal labor markets (Gill,
Revenga, and Zeballos 2016). Donor fund-
ing can be used to sustainably cover costs
(such as for health insurance in Cambodia),
and schemes can be increasingly domesti-
cally financed over time as they become
more proven (as in the case of Ethiopia’s
safety net or Ghana’s national health insur-
ance scheme, although the latter is running
a serious deficit now).

Certainly, some spending could be
realigned to more effectively reduce risk. For
example, irrigation could become a higher
priority in agriculture spending to increase
both agricultural growth and the stability of
agricultural incomes (Goyal and Nash 2017).
Some expenditures put in place to protect the
poor (for instance, some broad subsidies on
food or some energy products) or other pro-
grams that fail to target the poorest can also
be redirected to better-targeted safety net
programs that build resilience and could be
scaled up when disasters strike.

Third, countries face not only fiscal
constraints but also capacity constraints.
Many of the most promising strate-
gies to reduce and manage risk require
quite sophisticated technical expertise
to put into action—for example, water
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engineers, agronomists, health care pro-
fessionals, actuaries, and other insurance
professionals. This technical expertise is
not always readily available in each coun-
try in Africa.

Finally, tackling some aspects of risk
and volatility requires coordination across
national borders, because the risks are too
large to be managed cost-effectively by one
country alone. Drought risk can better be
managed in a regional risk pool such as the
ARC. Pandemic risk can better be managed
collectively across countries. However, this
requires considerable investment in coordi-
nating across governments and agreement
beforehand on who owns what risk and who
will do what.

The Need for Innovation

Although many beneficial tools are avail-
able, cost-effective technologies to manage
risk are still lacking in some cases. For exam-
ple, although irrigation is beneficial in many
places where it is underused, it is not benefi-
cial everywhere. Even if the existing potential
for irrigation were fully exploited in East and
West Africa, it would only comprise at most
20 percent of cropland (Cervigni and Morris
2015). Cheaper technologies for irrigation
are needed, particularly in places where
groundwater is deep. In addition, better tech-
nologies are needed for harvesting and using
rainwater where irrigation will remain hav-
ing limited potential. There is also often little
information available on the type of ground-
water resources available, which determines
the type and cost of irrigation to be used, and
investments in the basic information base is
also often needed. In recent years, drought-
tolerant seeds that do not impose a cost of
average yields have emerged, but seeds that
provide this type of protection and do not
put farmers out of pocket as a result of the
cost of seed purchase or lower yields are not
available in many places.

Financial innovation is also needed.
There are still too few tools to help house-
holds manage the risk of lost income when
drought occurs. Few index-insurance

products have proven that the index on
which they are based is of sufficient quality
to make this a useful insurance product for
many farmers in Africa (Morsink, Clarke,
and Mapfumo 2016). Although many pilot
crop index insurance schemes have been
tested in Africa, few have achieved scale,
in part because of the poor quality of the
indexes but also because the products are
costly and too complex for farmers to
understand. Further innovation in agricul-
tural insurance is needed to develop good
indexes and products that benefit the poor.
It may be the case that insuring groups of
farmers is more realistic (with indexes that
capture aggregate risk) than insuring indi-
vidual farmers (Dercon et al. 2014).

Information and communication tech-
nologies can also help strengthen financial
markets in Africa. Low rates of saving with
formal institutions reflect low rates of for-
mal account ownership. In 2014, 34 percent
of the adult population in Africa had a bank
account, and only 25 percent of the bot-
tom 40 had one, compared with the global
average of 62 percent. Although low, formal
account ownership has increased by about
50 percent from 24 percent in 2011, largely
because Africa now leads the world in the
proportion of adults (12 percent) who have
a mobile money account. If everyone who
received private sector wages in cash received
this in an account, 7 percent more people in
Africa would be banked, and if everyone who
received payment for sales of crops received
this in an account, 36 percent more people
in Africa would be banked (Demirgiig-Kunt
et al. 2015a).

The most prevalent disasters in Africa are
slow in onset, and improving information
about shocks as they gradually unfold can
improve the speed of the response and pre-
vent the disasters from having such a large
impact on welfare. Improving the speed and
efficiency of data collection in early-warning
systems can help—a good example being
the WFP’s mobile vulnerability monitoring,
in which food security questions are col-
lected monthly from households by mobile-
phone interviews. This has been rolled out
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in multiple countries across Africa and has
increased the quality of the information on
food security available after a disaster.

Information on the nature of risk and its
impact on welfare is also not always readily
available. Household survey data are needed
to inform who is poor, who is at risk of fall-
ing into poverty, and what shocks households
report experiencing. Without such data, it is
not possible to design and implement social
assistance and social insurance programs
(Gill, Revenga, and Zeballos 2016).

In addition to household surveys, risk
modeling is required to provide information
on the frequency and severity of risks that
affect household livelihoods. Risk model-
ing is a widely used tool in risk manage-
ment in high-income markets but is not often
applied to the risks that are most common in
Africa. Most modeling considers the impact
of natural disasters on physical assets such
as buildings and bridges, but in Africa the
impact of natural disasters, such as drought,
on livelihoods is the more pressing concern.

Notes

1. Maternal mortality data from the World
Health Organization (WHO) Global Health
Observatory (GHO) database: http://www
.who.int/gho/maternal_health/mortality
/maternal_mortality_text/en/.

2. Data from the Armed Conflict Location and
Event Data Project (ACLED): https://www
.acleddata.com/.

3. The term “uninsured risk” describes the risk
of shocks to income that affect household
consumption because households cannot use
safety nets or financial assets and markets to
manage them. Insurance here does not refer
to the narrow definition of formal insurance
contracts.

4. Environmental factors believed to be predic-
tors of resistance (such as sanitation, animal
husbandry, and poverty) and other struc-
tural components of the health sector were
included as controls but were not significant.

5. Nikoloski, Christiaensen, and Hill (2016)
use the same approach as Heltberg, Oviedo,
and Talukdar (2015) but focus on data
on self-reported shocks collected in World

Bank Living Standards Measurement
Study-Integrated Surveys on Agriculture
(LSMS-ISA) in six Sub-Saharan African
countries. This section draws substantially
on Nikoloski, Christiaensen, and Hill (2016).

6. Self-reported health data may suffer from, or
are often reported with, significant reporting
bias, especially for poor households (see, for
example, Das, Hammer, and Sdnchez-Paramo
2012), but high levels of weather and health
risk are also observed in objective data.

7. A household is in an area affected by conflict
if a household is in a 25-kilometer radius of
10 conflict-related fatalities in the previous
year. This definition is used because much
of the cost of conflict comes not from direct
exposure to violence but rather from the inse-
curity associated with conflict. The cost of
insecurity can account for half the cost of the
impact of conflict on household consumption
(Rockmore 2017).
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POLITICS AND PRO-POOR POLICIES

Governance—the process of designing and
implementing policy—underlies every
aspect of how countries develop and how
their institutions function. Unfortunately,
quite often, the governance process fails to
deliver, especially for the poor: Governments
may fail to adopt pro-poor policies or to
shift toward progressive spending. Or when
adopted, these policies may fail to achieve
their intended goals or are distorted from
them in implementation.

Putting governance front and center of the
development agenda is essential for promot-
ing sustained economic growth and encour-
aging more equitable and peaceful societies.
It is then also a critical aspect of the poverty
agenda in Africa because it drives the real-
ization of the best technical work and policy
formulation. There is a wealth of discussion
and evidence on how governance, corrup-
tion, power structures, and the like impede
poverty reduction. The purpose of this
Fundamental is not to delve into the com-
plex topic of governance but to highlight how
politics in particular intersects with the pov-
erty agenda. Overlaying persistent poverty in
Africa is a story of political leadership—the
incentives and will of elites at both the local
and national levels to pursue pro-poor poli-
cies, broadly defined.

Varying Politics and Incentives,
Varying Results

Adverse political incentives thwart efforts to
pursue effective pro-poor policies. This is a
challenge not just in countries with high levels
of corruption and weak institutions (World
Bank 2016). It has been argued that the vari-
ance in not only abilities but also motivations
of African elites explains why some coun-
tries in Africa have inclusive growth while

Kathleen Beegle

others struggle to accelerate poverty reduc-
tion despite growth (Mosley 2014).

Part of the challenge may be that gov-
ernment leaders and decision makers often
live apart from the communities they tax
or spend on, so their incentives to spend on
public goods may be different from the incen-
tives of their taxpayers. For such leaders, the
primary consequences of poor roads or lack
of security are poor public opinion of leader-
ship by citizens or at worst an administrative
sanction. The potential costs of poor educa-
tion or of crime affecting lives and property
may not be incorporated fully into public
investment decisions when a leader does not
live in an affected community or neighbor-
hood and when there is little likelihood of
criminal prosecution or other consequences
for negligence in failing to provide or main-
tain a service.

Voting does not necessarily fix this prob-
lem. Competition in the market for votes,
like other competition, might generally
provide what the public wants—with a twist
that arises when voters can observe inputs.
But often those markets are imperfect, and
instead decisions to spend and locate funds
for infrastructure will turn to those who
reward the incumbent government. In other
words, if the very poor have little economic
clout or political voice, their well-being may
be ignored. And instead, policies that have
tangible benefits and that are concentrated
among groups of individuals with more clout
are easier to carry out.

Public investments respond to political
systems. The sharing mechanism for district
funds in Ghana from the central government
is significantly influenced by politics, with
swing-voting districts receiving extra funds
(Fumey and Egwaikhide 2018). In Kenya, dis-
tricts that shared ethnicity with the president
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received twice as much expenditure on roads
and had four times the length of paved roads
built (Burgess et al. 2015). Electoral com-
petition can reduce ethnicity-related policy
distortions: patronage took place mostly
during autocratic periods and not during
the periods of multiparty political competi-
tion. Also in Kenya, a choice experiment in
which 179 elected county councilors in rural
Kenya chose among alternative water infra-
structure projects revealed substantial favor-
itism to their home villages (Hoffmann et al.
2017). In Sierra Leone, chiefdoms with less
political competition have significantly worse
development outcomes (Acemoglu, Reed, and
Robinson 2014). And in Africa, vote buying
is associated with lower provision of broadly
delivered pro-poor public services in health
and education (Khemani 2015).

Channels for Change

Despite the sizable challenges, there are
experiences where countries have political
leadership that leads to improved rules, insti-
tutions, and processes that have helped them
move closer to reaching their development
goals. As outlined in World Development
Report 2017: Governance and the Law,
such change happens through three chan-
nels: (a) shifting incentives; (b) considering
the interests of previously excluded partici-
pants, thereby increasing contestability; and
(c) reshaping the preferences and beliefs of
those in power (World Bank 2017).
Incentives are fundamental to enabling
commitment in the policy arena, including
policies that benefit the poor. The low qual-
ity of public services—especially schools
and health services—may prompt the upper
classes to use private services, which in turn
weakens their willingness or incentive to fis-
cally support public services. But the right
incentives can spur change: the first antipov-
erty programs in 19th-century England and
Wales were pushed by the wealthy land gen-
try who were eager—against the backdrop of
the Industrial Revolution, which was draw-
ing labor to cities (as well as the threat of the

neighboring French Revolution)—to keep
labor in rural areas.

Contestability—concerning who is
included or excluded from the policy arena—
is determined by the relative power of the
different actors and barriers to entry. When
procedures for selecting and implementing
policies are more contestable, those policies
are perceived as fair and induce cooperation
more effectively; that is, they are seen as more
legitimate. Participation and ownership in
the design of rules can also increase volun-
tary compliance. However, entrenched social
norms may make it difficult for poor and
disadvantaged groups to participate in policy
discussions and formulation; participants in
civic activities tend to be wealthier and better
educated.

The preferences and beliefs of decision
makers matter for shaping whether the out-
come of the bargain will enhance welfare and
whether the system will be responsive to the
interests of those who have less influence.
Changes in preferences can help jump-start
coordination to work toward a better-for-all
situation. Accumulating evidence about the
effectiveness of pro-poor spending and poli-
cies can shift decision makers’ beliefs toward
such efforts. Shifting the leaders’ beliefs
through robust evidence and debunking the
myth that lazy recipients misuse benefits was
influential in scaling up social safety nets in
Africa (see chapter 3 in Beegle, Coudouel,
and Monsalve 2018).

In the political space, another approach
is to recognize and invest in the critical role
of citizen political engagement (the abil-
ity to select and sanction political leaders,
be it through electoral institutions or other
means) in conjunction with transparency
(citizens’ access to information about gov-
ernment actions) (Devarajan and Khemani
20165 World Bank 2016). Nonpolitical
forms of citizen engagement—bypassing the
political process—may have more limited ben-
efits. Within Africa, resource-rich countries
especially suffer from fraught accountability
relationships, which partly explains their poor
track record on human development, despite
high national incomes (de la Briere et al. 2017).
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Mobilizing Resources for the Poor

Kathleen Beegle and Alejandro de la Fuente

he agenda to address poverty in Africa extends beyond shifting programs and

policies. It also requires careful revisiting of a range of fiscal issues. Current levels of

public spending that effectively reach and benefit the poor are not nearly sufficient
and are often poorly spent. This chapter explores how poverty reduction can be acceler-
ated by mobilizing more resources, domestically and internationally, and by spending more
efficiently and with a greater focus on the needs of the poor in terms of both raising their
income today and investing in the next generation.

What is the path to tackle these challenges? First, on the revenue side, countries need to
mobilize more resources domestically. While mobilizing domestic revenues (with value added
tax [VAT] expansion currently a favorite vebicle), countries need to make sure the poor are net
receivers. Other promising avenues include improving tax compliance, with a larger focus on
local large taxpayers, corporate taxes, and transfer (mis)pricing (which has a global agenda)
as well as on excise and property tax collection. Yet, even with improvements in domestic
resource mobilization, international development assistance will still be critical in the poorest
and most fragile countries for both direct spending and to leverage private capital. Aid makes
up more than 8 percent of gross national income (GNI) for half of Africa’s low-income coun-
tries, but in recent years aid to countries in the region has been declining.

Second, spending patterns need to shift toward more pro-poor investments and improve-
ment of the levels spent in critical sectors, the instrument or programs for a given investment,
and the efficiency of implementation. The levels of spending on “pro-poor” sectors have a
mixed track record, with some countries generally reaching international targets (as in educa-
tion) but others falling short (in bealth; water, sanitation, and hygiene [ WASH]; risk manage-
ment; and agriculture and rural infrastructure). The choice of program design matters for
given spending: untargeted programs can result in large shares of spending going to nonpoor
households. One obvious area for attention are the currently high subsidy expenditures (in
energy and fertilizer), which are often regressive and have little impact on poverty. Cash trans-
fers seem more effective and efficient than subsidies where evidence exists, but more evidence
is needed to compare their performance with public-good provision for the poor in agriculture
and rural infrastructure, security, risk management, education, and health. Agricultural and
rural spending should tilt more beavily toward investment in public goods.

And finally, significant inefficiencies in spending need to be addressed. It is not only low
spending that explains the low quality of health and education services.
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Africa’s Large Poverty Financing
Gap

Beyond shifting development priorities and
policies, the agenda to accelerate poverty
reduction in Africa requires the harness-
ing of more resources. The message about
spending more and spending better to
address the critical needs of the poor is at
the core of the Addis Ababa Action Agenda
that emerged from the Third International
Conference on Financing for Development
in 20151

Assessing a country’s poverty financing
gap requires a sense of the needs of the coun-
try’s poor as well as of the country’s capacity
to mobilize the resources to meet those needs.
This is challenging both conceptually and
datawise. One metric regularly used to gauge
needs is the aggregate poverty gap (APG):
the monetary value of the gap between the
income of the poor and the international pov-
erty line, aggregated across the poor popu-
lation. It gives an estimate of the amount
necessary to mechanically lift all the poor out
of poverty through redistribution. As such, it
provides a first (and imperfect) benchmark.2

In 17 out of 45 countries with data, rep-
resenting more than one-third of the poor in
Africa, at least 10 percent of GDP (in 2016
prices) would be needed to fill the aggre-
gate poverty gap. All but two (Lesotho and
Zambia) of these are low-income countries.
For Burundi, the Central African Republic, the
Democratic Republic of Congo, Madagascar,
Malawi, and Mozambique, closing the gap
would require more than 50 percent of the
country’s GDP. By comparison, government
tax revenues were only 9 percent on average in
Africa’s low-income countries.

Filling the poverty income gap would
leave nothing for public-good provision, so
clearly it is not a realistic option. Not surpris-
ingly, the APG is 3 percent or less of GDP
(in 2016) for most of Africa’s middle-income
countries (17 out of 20 countries), with
Lesotho, Nigeria, and Zambia being excep-
tions. In most of the non-low-income coun-
tries, the challenge is not so much the amount
of resources required by the poor to reach

the poverty line but the decision and effort
to redirect resources to the poor to raise
incomes. Using a different but related metric,
in 22 (mainly middle-income and resource-
rich) countries, out of the 43 for which there
are data, closing the gap would imply a rate
of less than 10 percent on the income of the
nonpoor above the poverty line (figure 6.1).2

Despite rapid growth in natural resource
revenue, for most countries in Africa, it is also
not sufficiently large to address the poverty
gap, even in theory (figure 6.2). In only five
African countries (Angola, Botswana, the
Republic of Congo, Gabon, and Mauritania)
would a direct transfer of 7 percent (or less) of
resource revenues fill the poverty gap.

These numbers indicate that especially
Africa’s low-income countries are unlikely
to have the financial capacity to overcome
poverty and that the need for international
financial assistance will continue. Other
direct estimates of the cost to make cer-
tain core social services available or to
finance achievement of the United Nations
Sustainable Development Goals (SDGs)—
which come with their own conceptual and
measurement challenges—confirm the large
gap between existing domestic resources
(combined with overseas development
assistance) and the cost of reaching global
targets (DFI and Oxfam 2015; Greenhill
et al. 2015; Schmidt-Traub 2015).

Fiscal Systems in Africa
Revenue and Spending Space

States get tax revenues directly (for example,
from personal and corporate income taxes)
and indirectly (for example, from VAT,
excise taxes, and customs duties). Some gov-
ernments obtain further revenues through
grants from donors, international organiza-
tions, and natural resources, when available.
These different revenue sources—as well as
governments’ ability to manage arrears, bor-
row, and attract private capital for public-
private partnerships—determine the fiscal
space for African governments to spend.
There are huge challenges to both raising
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FIGURE 6.1 High poverty levels imply high tax rates on the nonpoor to cover need
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revenues domestically and increasing other
sources of revenue, including from interna-
tional aid (which is decreasing) or interna-
tional financial markets, given rising debt
levels.

Domestic Resources
In most of Africa’s low-income countries,
the domestic revenue imperative remains
stark. Several have tax revenues (that is, rev-
enues net of grants) of less than 13 percent
of GDP —the “tipping point” below which
executing basic state functions and sus-
taining development become problem-
atic (Gaspar, Jaramillo, and Wingender
2016). Among Africa’s low-income coun-
tries, the average 2013 tax revenue share
of GDP was 14 percent (figure 6.3). It was
slightly larger for lower-middle-income
countries (19 percent). The Organisation for
Economic Co-operation and Development
(OECD) average in 2015 was 34.3 percent
(OECD 2017).

However, a country’s level of economic
development does not fully predetermine
its capacity to raise revenues. Government

FIGURE 6.2 Natural resource revenues are not sufficient to
eliminate the poverty gap
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FIGURE 6.3 Most African countries have a domestic revenue deficit
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revenue exceeded 20 percent of GDP in
Mozambique and Zimbabwe, both low-
income countries. Lately, domestic revenue
collection has also improved across Africa.
The region experienced the world’s largest
increase in tax revenue as a share of GDP
since the turn of the century (IMF 2015). As
noted, however, this is from a low level, and
disconcertingly, the countries with the lowest
domestic resource mobilization are also pro-
jected to grow these revenues at lower rates,
further widening the gap (DI 2015).

Most African countries rely heavily on
indirect taxes on the sale of goods and ser-
vices. These include VAT, trade taxes paid at
the port, and excise taxes (such as fuel taxes).
VAT, in particular, has led the way to raise
domestic revenues. Indirect taxes are often
also invisible to consumers, and if kept simple,
easier to administer. This makes them a pre-
ferred tax instrument in many lower-income
countries, where administrative capacity

is limited. In addition, informal businesses
are widespread in low-income countries; they
are generally cash-based and hard to tax.
Therefore, lower-income countries rely more
than middle-income countries on indirect
taxes, but this has pernicious consequences
on welfare, as the next section shows.

Direct taxes are the second main source
of revenues for African countries. Yet
total revenues from personal income taxes
amount to only half of the revenues from
indirect taxes. The main direct taxes are
personal and corporate income taxes. Their
contribution as a share of GDP has not been
improving, either because governments have
discouraged marginal increases in corpo-
rate and personal income taxes or because
income earners have avoided complying.
Property taxation contributes little (0.1-0.2
percent of GDP, for those countries where
reliable information exists) (Moore and
Prichard 2017).
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Some countries in Africa also generate
substantial revenues from natural resources.
Out of 37 countries for which data are avail-
able, 22 are considered resource rich—from
countries rich in oil (like Chad and the
Republic of Congo) to those that mine dia-
monds (Botswana) and minerals (Mauritania
and Niger). In these countries, revenues from
natural resources make up 10-20 percent
of GDP.

Tax revenues in low- and middle-income
countries with substantial natural resources
tend to be higher than in countries at the
same income level that lack such resources.
So, in principle, resource revenues can
enhance spending on pro-poor sectors such
as the social sectors (for example, health and
education); agricultural and rural develop-
ment; and social protection programs, includ-
ing cash transfer schemes that strengthen the
poor’s risk management capacity. However,
these revenues often go directly from the
extracting companies to governments,
without citizen involvement. This weakens
citizens’ ability to scrutinize government
expenditures (as discussed in chapter 1). As a
result, poverty reduction is slower and multi-
ple human development indicators are worse
in resource-rich countries in Africa than
in other countries at the same income level
(Beegle et al. 2016; de la Briere et al. 2017).

Taken together, the low base on which to
tax, the limited capacity to tax more, and the
political inability to channel national income
from natural resources to pro-poor spending
result in a large poverty financing gap. Low-
income countries face the greatest needs, have
the lowest taxable base, and are least efficient
in mobilizing revenues. Financing from for-
eign donors or international organizations
will remain a critical source of funding for
many of the poorest African countries in the
foreseeable future.

Foreign Assistance

While domestic resources are the largest
resource available to African countries in
aggregate, aid makes up more than 8 percent
of gross national income (GNI) in half the
low-income countries in Africa (figure 6.4).%

It is often geared toward pro-poor sectors
such as health, agriculture, and education.
For example, aid finances three-quarters
of public health spending in Rwanda (DI
2015), and donor funds finance 90 percent
of public agriculture spending in Burundi
(Pernechele, Balié, and Ghins 2018). The
sectors of education, health, and financial
support to the poorest through safety nets
account for around a third of all donor aid.

Global official development assistance
(ODA) to African countries has been
increasing—reaching an all-time high of
US$140 billion in 2016 (at current prices)—
and increasing marginally in nominal terms
from US$45.8 billion in 2013 to US$46.3
billion in 2017 (after a dip to $42.5 billion
in 2016). Unfortunately, though, the region’s
population growth means that ODA has
declined in per capita terms, from US$48.30
to US$42.60.2

ODA per capita to African countries has
declined, at least in part, because donor
countries were spending more in their own
countries on refugees and asylum seekers.
Such spending more than doubled in three
years, from less than 4 percent of total donor
spending before 2013 to 11 percent in 2016.
Germany and Italy spent more on in-country
costs than they gave in aid to Africa; Norway
and Switzerland had increases in in-country
refugee costs and decreases in aid flowing
to low- and middle-income countries. Four
OECD Development Assistance Committee
(DAC) donors—Austria, Greece, Hungary,
and Italy—allocated more than 50 percent
of their bilateral assistance in 2016 to in-
donor refugee costs. When in-donor refugee
costs are excluded, only three countries—
Luxembourg, Norway, and Sweden—out
of the 29 DAC donor countries reached the
United Nations (UN) target of 0.7 percent of
ODA as a share of GNI in 2016 (ONE 2017).

The combined resources from domes-
tic revenue and ODA at current levels do
not suffice to reach the SDGs related to
universal education, universal health, and
scaled-up safety nets in low- and middle-
income countries; billions more are needed
(Greenhill et al. 2015; Manuel et al. 2018).
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FIGURE 6.4 ODA s a large share of GNI in low-income countries
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The costs to reach global targets in educa-
tion, health, and financial support needed
for the poorest in Sub-Saharan Africa total
US$262 billion in 2017 prices (Manuel
et al. 2018).

In light of Africa’s revenue shortfalls,
ODA is increasingly also being used to cata-
lyze private sector investment in low- and
middle-income countries, though the jobs
and poverty impacts of blended finance
need to be better understood (ONE 2017).
Donors should recommit to the UN’s original
ODA target of spending 0.7 percent of their
national income on development aid overseas
and reverse the trend of a declining share of
ODA to Africa. In 2015, DAC countries spent
0.3 percent of GNT on ODA globally and 0.1
percent in Africa. If donors met aid targets
(0.7 percent of GNI), the financing gap in
low-income and lower-middle-income coun-
tries would be met (Greenhill et al. 2015).

Debt and Other Fiscal Challenges

Governments could, in principle, also bor-
row domestically and internationally. Yet
many will find it difficult. Lenders may be
unfamiliar with small countries that do
not normally borrow. Countries that do
borrow may have large existing debts and
may not be able to raise additional sums.®
Since the start of 2017, Standard & Poor’s
has downgraded the credit rating of four
African countries: the Republic of Congo,
Gabon, Namibia, and South Africa. And
for those with an International Monetary
Fund (IMF) program, there may be addi-
tional restrictions related to taking on
debt.Z A few countries are facing repayment
problems—for example, the Republic of
Congo and Mozambique. And even those
with low debts may find it difficult to bor-
row when they most need to, because of
the normalization of monetary policy in
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high-income countries, a decrease in other
sources of funding, and rising sovereign
risks in the region.

Overall, although debt levels remain
lower than in the late 1990s—when sev-
eral international debt relief initiatives were
implemented—debt has been rising more
rapidly in Africa than in other regions since
2009. Median government debt is expected
to be around 50 percent of GDP in 2017,
more than 15 percentage points higher than
in 2013.

Over the same period, fiscal space (as
proxied by an increase in the number of tax
years needed to repay the public debt burden)
tightened for 36 of 44 countries in the region.
In these 36 countries, the median number
of tax years needed to repay the debt fully
has increased by 1.1 years; in the Central
African Republic, the Republic of Congo,
The Gambia, and Mozambique, this indica-
tor increased by more than 2.5 years (World
Bank 2017). Country debt concerns are back
on the radar, which, combined with insuffi-
cient revenues described earlier and lagging
ODA commitments, magnify the sense that
the scope for borrowing to finance the pov-
erty financing gap is rapidly declining.

Finally, Africa’s frequent exposure to
natural disasters (as discussed in chapter 3,
“Managing Risks and Conflict”) poses
specific fiscal challenges. These warrant
special attention because they could be
largely avoided through better ex ante plan-
ning, financing, and instrument design.
Revenue collection can drop when disasters
strike, while the need for public spending
shoots up.?

Humanitarian aid has been the most com-
mon source of public support in the after-
math of a disaster. The financing provided
under these conditions is free, while other
sources of finance carry a cost (chapter 5). On
average, at least US$1.6 billion is provided in
humanitarian aid to African countries every
year (Talbot, Dercon, and Barder 2017). That
fundraising starts after an emergency means
aid comes too late and is costly to deliver.

Supporting risk pools, such as the African
Union’s Africa Risk Capacity, which provides

payouts to African member countries in the
event of a drought, can help governments
improve their fiscal resilience to disasters.
As chapter 5 highlights, this has already
been done for pandemics in the Pandemic
Emergency Fund. The savings from the
reduced ex post need for humanitarian
aid could be used to finance such schemes
ex ante.

A Mixed Record on Spending on
Pro-Poor Sectors

Many measures to tackle poverty are
embedded in the provision of basic services
and direct transfers (for example, schools,
clinics, or cash transfers that help to build
human capital and manage risks) as well as
in the sectoral allocation of public spend-
ing toward sectors more likely to benefit the
poor, such as agriculture. As such, track-
ing pro-poor spending is usually sectorally
focused, even though, importantly, within-
sector spending choices can also have quite
different effects on poverty (Owori 2017), as
also discussed in chapter 3, “Earning More
on the Farm.”

Five key points emerge in this regard. First,
although many African countries are close to
meeting or exceeding global targets for pro-
poor sectoral spending as a share of GDP
or government expenditures, absolute (per
capita) spending levels are very low. They
often have room to expand pro-poor spend-
ing through reallocation, such as by reducing
energy subsidies, discussed below. Second,
within-sector spending is often ill targeted to
the needs of the poor, and implementation is
inefficient. Third, as a result of the first two
factors, many poor people still pay for access
to basic services critical for human develop-
ment, have high out-of-pocket expenditures,
or lack the public goods needed to increase
their earnings (for example, agricultural
innovation and rural infrastructure). Fourth,
resource-rich countries spend less on educa-
tion and health than other African countries
of similar income level, and what is spent is
spent less efficiently. And finally, in health
and education as well as in agriculture and
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risk management (humanitarian aid), a large
share of funding in many countries comes
from donors, questioning government com-
mitment and independence as well as the sus-
tainability of pro-poor spending.?

Among the social sectors, African govern-
ments consistently spend more on education
(4.3 percent of GDP on average across low-
and middle-income countries in Africa), typi-
cally followed by health (1.8 percent of GDP)
and social safety nets (1.4 percent of GDP)
(figure 6.5). On average, spending is in the tar-
get range for education (4—6 percent of GDP
per capita or at least 15-20 percent of pub-
lic expenditure) under the Education for All
(EFA) initiative. But health spending (about
4 percent of GDP per capita) is below the
international target of the Abuja Declaration
(15 percent of public expenditure).

Spending on social safety nets is the lowest
of all the social sectors, but it is much lower
than the regional average in most countries,
given that there is a concentration of social
safety net spending in southern Africa. The
average 1.4 percent of GDP spent on social
safety nets is also well below the share spent

on energy subsidies (3.8 percent of GDP on
average).

Agriculture spending is also 1.4 percent
of GDP on average. As such, few countries
reach the 2003 Maputo Declaration target of
allocating 10 percent of public spending on
agriculture (Goyal and Nash 2017). The aver-
age is 3 percent (as discussed in chapter 3).

Given the low levels of GDP per capita in
Africa, the absolute levels of pro-poor spend-
ing per person can be strikingly low, espe-
cially in low-income countries. And there
is important heterogeneity across country
groupings and sectors. Resource-rich coun-
tries, for example, spend less on critical social
services (education, health, and social safety
nets) as a share of their GDP (that is, given
their income level) than their non-resource-
rich counterparts.

How governments should spend more
on social sectors, WASH, and agriculture
is not clear-cut. The alternatives include
raising higher revenues and setting those
increased funds aside for these sectors, to
borrow, or to receive grants so that they
have funds to spend. The choice between

FIGURE 6.5 African countries vary in spending by sector, but education spending dominates
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safety nets); International Food Policy Research Institute (IFPRI) Statistics on Public Expenditures for Economic Development (SPEED) database (agriculture).
Note: Figure shows country average spending as a percentage of GDP among low- and middle-income African countries.
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borrowing, setting grant funds aside, or
raising revenues depends on the country’s
circumstances.

As highlighted earlier, the window for
debt financing is already rapidly narrow-
ing in most African countries. Furthermore,
debt servicing is a factor that crowds out
spending in key areas for the poor (so-called
Millennium Development Goal [MDG] sec-
tors). Low debt servicing is associated with
reaching MDG spending targets. Since 2012,
spending on debt interest has been increasing
again.

A budget-neutral solution would be to
reallocate resources toward pro-poor sectors
within the current spending envelope and
spend more efficiently. One obvious candi-
date for expenditure shifting is energy sub-
sidies, a topic covered in more depth later in
the chapter.

Spending in Pro-Poor Sectors

Across Africa, there are substantial differ-
ences in how much governments spend on
education. Although low-income countries
are improving, they still mostly miss the EFA
initiative target of 4—6 percent of GDP (UN
2015), as shown in figure 6.6. However, edu-
cation spending as a share of total govern-
ment expenditure is somewhat more positive
than as a share of GDP—and, using this mea-
sure, it is higher in Africa than in any other
low- and middle-income regions.

In health spending, African countries fall
short of several targets. For example, achiev-
ing universal health coverage is estimated to
cost US$86 per capita for low-income coun-
tries and 5 percent of GDP per capita for
other countries (Greenhill et al. 2015). As
noted earlier, African governments spend
an average of 1.8 percent of GDP, or about
4 percent of GDP per capita, on health.

As for the share of government expendi-
ture on health, the Abuja Declaration target
is 15 percent. The region has moved toward
this target, with increasing shares going to
health. However, government spending per
person on health for African countries is low-
est in the world.

FIGURE 6.6 Notall African countries are reaching spending
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In addition, no African countries met their
2015 MDG targets for health spending, with
average spending reaching about half of the
target (DFI and Oxfam 2015). And house-
holds still finance much of their own health
costs: out-of-pocket spending is 40 percent
of total health expenditures, not unlike other
regions. But such spending is associated with
increases in poverty (Eozenou and Mehta
2016); see also the discussion on health
shocks in chapter 5.

Within Africa’s health spending, there are
shortfalls in funds for modern contracep-
tion, leading to a large unmet need in some
countries. The lowest-income countries are
noted as lacking both the political will and
financial resources for family planning pro-
grams. These governments often rely mainly
on donor assistance (Speidel 2018) whose sup-
port can fluctuate with donor country politics.
Globally, there is a widening funding gap in
terms of meeting the current demand for con-
traception, limiting access to family planning
for the poorest women in African countries
who rely on public services (Reproductive
Health Supplies Coalition 2018).
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Funding for modern contraceptive ser-
vices is a good investment in many ways.
Among others, it reduces the costs of health
programs because the cost of preventing
an unintended pregnancy through modern
contraception is far lower than the cost of
health services for unintended pregnancies.
Each additional dollar spent on contracep-
tion would reduce the cost of maternal and
newborn health care in Africa by US$1.79
(Guttmacher Institute 2017).

Safety nets have been expanding in Africa,
with all countries having at least one program
and often several. However, their size remains
small. Despite multiple positive impacts and
a proven record of not creating dependency
(Beegle, Coudouel, and Monsalve 2018),
social safety nets in Africa provide low cover-
age and benefits relative to needs. Even if all
existing social safety nets were perfectly tar-
geted to the poor, not all needs would be met
(see chapter 3, figure 5.13, panel b).

Safety net benefits in Africa are too low
to move families out of poverty or reduce the
poverty gap in a meaningful way: cash trans-
fer programs targeted to the poor provide on
average about US$35 a month, equivalent
to about 10-15 percent of household con-
sumption in the country. Both coverage and
amounts are generally lower in low-income
countries than in middle-income countries.
But when predictable, they provide an impor-
tant form of insurance.

The WASH subsector, equally criti-
cal for the poor, also suffers from limited
investment in terms of finance and human
resources in Africa. The global average gov-
ernment WASH budget per capita stands
at US$19. Direct comparisons among
regions are limited for lack of data; how-
ever, for a sample of 57 countries that pro-
vided WASH-specific budgets (WHO and
UN-Water 2017), the data do suggest that
African governments spend considerably
less on WASH budgets per capita (US$3.88,
excluding South Africa) than other regions,
such as Latin America and the Caribbean
(US$33.23) or Eastern and South-Eastern
Asia (US$34.25). Only Central and
Southern Asia, when India is included, fares
lower (US$3.10).12

Low spending on WASH gets compounded
by the large disparities across income groups
and urban-rural areas within Africa. Rural
and poor households are deeply affected
by inadequate access to WASH in Africa.
In 19 countries, children from the top wealth
quintile are more than 30 percentage points
more likely to have access to adequate WASH
than children from the bottom wealth quin-
tile (World Bank 2018a).

Finally, in terms of sector spending, agri-
culture leaders in Africa established the 2003
Maputo Declaration with a goal of allocat-
ing 10 percent of total national spending
to agriculture, which was reaffirmed in the
African Union’s 2014 Malabo Declaration
on Agriculture and Postharvest Losses. Most
countries in the region have missed that target.

Africa lags other regions in public invest-
ments in agriculture in terms of both share
of government budget and share of GDP.
Agriculture spending per capita averages
about US$19, about a third lower than in
South Asia, which was the next lowest region
(Goyal and Nash 2017).

Disparities and Outcomes in Social
Sector Spending

Spending levels (overall or by sector) are
not usually tracked subnationally, although
one could make the case that this should be
done for many sectors. Some evidence sug-
gests that the poorest places are not getting
equal, let alone greater, spending. Recent
work using geotagged aid data and data
sources as proxies for poverty (night lights,
other remoteness measures, and health out-
come estimates) finds that aid specifically
is disproportionately going to richer areas
(Briggs 2018).

Country-level studies often show dispari-
ties in public spending suggesting the same.
Government health expenditures in the
Democratic Republic of Congo were 1.8-3.5
times higher in Kinshasa than in provinces
with higher poverty rates, and though not
adjusted for price-level differences, this dis-
parity is reflected in starkly unequal access
to service and health outcomes (Barroy et al.
2014). In Ghana, government spending per
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pupil is higher in regions with lower poverty
rates (Abdulai et al. 2018).

Even when spending data are not readily
available, because the bulk of health and edu-
cation spending goes toward salaries, dispari-
ties in staffing per capita between poor and
less-poor areas (which is well documented in
many studies) reflects, in large part, overall
unequal spending. Unequal investments in
social sectors partly explains why geography
is one of the strongest predictors of within-
country inequality (Beegle et al. 2016).

Of course, spending does not necessarily
equate to improved learning or health out-
comes (de la Briére et al. 2017; World Bank
2018c). However, there may be a thresh-
old effect, where spending below a certain
level (conditional on country income status)
does improve learning outcomes (Vegas and
Coffin 2015). How much governments spend
on health is particularly salient for health
outcomes of the poor (Gupta, Verhoeven,
and Tiongson 2003). And notably, even when
reaching targets on spending (as a share of
GDP), even the poorest families often pay for
some key services, such as primary school.
This is partly because they choose to send
their children to private schools (reflection

of quality) and partly because they must pay
nonfee costs at public schools.

Are Africa’s Fiscal Systems
Impoverishing?

Fiscal systems can have an impact on poverty
and inequality, both through the govern-
ment’s overall fiscal situation and through
the distributional implications of tax policy
and public spending. Many policies can
enhance equity. Governments can use taxes
and transfers to redistribute income ex post,
and they can use public spending—through
the provision of public goods and services—
to reshape the distribution of “opportuni-
ties” and foster mobility within and across
generations (Bastagli 2016; Inchauste and
Lustig 2017; Lustig 2018).

One tool for understanding which popula-
tion segments bear the burdens and reap the
benefits from various instruments for domestic
resource mobilization and government spend-
ing is fiscal incidence analysis (FTA) (box 6.1).
A summary and expansion of the FIA tool
applied to 11 African countries through
Commitment to Equity (CEQ) Assessments
shows that many fiscal systems in the region

BOX 6.1
taxes and transfers

Fiscal incidence analysis offers a way to estimate the distributional impacts of

Fiscal incidence analysis (FIA) is an increasingly
used tool to assess who bears the burden and benefit
from the different instruments upon which domes-
tic resource mobilization and government spending
depend (Lustig 2018; OECD 2017). It expands on
earlier efforts, known as benefit incidence analysis,
which focused only on the spending side, abstract-
ing from how government spending was financed
(Demery 2003). By demonstrating the extent to
which individuals along the income distribution
are either net payers or net beneficiaries from a sys-
tem of taxes and transfers, FIA helps governments
understand the overall impact of their fiscal policies
on poverty and inequality.

Measuring the welfare impact of fiscal systems
across countries requires a detailed grasp of each
country’s accounting and much effort and consider-
able judgment to identify categories of revenue and
spending. The Commitment to Equity Institute? at
Tulane University, along with various partners, has
attempted this using a common methodology. The
impact of the fiscal system on poverty can be ana-
lyzed creating “prefiscal” and “postfiscal” income
measures. “Market income” is a prefiscal measure
(income before any transfers or taxes of any kind
have been added). “Consumable income” is a post-
fiscal income measure of how much individuals
actually consume—that is, the net cash position

(Box continues next page)
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BOX 6.1

taxes and transfers (continued)

of households after the intervention of taxes and
cash transfers. (Consumable income is calculated
by adding the value of subsidies and direct transfers
received to market income and then subtracting the
value of direct and indirect taxes paid.)

A Commitment to Equity (CEQ) Assessment
is a diagnostic tool providing a point-in-time eco-
nomic analysis of the distribution (among a national
population) of public, programmatic expenditures
and the burdens created by public revenue collec-
tions (Lustig 2018). As such, it does not attempt to
estimate the long-run benefit or investment value

FIGURE 6.7 Fiscal policy in Africa frequently increases poverty
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Fiscal incidence analysis offers a way to estimate the distributional impacts of

created by, for example, expenditures on health
and education service delivery or infrastructure
and “connectivity”-related spending. Many public
expenditures have an inherent investment element,
the inclusion of which would likely imply different
conclusions about long-run inequality and poverty
dynamics. A CEQ Assessment is restricted to the
current impacts of public expenditures and revenue
collections on poverty, inequality, and welfare more
generally.

a. For more information, see the Commitment to Equity (CEQ) Institute website:
http://www.ceginstitute.org.

because the fiscal systems of these two coun-
tries add significantly to household income
through direct transfer spending (figure 6.7).
Yet even when the poverty rate is
unchanged or has fallen, like in Namibia and
South Africa, African fiscal systems may still
create burdens for some poor and vulnerable
households. That is, some poor and vulner-
able individuals may end up paying more
in taxes than they receive in transfers—a
phenomenon known as “fiscal impoverish-
ment” (FI) (Higgins and Lustig 2016).1 The
FI index summarizes the number of poor
individuals who are estimated to have expe-

® Market income plus pensions ® Consumable income

Source: de la Fuente, Jellema, and Lustig 2018.

Note: Figure shows the impact of taxes and transfers on poverty rates. “Market income” comprises
pretax wages; salaries; income earned from capital assets (rent, interest, or dividends); and private
transfers. “Consumable income” = market income + direct cash transfers and indirect subsidies —
payment of direct taxes and indirect taxes (value added and excise taxes). Arrows indicate change
in the poverty headcount rate, where poverty is defined as those below the $1.90 purchasing power

parity (2011) poverty line. Year in parentheses after each country indicates the year of data.

rienced net losses from fiscal policy (that is,
they have paid more into the fiscal system in
taxes than they are estimated to have received
from it as benefits).12

The FI index is expressed as a rate among
either the overall population or the poor
population. When FI is stated in terms of
the latter, it demonstrates how well the fiscal
system protected poor and vulnerable house-
holds from losses. The proportion of poor
households that are disadvantaged by the fis-
cal system can be very high (even exceeding
80 percent) in countries that deliver few cash
benefits directly, like the Comoros, Ghana,
Mali, Togo, Uganda, and Zambia (figure 6.8).

are at best neutral in terms of poverty impacts
or, at worst, sometimes, poverty increas-
ing (de la Fuente, Jellema, and Lustig 2018).
Namibia and South Africa are exceptions,

These calculations do not correct, however,
for the proportion of poor households that
are net beneficiaries of the fiscal system and
escape poverty as a result.
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Underpinning these patterns are three
proximate causes or drivers of this FI in
Africa. There is a heavy reliance on consump-
tion taxes like VAT to raise revenues and
compensate for the low tax collection from
other sources, including corporate, income,
and property taxes. Governments also spend
a lot on subsidies like energy subsidies (which
fail to reach most poor households) and agri-
cultural subsidies (which have low returns
relative to other agricultural investments).
And social protection systems provide only
limited direct transfers targeting the poor,
either because few households are covered, or
transfer amounts are relatively low, or both.
For these reasons, it is further anticipated
that the group of poor people who escape
poverty by virtue of being net fiscal receivers
is also small.

Note also that the FI index and the dis-
cussion directly below refers to reductions
in individuals’ cash-based financial position
or purchasing power. It does not include the
effects of in-kind benefits like education,
health, or infrastructure services because
in-kind benefits cannot be “eaten”; that is,
they neither increase nor decrease purchasing
power over other goods and services.

Direct taxes create very small burdens for
the bottom 40 percent, while indirect taxes
paid by the bottom 40 percent often repre-
sent 10 percent or more of prefiscal income
(figure 6.9). Subsidies—even when they are
extensive—provide little benefit to poor and
vulnerable households, which do not access
the subsidized services (such as electricity
and transport fuel) as much as the wealthy.
Only in Namibia and South Africa do direct
transfers provide compensation for the bot-
tom 40 percent that are equal to or greater
than the taxes paid.

In the aggregate, the total cash benefit
transferred to the poorest 40 percent of the
population through subsidies and direct
transfer programs is smaller in absolute
magnitude than the burden created (for the
same population) by direct and indirect tax
instruments. That is to say, most individuals
in the bottom 40 percent—including most
poor individuals—can expect to be net pay-
ers instead of net recipients.13

FIGURE 6.8 Fiscal systems in Africa create net losses for the poor

even when the incidence of poverty is reduced
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Source: de la Fuente, Jellema, and Lustig 2018.

Note: Poverty is defined as those below the $1.90 purchasing power parity (2011) poverty line. Year

in parentheses after each country indicates the year of data.

Even if the fiscal system makes a por-
tion of the poor net payers, arguably this
would be fine if it is the only way to finance
strongly progressive, extensive public expen-
ditures on sectors that benefit the poor such
as education and health. But is this the case
for Africa? It is not clear that the poor ben-
efit from in-kind spending in education and
health as much as they could, given the prob-
lems with the quality of the services received,
as discussed below.

Notably, a limitation of the FIAs reported
here is that they do not account for infra-
structure spending, which in some countries
may improve quality of life or market access
for the poor.

Mobilizing More (and Less-Harmful)
Revenues

Addressing Heavy Reliance on Indirect
Taxes and Unreliable Direct Taxes

As alluded to above, how taxes are raised
matters to poverty as much as the amount
raised, with the bottom 40 percent often
significantly affected by indirect taxation.



ACCELERATING POVERTY REDUCTION IN AFRICA

FIGURE 6.9
African populations

110 ~
90 -
70 A
50 A
30 A
10 1

YN o

-30 4

Benefits and tax burdens in bottom 40%,
as % of market income plus pensions

|
wu
o
L

Indirect taxes outweigh subsidy and transfer benefits for the bottom 40 percent of most

W Direct taxes M Direct transfers M Indirect taxes

Source: de la Fuente, Jellema, and Lustig 2018.

Subsidies Net

Note: Direct transfers and subsidies represent 104 percent and 7 percent, respectively, of market income plus pensions in the bottom 40 percent of South
Africans (in 2010). ("Market income” comprises pretax wages, salaries, income earned from capital assets, and private transfers.) Year in parentheses after

each country indicates the year of data.

Many African governments indeed rely
on indirect taxes such as VAT as the
main channel to collect revenues, as men-
tioned before, especially in contexts where
administrative capacity and tax collection
are low.

The VAT Conundrum

To spare the poor, several goods and
services—such as foodstuffs and kero-
sene—are further often granted preferen-
tial tax rates, because such expenditures
typically take up a large proportion of poor
households’ total budget. Yet, although evi-
dence from Ethiopia, Ghana, Senegal, and
Zambia finds that preferential VAT rates
help the poor, they are often not well tar-
geted toward poor households in that many
nonpoor households benefit from these
exemptions (Harris et al. 2018). Often the
goods and services exempted from VAT are

also consumed in significant quantities by
the nonpoor, implying important forgone
tax revenues. Existing cash transfer schemes
in these countries are better targeted, but
given issues related to coverage, targeting,
and the amounts transferred, they typically
do not provide a suitable means of compen-
sation to justify the cancellation of VAT
exemptions.

This poses an important policy conun-
drum: VAT is a preferable taxation vehicle
for efficiency and effectiveness, but it can
hurt the poor. Tax exemptions on goods
and services primarily consumed by the
poor provide a way to mitigate the negative
effects. Yet such goods and services are few
and far between. VAT exemption thus often
comes with significant tax revenue loss.
Furthermore, the revenues raised through
VAT and other indirect taxes will need to be
properly channeled to the poor or vulnerable
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so that they become net receivers of the fiscal
system.

Targeted cash transfers provide an alter-
native way to compensate the poor. But the
resources dedicated to cash transfers are
often insufficient (because of both insuffi-
cient coverage and low transfer amounts) and
need to be weighed against other competing
expenditure needs (spending on education,
health, WASH, infrastructure, security, and
so on).

Direct Taxation’s Limited Potential

Direct taxes, on the other hand, tend to
be progressive because richer people more
often have formal jobs. Economists are
quick to diagnose that direct taxes can
affect efficiency and long-run growth—by
disincentivizing investment, human capital
acquisition, and innovation. Yet the evidence
suggests that, for low-income countries,
shifting away from consumption taxes such
as VAT in favor of income taxes appears to
have no negative effect on growth (McNabb
and LeMay-Boucher 2014).

More important, the small formal sector
in many African countries limits the scope
for collecting more revenues through direct
taxation. Personal income tax is generally
limited in economies with large informal
sectors because there are few formal employ-
ers. Nevertheless, there is room for direct
taxation of a wider base of taxpayers, includ-
ing from the informal sector. Inducing tax
compliance also fosters good governance
more widely; it comes along with a demand
for state institutions that are more respon-
sive, accountable, and competent.

Taxpayer noncompliance is a continual and
growing global problem, but studies suggest
that low- and middle-income countries, many
of them in Africa, are the hardest hit (Cobham
20035; Fuest and Riedel 2009). Part of the
reason is that it often does not seem to pay
to pay taxes. If taxpayers perceive that they
do not obtain corresponding benefits from
their government, tax compliance decreases
(Junquera-Varela et al. 2017), as several exam-
ples suggest. In Tanzania and Uganda, individ-
uals who are more satisfied with the provision

of basic health and educational services are
more likely to have a tax-compliant attitude.
In Kenya and South Africa, those satisfied
with the provision of roads and electricity and
the issuance of an identity card and obtain-
ing police services, respectively, were more
likely to have a tax-compliant attitude (Ali,
Fjeldstad, and Sjursen 2014). And in Uganda,
firms that suffer more frequent electricity
outages (and thus experience drops in firm
profitability) are more likely to evade taxes
(Mawejje and Okumu 2016).

Options for Increasing Tax Revenue
Establishing better links between taxation
and public spending performance is there-
fore crucial. Earmarking taxes or other
domestic revenue (also called hypothecated
taxes) is one approach to reassure citizens
that domestic resources are not squandered.
Some tax reforms might have proved dif-
ficult without earmarking. For example,
Ghana raised the standard VAT rate from
10 percent to 15 percent in recent years by
dedicating the additional revenue to financ-
ing the national health insurance program
(Keen 2012). Cigarette taxes that raise
revenue for health care is another example
(box 6.2). These examples notwithstanding,
however, fiscal experts usually do not favor
earmarking because it reduces budgetary
flexibility (Junquera-Varela et al. 2017).
Other ways have been explored to
increase tax revenue without necessarily
more enforcement. Direct participation in
tax collection can also improve compli-
ance. In Ghana, for example, the revenue
authority invited informal sector associa-
tions (starting with transport, followed by
13 other sectors) to collect taxes from their
members. In exchange, the associations were
offered 2.5 percent of the revenue collected.
Informal sector taxation represents only up
to 5 percent of Ghana’s Internal Revenue
Service revenue, but broadening the revenue
base is vital to building the social fiscal con-
tract. A culture of taxpaying was created
over time and encourages those in the infor-
mal sector to reengage constructively with
the state (Joshi and Ayee 2009). Revenue
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BOX 6.2 Tobacco taxes can provide a poverty win-win

African countries are experiencing the highest
increase in the rate of tobacco use among low- and
middle-income countries: the number of smokers
in Africa is projected to increase by 148 percent by
2030, to 208 million smokers, or one-fifth of the
total population. At the same time, in most African
countries, tobacco remains relatively little taxed.

Higher tobacco taxes can boost government
tax revenues and reduce the extent of smoking.
Simulations from Senegal suggest that raising the
ad valorem tax on tobacco to 60 percent (up from 45
percent currently) would reduce cigarette consumption
by 17.1 percent. It would also more than double state
tax revenues above those projected for 2018 under cur-
rent tax rates (World Bank 2018b). In South Africa,
cigarette sales declined by a third, and government rev-
enue from tobacco taxes increased from R1 billion in
1993 to R9 billion in 2009. This is largely attributed
to the country’s aggressive tobacco tax policy, which
raised the tobacco, excise, and VAT taxes combined
from 32 percent of the retail price to 50 percent (Fuchs,
Del Carmen, and Kechia Mukong 2018).

Such additional revenue could fund health-related
programs or development investments, as in the fol-
lowing examples in WHO (2017):

e [n Céte d’Ivoire, proceeds of an additional
tobacco tax are directed to the acquired immune
deficiency syndrome (AIDS) program and for

tobacco control; proceeds of another additional
tobacco tax are directed to sports.

¢ In Mauritius, a portion of tobacco tax revenues
funds the treatment of health problems associated
with cigarette consumption.

e [n Madagascar, a portion of tax revenue from
cigarettes is directed to finance the National Fund
for the Promotion and Development of Youth,
Sports and Recreation.

To be sure, tobacco taxes are usually regres-
sive because low-income households allocate larger
shares of their budget to tobacco than richer ones
do. At the same time, although smokers are more
prevalent among the poor, poorer households are
also more responsive to cigarette price increases and
are therefore more likely to benefit from reduced
smoking in response to higher tobacco taxes
(Marquez and Farrington 2013). Furthermore, when
the indirect (health) effects are considered, poor
people get the largest share of health and economic
benefits from smoking cessation following a tax rate
hike (Marquez and Moreno-Dodson 2017). The
potential long-run benefits of nonsmoking through
a reduction in medical expenditures and an increase
in healthy life years can offset the costs associated
with tobacco taxes among low-income groups and
the overall population, as was found in South Africa
(Fuchs, Del Carmen, and Mukong 2018).

authorities in Mozambique and Tanzania
have also embraced the informal sectors,
increasing the revenues obtained from them
through simplified tax procedures for small
and microenterprises, taxpayer education,
and outreach programs using local languages
(Fjeldstad and Heggstad 2012).

Technology can further help. In a low-
income setting, with limited resources to
support revenue administration, relatively
cheap delivery methods like short mes-
sage service (SMS) texts can be effective.
In Rwanda, a combination of positive
messages underlying the importance of
taxes to finance public goods and personal-
ized messages to taxpayers, sent via SMS,
nudged people to comply (Mascagni, Nell,

and Monkam 2017). These and other simple
nudges increased tax compliance by about
20 percent.

Taxing the Rich

In many African countries, the numbers of
wealthy are growing fast (McCluskey 2016),
as are the prices of real estate—one of the
major assets held by the rich. And yet many
rich people pay relatively low taxes on their
assets and incomes or enterprises. In Ghana,
income tax revenue could have been higher
by 22 percent (equivalent to 0.5 percent of
GDP) if everyone who filed income tax in
2014 had paid full amounts of income tax
due (Asiedu et al. 2017). Wealthy individuals
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often have significant investments in local
land and property and underdeclare their
income from such activities. Out of 71
high-ranking Ugandan government offi-
cials owning large domestic business assets
(like hotels and schools), only one had ever
paid personal income taxes between 2011
and 2016 (Kangave et al. 2016). Entrenched
power structures and corruption are power-
ful obstacles to taxing the rich. Those with
assets to tax are generally well connected
politically, frustrating any reform efforts. In
Uganda, many of the better-off who owned
enormous assets were top-ranking govern-
ment officials.

Some tax losses also reflect logistical diffi-
culties in verifying the concealment of income
placed offshore (Keen 2012). It is difficult to
trace and estimate the income and wealth of
rich people. The best such estimates suggest
that at least 30 percent of all African finan-
cial wealth is held offshore (Zucman 2014).
This is higher than in any global region other
than the Russian Federation and the Gulf
States (Moore and Prichard 2017). Taxing
wealth held offshore could be straightfor-
ward if there was more effective international
cooperation.

On the domestic front, setting up spe-
cial units focusing on large taxpayers has
been one approach to increase revenues in
Uganda and Zambia (Kangave et al. 2016;
Ortiz, Cummins, and Karunanethy 2017).
Detaching revenue authorities from politi-
cal interference (typically from Ministries
of Finance) can also help overcome some of
the political barriers to more effectively tax-
ing the rich. As of 2014, there were 17 semi-
autonomous revenue authorities (SARAs)
in Africa (Fjeldstad 2014). On average,
SARAs have not improved revenue collec-
tion in the region (Dom 2017), but some
have made advances, like in Malawi and
South Africa (Sarr 2016) and to some extent
in Mozambique and Rwanda. In Rwanda,
the government increased tax revenue as a
share of GDP by approximately 50 percent
between 2001 and 2013 despite declining
import duties. Other revenue authorities
have seen either little progress, like in Sierra

Leone, or progress followed by stagnation,
like in Zambia (Keen 2012; Sarr 2016).
Incidentally, the signaling of equitable and
credible enforcement can spur more compli-
ance. Taxpayers would be reassured that tax
collection is carried out without political
bias or corruption.

The barrier to collecting more property
taxes may be largely political, but some
technical measures can also widen the base
for these taxes. Recent experiences in Sierra
Leone point to at least three options for
improvement (Jibao and Prichard 2016).
These include (a) simplified valuation meth-
ods that rely primarily on observable features
of properties (as opposed to sophisticated,
often imported, information technology sys-
tems); (b) transferring the responsibility for
valuation and property tax collection away
from central tax agencies through hands-
on and continuous training of local staff
(instead of high-cost, short-term training
programs); and (c) long-term partnership at
the local level, including continuous support
to and pressure on political leaders when
they have inevitably confronted political
resistance.

Relatedly, concentrating the responsibil-
ity for collecting property taxes on those
with stronger incentives to collect revenue
can yield great results. In Lagos, Nigeria,
the local government overhauled governance
and property taxation since the early 2000s
with the determination of Lagos’s leaders to
realize their “mega-city ambitions,” in part
to attract increased investment (Goodfellow
and Owen 2018).

Revenues Lost from Multinationals and
Cross-Country Competition

Transfer Mispricing by Multinational
Corporations

Without overlooking domestic policies
and revenue sources, additional revenues
could further be raised from multi-
nationals. A large portion of the tax bill of
multinationals is domestic (through levies,
payroll taxes, and import taxes). However,
multinational companies can minimize their
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BOX 6.3 Three stories illustrate African countries’ losses of corporate tax revenue

A Dubai Multinational’s Tax Evasion on Kenyan
Flower Exports

In 2011, the Kenya Revenue Authority (KRA) began
investigating the flower sector amid suspicions of
trade mispricing, based on differences between
prices at which flowers were exported from Kenya
and the average price at which they were imported
into Europe (US$3.70 per kilogram versus US$8.08
per kilogram). This gap in Kenya might be as much
as US$500 million a year on its flower exports
(Christian Aid 2014).

In 2012, the KR A ruled that Karuturi Global Ltd.,
an India-based multinational and the world’s biggest
producer of cut roses, had evaded taxes. The direct
owners of Karuturi Kenya are Karuturi Overseas
LLC, Dubai (a holding company), and Flower Express
FZE, Dubai (a marketing company). Dubai Flower
Centre functions as a free zone that has zero tax on
income and profits, offers confidentiality to business
owners, and operates as an offshore environment.
The KRA ruling stated that Karuturi had used trans-
fer mispricing to avoid paying the Kenyan govern-
ment nearly US$11 million in corporate income tax.

A Dutch Beer Company’s Tax Haven in Mauritius

SABMiller, one of the world’s largest beer compa-
nies, based in the Netherlands, is estimated to have
deprived African governments of as much as US$20
million per year by routing profits to sister compa-
nies through tax havens as “management fees” and
running procurement through a subsidiary based
in Mauritius (ActionAid 2010). The company pays
no tax at all in countries such as Ghana. It avoids
doing so because the brands of beer sold in African

countries, though invented locally, are owned by
SABMiller in the Netherlands. The African brew-
eries pay the Dutch company massive royalties, on
which the latter pays very little tax owing to the tax
regulations in the Netherlands.

Shifting Mining Profits from Zambia to Switzerland

Mopani Mines in Zambia, one of the biggest mines
and exporters in the world, produces and sells cop-
per and cobalt to the international market. It is
owned primarily by Glencore PLC (a multinational
commodity mining and trading company based in
Switzerland) through a string of holding companies
in tax havens.

A pilot audit in 2011, commissioned by the
Zambian Revenue Authority (ZRA) suggested sys-
tematic tax evasion by the company. It accused
Mopani of selling copper to Glencore in Switzerland
at below-market prices, effectively shifting prof-
its from Zambia to Switzerland. The report also
found evidence of artificially increased shipping
costs, with an inexplicable doubling in Mopani’s
operational costs from 2005 to 2007. The mine was
loss-making, and Mopani had paid no corporation
tax because it had purchased the mine from the
government 10 years before.

Calculations by ActionAid based on figures in the
audit suggest that it cost the Zambian government
£76 million a year in lost corporation taxes (more
than the £59 million in annual aid from the U.K.
government to Zambia). In addition, the Zambian
government has been losing out on dividend pay-
ments related to its 10 percent share in the company.

Source: Christian Aid 2014.

tax bill on profits through transfer mis-
pricing. Simply put, this takes place when
a company can appear to lose money—or
to make very little profit—in the country
it is operating in, while making money in
secrecy jurisdictions (trading through a sub-
sidiary) where there is no real production
and sales activity going on and remarkably
low (or no) tax applied.’* Trading goods
that are mispriced to avoid tariffs is not ille-
gal, but there is widespread agreement that

multinationals should refrain from this type
of tax-minimizing behavior.

However, evidence shows that multi-
national companies do give into this temp-
tation (box 6.3). A recent study using
confidential tax return data finds that South
African firms with connections to tax havens
with no corporate tax report 47 percent
lower profits and a 7 percent higher likeli-
hood of reporting a loss than firms with no
such connection (Reynolds and Wier 2016).
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These responses are roughly twice as large
as what have been observed in high-income
countries. This finding supports the com-
monly held view that multinational firms
operating in low- and middle-income
countries are more aggressive in their tax
planning.

Outside of South Africa, because of a
lack of data, little is known of the region’s
corporate tax revenue losses. For low- and
middle-income countries, ballpark estimates
suggest that revenue losses from base erosion
and profit shifting range from 0.3 percent
to 2 percent of GDP, albeit with big varia-
tions across countries (Crivelli, de Mooij,
and Keen 2016; Forstater 2018; Johannesen,
Torslov, and Wier 2016; Johansson et al.
2017; UNCTAD 2015). Countries like Chad,
the Comoros, Guinea, Namibia, and Zambia
face losses of 3-7 percent of GDP (Cobham
and Jansky 2017).

Domestic revenues make up the bulk
of revenues that a country could mobilize
from forgone opportunities. Nonetheless,
the potential additional revenue from more
effectively tackling transfer mispricing is non-
trivial. Support to conduct transfer pricing
audits in Zambia and Tanzania resulted in
returns of 10 to 1 and 100 to 1, respectively
(Moore and Prichard 2017). Similarly, a joint
program of technical assistance for price
audits between the OECD and the African
Tax Administration Forum (ATAF) between
2015 and 2017 yielded additional revenues
of more than US$120 million. Corporate
taxes constitute 30 percent of total tax rev-
enue in Africa, which is almost three times
the world average of 12 percent (UNCTAD
2015). Some African countries rely almost
entirely on corporate taxation. Tanzania, for
instance, collects 70 percent of all taxes from
the 450 largest companies operating in the
country.

A “Race to the Bottom” from Cross-
Country Competition

Another important tax gap in African coun-
tries relates to tax incentives designed to
attract foreign investors and curb profit
shifting. Such measures have become more

pervasive despite limited evidence of their
effectiveness (OECD 2014; Van Parys and
James 2010). The share of countries offering
tax holidays in Africa (which may go from
5 years to 15 years) increased from 10 per-
cent in 1980 to 80 percent in 2005 (Keen and
Mansour 2010). Similarly, in 20035, 17 coun-
tries had free zones compared with 1 coun-
try in 1980. By one study, the value of tax
exemptions in six African countries amounts
to a third of the total taxes collected on aver-
age (Moore and Prichard 2017).

Profit shifting from multinationals
enhances a harmful “race to the bottom” in
corporate taxes between states, which results
in lower tax revenues. This has been the case
in most regions within Africa (figure 6.10).
Such a race to the bottom is a global phenom-
enon, but it affects Africa the most given its
heavier reliance on these types of taxes.

An Agenda for African Corporate

Tax Revenues

When adding it all together—aggressive tax
planning by multinationals, high reliance on
corporate taxes, increasingly lower corporate
tax rates, increased exposure to multinational
activity, and increased complexity in multi-
national corporate activity—the future does
look dire for African corporate tax revenues.

To tackle transfer pricing, fundamental
reform of the system may be needed. One
common proposal is the use of “formula
apportionment” whereby a simple distri-
bution key is used to allocate profit across
countries. For example, if a multinational
company has 10 percent of its sales and
10 percent of its employees in South Africa,
then 10 percent of that multinational com-
pany’s profits would be allocated to South
Africa. This type of system would likely
increase the corporate tax payments in Africa
while ensuring a sustainable simplicity of the
system (Cobham and Loretz 2014).

Another increasing trend is to devote more
resources to challenging transfer mispric-
ing. In 2000, only South Africa and Zambia
had transfer pricing laws and regulations in
place. By 2014, this number had increased to
14. Still, many low-income African countries
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FIGURE 6.10 Corporate tax rates in Africa have declined
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have little knowledge, staff (lawyers and
accountants), and resources to challenge
the accounts of multinationals for transfer
mispricing. Capacity still needs to be devel-
oped for auditing, enforcement, and dispute
resolution.

Given that profit shifting by abusive trans-
fer pricing happens among multinationals, a
number of measures are needed at the global
level to foster transparency among multi-
nationals and to reform the current rules for
their taxation. These measures include

o A global system for effective automatic
information exchange among tax admin-
istrations like the Global Forum on Trans-
parency and Exchange of Information for
Tax Purposes;2

o Public disclosure of beneficial owners of
companies, foundations, and trusts;

o Enbanced transparency of multinational
companies’ tax practices through world-
wide combined tax reports and public
country-by-country reporting; and

o Full participation of African countries
in the OECD’s ongoing Base Erosion
and Profit Shifting (BEPS) project, which
seeks to reform the rules for the taxation

of multinational companies.1®

Finally, rather than lowering their corpo-
rate tax rates to limit profit shifting, countries
could focus on reducing other constraints
that pose higher concerns for investors than
tax levels. Such measures include the time
required to start a business, register prop-
erty, and improve the quality of infrastruc-
ture (Fjeldstad 2014; Moore and Prichard
2017). A poorly executed program of audits
for potential transfer mispricing could also
increase the unpredictability of the tax system.

Tapping Mining Income

For some countries, a major cause of rev-
enue loss concerns revenues generated in
extractive industries. Natural resources as
a prominent source of government revenues
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remains relevant despite recent downturns,
given the prospects of new mineral resource
discoveries and the eventual bounce back of
falling commodity prices (Roe and Dodd
2017). At the same time, there is now a
consensus that government revenues from
extractive industries are far too small.

The effective tax rate in mining is typically
45-65 percent of export value (IMF 2012). In
2010-11, Ghana, Sierra Leone, and Zambia
received only 2-12 percent of the value of
their mineral exports from natural resource
taxation and royalties (Christian Aid 2014).
Concession trading in copper and cobalt
mining in the Democratic Republic of Congo
lost an estimated US$1.36 billion, conserva-
tively, in 201012 relative to the country’s
health and education budget of US$698 mil-
lion (APP 2013).

The failure of African countries to capture
income from the extractives sector is driven
by a mix of factors, including overly generous
tax incentives, tax dodging, weak tax reve-
nue authorities, and the corruption of elites.
In some cases, governments give generous
tax concessions to extractive companies—
undercutting their own revenue codes—and
the governments lack the capacity or will to
properly track what the industries should be
paying. (See, for example, the discussion on
Liberia in SDI [2014].)

African state companies in the extrac-
tive sector also lack transparency, and the
problem is compounded by the “global gov-
ernance deficit” in some international extrac-
tive companies that are major investors in
Africa (APP 2013). Levying appropriate
royalty payments and corporate taxes from
private companies have recently helped coun-
tries like Ghana and Zambia to raise more
revenues.Z

Further, governments must do more
to ensure that natural resource revenues
are not squandered. This does not always
require more and higher taxes, but it does
require more transparency and disclosure.
The Extractive Industries Transparency
Initiative (EITI) allows citizens to track
how their country’s natural resources are
being managed and how much revenue they
are generating (for example, how much in

royalties and taxes are paid to their govern-
ments). EITI emphasizes the principle of
“publish what you pay,” and so information
has to be published on each element of the
chain, including licensing, contracting, pro-
duction, taxation, and royalty payments, as
well as the way revenues flow to the treasury.

Equally crucial for effective EITT imple-
mentation is the support of a coalition of
government, companies, and civil society.
Transparency can lead to accountability only
if there is public understanding of what the
figures mean and public debate about how
the country’s resource wealth should be man-
aged. Therefore, the EITI standard requires
reports to be published regularly, to be com-
prehensible, and to promote and contribute
actively to public debate.

Several African countries are EITI-
compliant—including Ghana, Mali, and
Nigeria—but others, such as Angola,
Botswana, Namibia, South Africa, and
Zimbabwe, are not. Although EITT seems
to have achieved its institutional goals, some
operational goals appear to be unmet, includ-
ing a relative failure in empowering the public
to hold governments and companies account-
able (Rustad, Le Billon, and Lujalac 2017).

This work finds that the fiscal policies in
place matter for the public revenue effects
of increased foreign direct investment (FDI)
from EITL. It also finds that the main cause
of low natural resource revenue may be not
so much corruption as unfavorable contrac-
tual terms regarding taxation.

Toward Better Spending for
the Poor

The fiscal agenda to reduce poverty in
Africa is not only about greater revenues
and higher expenditures. It is equally critical
to improve the efficiency and equity of that
spending to be more impactful for poor and
vulnerable households—in other words, not
only getting more for each dollar spent but
also spending more in the sectors and sub-
sectors as well as the places that improve the
lives of the poor more effectively within the
given budget.!®
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Overspending on Subsidies

Consumer price subsidies are one way to
“repay” consumers some of their taxes.
They are almost always regressive: those
with assets or services to subsidize are gener-
ally better off than the poorer segments that
often pay indirect taxes that pay for the sub-
sidies. For instance, the bottom 20 percent
receives less than 15 percent of the region’s
subsidies for kerosene—the fuel type most
used by the poor. In the case of liquefied
petroleum gas and gasoline, only 3 percent
of the value of the subsidy goes to the bot-
tom 20 percent because they consume so lit-
tle of these fuels. For African countries, on
average, for every US$1 in untargeted gaso-
line subsidies going to the poorest 40 per-
cent of households, US$23 goes to the top
60 percent of households (Coady, Flamini,
and Sears 2015). Two-thirds of global pov-
erty in 2012 (based on US$2.50 per day)
would have been covered with redistribution
of national fossil fuel subsidies to the poor
(Sumner 2016).

Subsidies are, hence, a very inefficient way
of increasing the consumption of the poor-
est households (box 6.4). Replacing energy
subsidies with a basic income guarantee
could both save money and have health and
environmental benefits (Coady et al. 2017;
IMF 2017).

Within agriculture, farm input subsidies
were almost phased out in the 1990s, during
a period of structural adjustment in Africa,
but they have made a strong comeback owing
partly to residual support for subsidies among
African leaders and partly to the uncertain-
ties about food supply during the 2007-08
global food and fertilizer price instability. Ten
African governments spend roughly US$1.2
billion annually on input subsidies alone, pri-
marily on fertilizers (Goyal and Nash 2017).
In principle, farm input subsidies could make
a dent in poverty by making key inputs avail-
able to a large population of poor farmers to
potentially raise their productivity,’® thereby
promoting household and national food secu-
rity and enhancing rural incomes. But have
farming input subsidies delivered?

The existing body of research shows only a
modest impact of fertilizer subsidy programs
on yields and overall production, which in
turn attenuates the subsidy programs’ contri-
bution toward reduction of either retail food
prices or poverty. (Regarding the impact of
farm input subsidy programs on poverty, see
Ricker-Gilbert [2016] for Malawi; Mason
and Smale [2013] and Mason and Tembo
[2015] for Zambia; and Jayne et al. [2016]
for Africa in general.)

The input subsidies’ lack of impact on pro-
ductivity and poverty gets magnified because
African countries do not spend much on
agriculture. Farm input subsidy programs
have crowded out other complementary pub-
lic investments that have proven to be more
efficient drivers of agricultural productiv-
ity growth (box 6.4), as discussed in chap-
ter 3. Take the cases of Malawi and Zambia,
two of the largest spenders on agriculture
in the region: in 2014, both countries’ bud-
get allocations to fertilizer and seed subsi-
dies exceeded 40 percent of the total budget
to the Ministry of Agriculture (Goyal and
Nash 2017).

Removing subsidies and shifting that
spending to public goods and services could
improve efficiency and possibly equity. Such
reform creates winners and losers and thus
places political pressures on the government.
Vested interests and populist pressures exist
in all countries. Transport leaders, mining
companies, and politically connected firms
will want to hold on to energy subsidies, for
example, to keep the preferential treatment in
their business as well as to raise barriers to
entry for newcomers.

The political economy of agricultural
subsidies is no less real. Political influence
concentration is associated with more sub-
sidies (figure 6.11). Nonetheless, some coun-
tries have managed to remove subsidies
(Inchauste and Victor 2017). To address the
politics of reform, first, it may be necessary
to compensate affected groups to preempt
opposition. Such compensations may not
be cost-efficient, but failing to compen-
sate them (for instance, in the Dominican
Republic, transporters and middle classes
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BOX 6.4 Farm input subsidies are less effective than alternative policies

in reducing poverty

The CEQ Institute developed impact and spending
effectiveness indicators to facilitate comparisons
between fiscal expenditures and their impacts on
social indicators like the poverty gap or inequality
(Enami 2018). The Impact Effectiveness Indicator
provides a single number indicating how close a
program is to achieving its maximum potential
impact (given the magnitude of spending on the
program). For example, a program that provides a
transfer equal to 10 percent of median per capita
income to the poorest 10 percent of households will

FIGURE B6.4.1
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In other words, for example, in Mali direct transfers achieve over 80 percent
of their theoretical maximum poverty gap reduction while in Ghana direct

transfers achieve just over 30 percent of their theoretical maximum poverty gap

reduction. Year in parentheses after each country indicates the year of data.

for removing the fuel and electricity subsi-
dies) could have stopped the reform from
passing altogether.

Second, consumers need to see what they
get in exchange for rising prices if the pro-
cess is to be sustained. Strong communica-
tion on the need for price liberalization and
trust in the ability of government to handle

Direct transfers have greater poverty

have a larger impact on poverty gap reduction than
a program that provides the same-size transfer to
the poorest 5 percent of households and the richest
5 percent of households. The Impact Effectiveness
Indicator would give the first program a higher score
than the second.

Subsidy expenditures are a particularly expen-
sive way to protect poor households. When targeted,
direct transfer (social safety net) spending achieves 50
percent or more of its maximum poverty gap reduc-
tion potential, but subsidies often achieve less than
10 percent of their maximum poverty gap reduction
potential (figure B6.4.1). In other words, both instru-
ments have the potential to reduce poverty, but sub-
sidies are far less effective and therefore more expen-
sive (de la Fuente, Jellema, and Lustig 2018).

Cost-benefit analysis is another useful tool
when comparing several competing proposals. An
investment whose benefits exceed the costs should
be undertaken; among competing proposals, the
one with the highest benefit-cost ratio should be
preferred.

The benefit-cost estimates of subsidy programs
suggest modest returns of these instruments at best.
In Kenya, Malawi, and Zambia, subsidized fertilizer
between 2005 and 2010 had an estimated ratio of
benefits to cost of generally less than 1—indicat-
ing that costs were higher than benefits (Goyal and
Nash 2017). In Malawi, the national benefit-to-cost
ratio for improved seeds was estimated to be 2.48
(Lunduka and Ricker-Gilbert 2016). In contrast, the
cost of subsidized fertilizer far exceeded the ben-
efits to farmers across the board, with a benefit-cost
ratio for subsidized fertilizer of 0.42. By compari-
son, spending on public goods such as agricultural
research and development (R&D), improved connec-
tivity of rural areas, modernized and smart exten-
sion systems, and irrigation are associated with high
returns (Dabalen et al. 2017; Fuglie and Rada 2013).

competing interests is important to sustain
price increases.

When, and if, subsidies are scaled back,
it needs to happen along with a scaling-up
of social protection systems. Redistribution
has been shown to significantly increase
the odds that reforms will succeed.
A review of reforms in the Middle East and
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FIGURE6.11  Greater concentration of political influence can result in more subsidies
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by accounting for the wealth owned by those individuals.

North Africa classifies all reforms that are
combined with cash and in-kind transfers
as successful, as opposed to only 17 percent
of those without such transfers (Sdralevich
et al. 2014).

However, greater revenues for govern-
ment do not automatically lead to higher
allocations for safety net programs, because
Ministries of Finance come under many com-
peting demands to reallocate the savings.
Concerted efforts from civil society or from
external financiers to ensure that, as part of
the subsidy reform, safety nets are funded
adequately are vital. In recent years, the
IMF has suggested introducing or expanding
social protection programs to compensate
vulnerable households during price subsidy
reforms (Feltenstein 2017). Equally useful,
politicians could earmark part of those sav-
ings to build credible commitments to carry
out the reform as intended.

How Inefficiencies in Fertilizer Subsidies
Hinder Their Pro-Poor Agenda

Why are fertilizer subsidy programs in
Africa often not efficient? The reasons for
the limited success of fertilizer subsidy pro-
grams that come with high costs are rela-
tively well understood and reflect technical,
market, and political failures.

Causes of Subsidy Inefficiency

To start with, fertilizer use is not always
and everywhere profitable. Nitrogen appli-
cation on carbon-deficient soils (with low
soil organic matter) has been shown to be
inefficient and economically unprofitable
(Marenya and Barrett 2009). A study in
Zambia showed limited maize yield response
to basal fertilizer application on highly acidic
soils—which represent most of the farms in
Zambia (Burke, Jayne, and Black 2012).
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Other technical factors affecting why fer-
tilizer may not reach its potential are the late
application of fertilizer, inadequate weeding,
and limited use of crop rotation and inter-
cropping. Smallholders need complementary
inputs such as land, labor, and some level of
soil fertility and management ability to make
use of inputs. These complementary inputs
are likely to be in short supply among poorer
smallholders.

Administrative deficiencies in program
implementation compound the low returns.
For instance, in Malawi, an inefficient ton-
nage allocation formula (small quantities
provided to many contractors) raises average
purchase costs, and an inefficient fertilizer
delivery mechanism has increased logistical
costs, compounded in recent years by the
depreciation of the Malawi kwacha.

Corruption and elite capture are also
widespread political factors that create inef-
ficiencies. Elite capture—whereby those with
social connections and resources obtain a
disproportionate share of the benefits—is
sometimes present in the community-based
targeting schemes that many of these pro-
grams employ.2? Diversion (measured as the
difference between what was supposed to be
allocated and what was received by the tar-
geted population) is estimated to be around 38
percent in Zambia (Mason and Jayne 2013).
The leaked subsidies primarily end up being
sold on commercial markets. Because the tar-
geted groups of these transfers are small-scale
farmers, this level of corruption has a huge
impact on aggregate pro-poor spending.

The conventional wisdom is that scaling
back in-kind subsidies is damaging politi-
cally; the flip side of this is the belief that
establishing or scaling up such subsidies is
politically beneficial. Evidence from Malawi
suggests that the Farm Input Subsidy Program
substantially increased support for Bingu wa
Mutharika and his Democratic Progressive
Party (DPP) in the 2009 election (Dionne and
Horowitz 2016). In Zambia, the quantity of
subsidized fertilizer received by constituen-
cies increased with the ruling party’s margin
of victory in that constituency (Jayne et al.
2016). However, in Ghana and Kenya, such

programs seemed to disproportionately go to
areas with more opposition supporters in the
last presidential election (Jayne et al. 2016).

When designed to target productiv-
ity, these programs may end up excluding
poor farmers. Village chiefs in Malawi and
Tanzania target households that have demon-
strated higher returns to farm inputs, result-
ing in an allocation that is more productively
efficient but less pro-poor (Basurto, Dupas,
and Robinson 2017; Giné et al. 2017).

Widespread anecdotal reports suggest that
governments and fertilizer import companies
may collude to overbill the cost of delivering
fertilizer to designated supply points. The
price differential between the retail fertilizer
price and the world market price (the fertil-
izer retail-import price gap) is negatively
correlated with measures of government
effectiveness (Shimeles, Gurara, and Birhanu
Tessema 2015). Average retail prices of urea
(the largest volume fertilizer product) in
Malawi, Tanzania, and Zambia reveal a sub-
stantial gap compared with the free-on-board
price (box 6.5).

Reforms to Increase Subsidy Efficiency
Given the politics of farm input subsidies
and the laudable objectives of farm pro-
ductivity and food security, it is plausible
to assume that African governments will
continue to run input subsidy programs for
some time to come. Still, these programs
can be made more efficient through a num-
ber of steps. Some are simply a matter of
continuing current actions in certain coun-
tries, while others entail larger changes that
require some piloting before full implemen-
tation could occur.

Regarding market factors, to start with,
the public sector needs to make fertilizer use
more profitable for farmers and thereby raise
effective commercial demand. This would
involve identifying how to streamline costs
and reduce risks in fertilizer supply chains to
reduce the farmgate price of fertilizer (as dis-
cussed, for example, in Jayne, Wanzala, and
Demeke [2003]). Curbing the anticompetitive
conduct of global and regional fertilizer sup-
pliers that keep prices high is also a priority
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BOX 6.5 Fertilizer markets are often not competitive

In more than half the African countries, one fertilizer
supplier holds more than 50 percent of the market.
The fertilizer industry is conducive to cartelization
because the essential mined inputs—potassium and
phosphorus—come from only a few countries and
are supplied by few companies (World Bank Group
and ACF 2016).

Take the case of southern and eastern African
countries: only a few large firms, led by Yara, domi-
nate fertilizer supply in the region. Explicit collusive
arrangements between these suppliers and higher
levels of concentration lead to higher fertilizer prices.
This in turn contributes to making fertilizer unprofit-
able (Harou et al. 2017) and results in higher food
prices. Nearly 50 percent of the rise in food prices
during the 2007-08 food crisis was due to the over-
charge in the fertilizer markets caused by fertilizer
cartels (Gnutzmann and Spiewanowski 2016).

The potential impact of the fertilizer cartels has
been detected in Malawi, Tanzania, and Zambia
(the region’s three biggest spenders on fertilizer),
where fertilizer costs substantially exceed world
prices. Although world prices (free-on-board basis in
the Arab Gulf states) started dropping in November
2011, the prices in these African countries did not
decline until later (figure B6.5.1).

On the technical side, fertilizer subsidies have
crowded out other public investments that have
proved more cost-effective. Scaling back subsidy
programs to redirect more resources into other
agricultural interventions is worth considering.
Investments in irrigation and improved seeds to
boost yields have proved more cost-effective than
subsidies for raising smallholder crop productivity—
and may raise the efficiency of fertilizer use. Farmer
training and education programs to promote better
management and soil fertility improvement practices
could also improve the efficiency of fertilizer use.

In Zambia, for instance, the Competition and
Consumer Protection Commission uncovered the
collusive agreement between two firms before 2013.
Prices started to come down in 2014 and 2015 only
after a new firm entered and changes were made in
the procurement processes that had undermined
new entrants’ ability to bid to supply the govern-
ment’s farmer support program. Tackling collusion
in Zambia has already led to savings of US$21 mil-
lion per year. Removing regulatory restrictions that
inhibit entry, competitive public procurement, mar-
ket intelligence to detect competition issues, and
global antitrust enforcement in the fertilizer indus-
try are critical to curb export cartels.

FIGURE B6.5.1 African and world urea prices show a large gap
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(box 6.5). High fertilizer prices undermine
agricultural production and are one expla-
nation for high food prices in African cities.
Effective regional institutions are required to
discipline market power. Cartels that operate
across countries are not necessarily evident to
individual governments. For example, market
sharing arrangements for sales across a group
of countries will only be readily apparent if
data on sales and marketing strategies are
obtained for the countries together.

Another way to reduce costs is to increase
private sector participation in fertilizer retail.
Shifting some of the administrative burdens
of running these programs (such as the stor-
age, bagging, inland transport, and retail
distribution) from the government to the pri-
vate sector may bring important cost savings.
Private sector participation could be encour-
aged by providing flexible input vouchers
(FIVs) redeemable at any private retail store.
An example would be an FIV program to
enable beneficiaries to redeem their subsidies
for the input mix that best meets their needs
instead of for a predefined package of inputs
(Ricker-Gilbert 2016). Another variant would
be an e-voucher such as the ones that already
exist in Nigeria or have been recently piloted
in Malawi and Zambia. Use of an e-voucher
with FIVs could help ensure accountability
and swift repayment for products from the
government to private sector retailers.

Governments also need to confront and
tackle the problem of diversion of subsidy
program fertilizer by authorities. Many sub-
sidy programs in Africa seem to suffer from
underreporting or hiding of program costs.
Some governments do not publish the fiscal
costs of their farm subsidy programs. Others
report the budgeted costs but not ex post
expenditures, which have been found to be
substantially higher in some cases.

Transparency and reduced elite capture
will critically depend on how beneficiaries
are selected. Serious challenges are associ-
ated with identifying the beneficiaries to be
targeted by fertilizer subsidy programs using
various means of targeting (Ricker-Gilbert
2016). When village voucher committees tar-
geted recipients in Tanzania, for example, the

distribution of vouchers was not better than
what uniform or random allocation of vouch-
ers would have yielded (or even worse in
some respects) despite the substantial efforts
and costs involved compared with random
targeting (Pan and Christiaensen 2012).

Ghana’s input subsidy program moved in
2010 from a targeted voucher program, simi-
lar to Malawi’s Farm Input Subsidy Program
(FISP), to a universal input subsidy program.
Under Ghana’s current “waybill system,”
any smallholder who registers with a private
input supplier is eligible to receive a subsidy
for fertilizer and seed. This system moves the
administrative burden of the program from
the government to the private sector. The gov-
ernment’s role in Ghana’s subsidy program is
only to approve the transfer and reimburse
the private sector (Resnick and Mather 2016).
Though there are still issues with corruption
under the waybill, the administrative costs of
any universal subsidy program may be lower
than under a targeted program because the
costs of identifying “eligible” beneficiaries
are eliminated. At the same time, however,
nonpoor households will be benefiting.

In terms of form, there are good reasons
to have an in-kind subsidy in agriculture
instead of cash, whether delivered through
an e-voucher or in-kind paper. For some
countries, whose input markets are yet to be
well developed, an in-kind voucher system
(or, equivalently, an e-voucher) could pro-
vide private input suppliers with predictable
demand every year. In theory, welfare gains
for the rural poor in Malawi would be larger
if the subsidy were distributed in cash rather
than in kind (Dabalen et al. 2017). Another
approach is to combine fertilizer programs
with cash transfers to exploit potential
complementarities, as found in Malawi (Pace
et al. 2018).

Boosting Pro-Poor Spending within
Sectors

Certainly, increased government spending
on sectors that are critical for the poor—
such as agriculture, WASH, education,
health, and safety net systems—is part of the
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solution. However, at the same time, current
spending could be made more impactful
for the poor. The spending in these sectors
underperforms for the poor in two dimen-
sions: within-sector allocations and produc-
tivity of spending.

Within-Sector Spending

Within-sector spending is not neutral
regarding the poor and nonpoor. In agricul-
ture, chapter 3 highlighted the importance
of staple crop productivity and the impor-
tant remaining role for public spending on
public goods (in agriculture and rural infra-
structure) to raise it.

In education, inequality in public sector
spending in Africa is common and means
that children from wealthier households
benefit more from public resources allo-
cated to education. This results from two
channels: First, children from poor house-
holds are less likely to attend postprimary
schools for which per pupil spending is
higher (Darvas et al. 2017). Second, within
school levels, more public resources go to
schools in wealthier, often urban, areas
(Bashir et al. 2018). This is, in some cases,
because of horizontal imbalances in fund-
ing resulting from decentralization of
service delivery. Partly this reflects the fact
that teacher salaries are by far the largest
category of public expenditures on school-
ing. The distribution of teachers, especially
trained and experienced ones, is biased
toward urban schools, leaving rural schools
with higher pupil-teacher ratios. Also,
urban public schools have better infrastruc-
ture and learning materials.

In health, government expenditures are
skewed toward tertiary services. In the
Democratic Republic of Congo, 87 per-
cent of government health expenditure was
focused on hospitals, used disproportion-
ately by the wealthy (Barroy et al. 2014).
The unequitable spending relates to both
staffing and nonstaff costs. Again, in the
Democratic Republic of Congo, the mod-
est operating budget almost entirely goes
to hospitals. Though hospitals can pre-
sumably help people avoid large health
costs and income shocks, evidence suggests

this spending is off-target from a poverty
perspective.

Capital investments in both education and
health services need to be rebalanced toward
primary education and care, which are usu-
ally more cost-effective. Public investments in
curative care are especially regressive, driven
by the lower use of such services by the poor
(Castro-Leal et al. 2000). Lower usage is
attributed to several factors, including the
perceptions of poor households about illness
as well as low access and quality of services
for poor households.

Productivity of Spending

Spending more on services that are needed
and used more by the poor does not neces-
sarily imply the spending is effective. The
effectiveness of spending is as important
as its magnitude, but the quality of pub-
lic schooling, health care, and other ser-
vice provision is generally low, even when
adjusted for spending levels.

One measure of efficiency of spending
(broadly) is evidence of an early-grade bulge.
This is swollen enrollments, particularly in
grade one, with much smaller enrollments
in the upper-primary grades. It is attributed
to the enrollment of overage and underage
children in grade one, high official repetition
rates, and high dropout rates between grades
one and two. The bottom-left quadrant of
figure 6.12 shows those countries that have
a current high level of this bulge and it has
gotten worse. Beyond primary education,
there are large inefficiencies in secondary
education spending in Africa—the largest
being in low-income countries where the con-
sequences are arguably greatest in terms of
poverty reduction (Grigoli 2015). Globally,
health care systems in Africa are the least
efficient, and this is also the region with the
neediest people (Sun et al. 2017).

In agriculture, ample evidence shows that
rebalancing the composition of public agri-
culture spending in Africa could reap massive
payoffs for reducing poverty and increasing
agricultural productivity. Although studies
often show low returns to spending in the sec-
tor, specific types of spending (such as invest-
ments in core public goods related to R&D,
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FIGURE6.12 Inefficiency in the primary years of education remains a challenge for many African countries
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technology generation and diffusion, and
market links) yield high returns for productiv-
ity. The inevitable conclusion is that choices
about how to allocate public agriculture
spending matter significantly (see the detailed
discussion in Goyal and Nash [2017]).

Inefficient spending on services mani-
fests in several ways. When public teachers
and doctors shirk and do not show up for
work, children learn less and get sick more
often (Duflo, Dupas, and Kremer 2015).
Absenteeism is rife among teachers in pub-
lic primary schools in Africa (much less so
in private schools). Over 40 percent of the
teachers were not in the classroom teaching
during random unannounced spot checks in
Kenya, Mozambique, Tanzania, and Uganda
(table 6.1). Similar problems plague public
health services. Clinicians in Senegal spend
an average of 39 minutes per day counsel-
ing patients, while in Tanzania the number is
even lower, at just half an hour (World Bank
2013a, 2013b).

TABLE 6.1 Service providers are often absent at
schools and health clinics in Africa
Percent

Country and Classroom teacher Health worker

year of data absence rate absence rate
Kenya (2012) 42 29
Madagascar (2016) 38 27
Mozambique (2014) 56 —
Niger (2015) 27 33
Nigeria (2013) 19 —
Senegal (2012) 29 20
Tanzania (2014) 47 14
Togo (2013) 34 —
Uganda (2013) 52 —

Source: World Bank Service Delivery Indicators country reports, http://
www.sdindicators.org.
Note: — = not available.

Wage disparities between the public and
private sectors may also suggest less value
for a given level of spending. Public sector
teachers in Kenya earn 50 percent more than
their private sector counterparts at the same
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level of skills and experience (Barton, Bold,
and Sandefur 2017). The misallocation of
teachers and health workers can exacerbate
inefficient spending. When teachers or health
workers are not deployed effectively, some
schools or health clinics are overstaffed when
others are understaffed.

Poor quality of services is not just about
absenteeism and the deployment of staff.
Public health staff may either lack the knowl-
edge and skills necessary to provide quality
public services or fail to apply them when
required. In Tanzania, 28 percent of doctors
perform no physical examination of the aver-
age patient, and only just over half of health
providers could correctly diagnose malaria—
despite malaria being endemic. Similarly, more
than two-thirds of Senegalese and Tanzanian
clinicians could not correctly diagnose diar-
rhea with severe dehydration. Surveys of civil
servants in Ethiopia, Ghana, and Nigeria
(among other countries) show that officers
have limited access to infrastructure to aid
them in their daily duties (Rogger 2017).

And, of course, services require more than
human resources. However, spending money
on more inputs does not necessarily solve the
problem. For example, in Sierra Leone, buy-
ing more textbooks did not have an impact
on learning; many schools stored the books
instead of distributing them (Sabarwal,
Evans, and Marshak 2014). Primary health
clinics need basic equipment and infrastruc-
ture to be impactful. In rural Uganda, teach-
ers reported through scorecards that lack
of staff housing was the root cause of their
absenteeism. Monitoring teachers’ housing
(which at the time was monitored by only
17 percent of schools) as opposed to teacher
absenteeism shifted a co-responsible dynamic
(Barr et al. 2012).

Approaches to Improve Spending
Allocation and Productivity

There is no single solution to mistargeted
resources and the poor quality of services,
but several approaches can be identified.
Improved financial accountability is one
avenue in health (CMI 2008) and in edu-
cation (Hubbard 2007). Other avenues to

improve pro-poor investments include bet-
ter financial management, results-based
financing approaches, private provision,
decentralization, better inputs and support
to civil servants, and information and social
accountability. Many of these have been
detailed in other reports (for example, see
the discussion in de la Briére et al. [2017]).
Technology also can serve an important role
(see Fundamentals 3, “Leapfrogging with
Technology (and Trade)”).

There is a role for providing informa-
tion to the poor to improve service delivery
(known as a client empowerment approach or
social accountability).2! How exactly infor-
mation should be disseminated to improve
politicians’ actions is less evident, but some
commonalities are informing the public how
services perform in their community rela-
tive to others and enabling and incentivizing
citizens to actively monitor service provid-
ers. Regarding the latter, higher-tier officers
could signal, for example, that such inputs
from local citizens would be taken seriously
to hold frontline officials accountable for ser-
vice delivery at the last mile.

Despite enthusiasm among some that
bottom-up pressure can significantly con-
tribute to address these problems, others are
doubtful and stress the need for top-down
solutions (Booth 2012). Public informa-
tion and additional transparency in some
circumstances might even induce stronger
patronage systems and worse service deliv-
ery than private information sharing with
leaders (Hoogeveen 2013).

Several civic education and information
experiments and campaigns have shown
results. In western Kenya, some primary
schools randomly obtained funds to hire
an additional contract teacher, and parents
(school management committees) received
information on how to hire and monitor the
teacher (Duflo, Dupas, and Kremer 2015).
In those schools that received both an addi-
tional teacher and school-based manage-
ment training, teachers were less absent, and
children displayed higher test scores.

In Uganda, families received report cards
containing baseline information on the
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quality of health services in their communi-
ties. Those cards were used at subsequent
meetings between the community and the
health care providers to design an action
plan to monitor and improve service quality
(Bjorkman and Svensson 2009). This com-
bination of relevant information and local
monitoring improved the performance of
health workers and was highly successful in
reducing child mortality.

In Mali, civic education about budget size
and mandated responsibilities of government
officials along with additional information
on the local government’s performance rela-
tive to neighboring governments led to more
citizen participation at community meetings
(Gottlieb 2016).

Although successful community account-
ability efforts may be driven by social sanc-
tions by community members toward local
civil servants (Bold, Molina, and Safir 2017),
there may be other mechanisms at play. In
Uganda, an information campaign on capita-
tion grants served as a signal from higher-tier
ministries to lower-level officials that they
were being monitored and would be held
accountable for leakages.

Local involvement or greater access to
information alone may not suffice. Greater
community participation did not suffice
without the score reports in Uganda, nor did
hiring a teacher occur in the Kenya experi-
ment without the school-based management
training information. In Benin, schools in
villages with greater radio access enjoyed
neither greater government inputs (such as
teachers or books), nor more-responsive ser-
vice providers (lower teacher absenteeism),
nor more active parent-teacher associations
(Keefer and Khemani 2014).

And vested interests can thwart reforms.
In the teacher-hiring experiment in Kenya,
efforts by the government to implement the
contract teacher program could not be effec-
tively implemented through the public sec-
tor, partly because of the political power of
the teachers’ unions in thwarting program
implementation. How best to improve effi-
ciency in spending remains an exigent space
for further experimentation and learning.

Notes

1.

See also the World Bank and International
Monetary Fund Development Committee
document, “From Billions to Trillions:
Transforming Development Finance” (World
Bank and IMF 2015).

On the downside, the APG does not pro-
vide a direct estimate of the amount of
public investments and support needed to
strengthen the earnings capacity of the poor
today and thus of their children in the future
(through human capital investment today),
nor of the amount needed to prevent those
close to the poverty line from falling back.
Still, it is a frequent starting point for con-
sidering a country’s poverty financing needs
and whether it has, in principle, the domestic
means to meet them. For applications of this
method, see, for example, Chandy, Noe, and
Zhang (2016); Olinto et al. (2013); Ravallion
(2009); and Sumner (2012).

Another approach is to estimate the impact
from redistributing the income from a coun-
try’s billionaires to the poor, which is found
to have a modest impact on the rate of pov-
erty for countries in the region (Chandy, Noe,
and Zhang 2016).

We lack estimates of aid inflows from inter-
national charities, international nongovern-
mental organizations, and private donations.
ODA data from the OECD Development
Assistance Committee (DAC) database.
Between 2010 and 2017, seven countries
accounted for more than three-fourths of
the total African bond debt issued: Angola,
Cote d’Ivoire, Ghana, Kenya, Nigeria, South
Africa, and Zambia (World Bank 2017).
Seventeen countries have an IMF Extended
Credit Facility and/or Extended Fund Facility
(Benin, Burkina Faso, Cameroon, the Central
African Republic, Chad, Céte d’Ivoire, Gabon,
Ghana, Guinea, Guinea-Bissau, Madagascar,
Mali, Mauritania, Niger, Sio Tomé and
Principe, Sierra Leone, and Togo). Two coun-
tries have IMF Stand-By Agreement and/or
Stand-By Credit Facility (Kenya and Rwanda).
However, governments do not increase spend-
ing as much as is needed in the aftermath of a
disaster (see chapter 5).

For a discussion about how, when, and why
poverty can be a priority in the national
budget, see Foster et al. (2003), which sum-
marizes five relevant African country case
studies.
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10.

11.

12.

13.

14.

15.

16.

17.

18.

Regions are UN SDG regions: https://unstats
.un.org/sdgs/indicators/regional-groups/.
Note that the FI calculation holds in the
aggregate; those who benefit and those who
pay may not be the same poor or vulnerable
individuals.

The FI index estimates the net losses experi-
enced by those who are “postfiscal” poor, or
those who would be classified as poor given
their CEQ consumable income levels. The
“fiscal gains to the poor” (FGP) index, mean-
while, estimates the net gains experienced by
those who are “prefiscal” poor, or those who
would be classified as poor given their CEQ
market income levels.

To repeat: we refer here to individuals’ cash-
based financial position in terms of purchas-
ing power, and we are not including the value
of in-kind benefits like education, health, or
infrastructure services.

First, a corporation working in a low- or
middle-income country sets up a subsidiary
in a tax haven. Second, it sells its product at
an artificially low price to this subsidiary—
enabling it to declare minimal profits and
consequently pay very little tax to the govern-
ment of the low- or middle-income country.
Third, its subsidiary in the tax haven sells the
product at the market price—for compara-
tively huge profits coupled with a low tax
rate (or none at all). In other words, corpo-
rations are manipulating prices to pay mini-
mal taxes, which, among other things, causes
low- to middle-income countries to annually
lose three times more revenue to tax havens
than they receive in foreign aid (Mosselmans
2014).

See “Global Forum on Transparency and
Exchange of Information for Tax Purposes,”
Tax Topics, OECD: https://www.oecd.org
/tax/transparency/.

See “Base Erosion and Profit Shifting,” Tax
Topics, OECD: https://www.oecd.org/tax
/bepsl.

For a set of principles and policy options on
taxation of and revenue collection from natu-
ral resources, see NRGI (2014).

Better spending for the poor also relates
to finding the right sources of financing—
including “crowding in” private sector
finance and public-private partnerships
(often in infrastructure)—to enable govern-
ments to allocate more resources to pro-
poor investments.

19. Farm input subsidies, particularly on inor-
ganic fertilizer, have been justified on the basis
that soil nutrients, particularly nitrogen, are
essential for maize production and that most
smallholders lack the cash resources or access
to credit that would enable them to purchase
inorganic fertilizer at commercial market
prices.

20. Studies on the impact of elite capture
include programs in Tanzania by Pan and
Christiaensen (2012); in Malawi by Kilic,
Whitney, and Winters (2015); and in Nigeria
by Liverpool-Tasie (2014).

21. The Global Partnership for  Social
Accountability program identifies the follow-
ing as the key social accountability activities
or approaches: budget literacy campaigns,
citizen charters, citizen report cards, com-
munity contracting, community manage-
ment or contracting, community oversight,
community scorecards, grievance redress
mechanisms, independent budget analysis,
and participatory budgeting, among others.
Devarajan and Khemani (2018) discuss the
role of civil society in overcoming govern-
ment failures such as the ones described here.
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"Accelerating Poverty Reduction in Africa is written skillfully, with rigorous and solid analysis, a rare mix

of rhyme and reason, practical wisdom, and a deep sense for acting together to design and apply
solutions to resolve the challenge. In my 30 years of research and working in development, | have

come across several treatises on the role of agriculture in driving development. But this work by the
World Bank is par excellence in assembling and synthesizing the empirical evidence and makes a
compelling case of how investing in four key areas—reducing rapid population growth and high fertility;
increasing smallholder productivity in staple foods and leveraging rising urban demand for higher-value
agricultural products; improving risk management to reduce fragility; and mobilizing public financing
focused on the poor—is critical for helping millions of resource-poor farmers lift themselves out of
poverty. My hope is that policy makers will read it

— AGNES KALIBATA, President of the Alliance for a Green Revolution in Africa

“Poverty is increasingly becoming a primarily African challenge that needs new thinking in the way that
Africans, in partnership with global supporters, tackle it effectively. This excellent flagship report rightly
points us toward focusing action on three key features specific to African poverty: its predominantly
rural nature, its fragility, and its inadequate or unequal capabilities. | fully endorse the need for a fresh
push to accelerate the delayed demographic transition and to take advantage of new technology-
enabled opportunities to take jobs and livelihoods to where the poor are by helping to diversify rural
economies and by making the informal economy more dynamic and better connected to formal systems.
The report rightly emphasizes the adoption of risk mitigation strategies against fragility to ensure steady
progress and offers a practical guide to prioritizing action”

— BENNO NDULU, former Governor of the Bank of Tanzania

“The World Bank from its inception has been at the forefront of the gigantic struggle to reduce poverty
in the developing world. It has been the leading institution in attempting to measure poverty incidence,
analyzing its causes, and suggesting appropriate measures to be undertaken by affected countries and
the donor community. While most developing regions were successful in improving the standard of
living of their people, Africa until recently continued to suffer from massive deprivations. This report
provides a comprehensive analysis of the underlying conditions and obstacles that make it so difficult
to achieve the same level of progress in Africa that so many Asian countries enjoy. At the same time,
the report documents the recent improvements in monetary and nonmonetary poverty indicators in
Africa, and it provides useful policy recommendations for a more inclusive and accelerated growth
structure. Accelerating Poverty Reduction in Africa is a must-read for anyone concerned with African
development!

— ERIK THORBECKE, H. E. Babcock Professor of Economics Emeritus, Graduate School
and International Professor, Cornell University
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