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EXECUTIVE SUMMARY

he Southern Africa Economic Outlook reviews macroeconomic conditions in the 13

countries comprising the African Development Bank’s Southern Africa region. The first

part highlights growth trends and provides projections for 2019 and 2020 by examining the

main drivers of growth based on prevailing global, regional, and domestic conditions. It also

examines financial and structural policies and how they shape current and future growth. It

then discusses the region’s performance on inequality, employment, structural change, and

poverty reduction. The second part discusses the region’s performance on regional integration.

The Southern Africa economy is projected
to grow slower than others in the continent
—at 2.2 percent in 2019 and 2.8 percent in
2020. At the heart of this slow growth are the
major headwinds of high inflation, increasing
government debt, and slow growth in South
Africa, which contributes about two-thirds of
the region’s GDP. The second largest regional
economy, Angola, is expected to grow by
1.2 percent in 2019 and 3.2 percent in 2020,
while Mozambique will grow at 4.5 percent in
2019 and 5.0 percent in 2020.

The general macroeconomic environment
is mixed but stable, with inflation expected to
change only marginally from 2018 and remain
in single digits except in Angola, where it is
projected at 16.8 percent in 2019 and 12.6 per-
cent in 2020. Only three countries will be out-
side the region’s convergence target. Although
fiscal deficits are expected to decline in 2019
in most countries, they are above the 3 per-
cent convergence target except in Botswana
and Angola and, very concerning, in Zimba-
bwe and Mozambique. Mozambique’s current
account deficit of 23 percent of GDP in 2018
and external debt of 145 percent of GDP are of
concern, but the hope is that the upward trend

in the current account deficit will be reversed
in 2020. Although all currencies are expected
to depreciate for various reasons, changes
are moderate. Only Malawi’s will change more
than 5 percent, while Angola’s has been delib-
erately depreciated to reduce misalignments.
The second part of the Outlook explores
regional integration and the challenges that
countries face in promoting it—through trade,
production, finance, and infrastructure, as
well as the free movement of people. It dis-
cusses the role of the private sector in pro-
moting or deepening integration using the
Growth Identification and Facilitation Frame-
work, with a focus on private—public part-
nership arrangements, innovation hubs, and
special economic zones. It also looks at envi-
ronmental issues to encourage sustainable
trade development and at the standardization
of business codes and products to ensure
smooth movement of goods and services.
The Southern African Development Com-
munity (SADC) has taken substantial steps
toward sustainable and deeper regional inte-
gration more than other regional economic
communities (RECs) except the East African
Community. But it is still 47 percent from the




desired target. That it is not the best performer on
any of the five regional integration indices means
that it has scope to learn from the best performing
RECs. Several advances can deepen integration in
the region: implementing the SADC industrializa-
tion strategy, removing nontariff barriers to trade,
improving the environment for doing business, final-
izing the model laws to harmonize different financial
subsectors, and quickly resolving the challenges to
ratifying the free movement of people protocol.

With the share of the private sector in GDP
above 70 percent in most countries, no regional
integration is sustainable without active private
participation. The private sector is a beneficiary
and driver of regional integration, and govern-
ments must create an accommodative landscape.
Public—private partnerships have been successful
in other countries for infrastructure development,
and reducing trade costs can spur trade.

Steps in the right direction are the Southern
African Business Forum, formed in 2015, and
stakeholder meetings convened by the SADC
secretariat and New Partnership for Africa’s
Development (NEPAD) that produced the Savuti,
Esibayeni, and Sunninghill declarations. They
recognize the central role of the private sector in
implementing the recent industrialization strategy
and integration agenda.

With Southern Africa now a free trade zone,
eliminating unnecessary nontariff barriers should
be the next step to foster integration. This should
be complemented by developing regional growth
poles to share the benefits from integration across
the region. The use of special economic zones
and innovation hubs should be encouraged to
nurture nascent industries, promote diversifica-
tion, and convert latent comparative advantage
into competitive advantage.

EXECUTIVE SUMMARY



PART

MACROECONOMIC
PERFORMANCE
AND PROSPECTS

outhern Africa is home to about 209 million people, and its population has grown by about

2.4 percent a year since 2010, slightly below the continent’s 2.6 percent.! It contributes
about 25.6 percent to the continent’s gross domestic product (GDP), second after West
Africa’s 26.3 percent. Despite its economic size, GDP growth has been sluggish, falling from
4 percent in 2010 to about 1.2 percent in 2018, with projected growth of around 2.2 percent in
2019 and 2.8 percent in 2020, lower than in other regions (table 1). Causing the low growth are
the major headwinds of high inflation, rising government debt, and low commodity prices.
South Africa contributes about 68 percent to the region’s GDP but grew at less than 1 percent

in 2018. South Africa’s GDP per capita, the second highest in Africa, has been declining since

2014 but is expected to pick up in 2019.

Southern Africa countries have different
characteristics in terms of economic size,
resource potential, economic infrastruc-
ture, human capital, political environment,
and official languages. For example, there
are huge differences in real and financial
openness—where countries such as Angola
and Zimbabwe may be considered more
closed than South Africa and Botswana. And
Namibia, South Africa, Mauritius, Botswana,
and eSwatini are considered middle-income
countries while Madagascar, Mozambique,
and Zimbabwe are in fragile situations.?

GDP GROWTH AND
COUNTRY DRIVERS

The three biggest economies—Angola,
South Africa, and Zambia —contribute about
81.9 percent of the region’s GDP, while Leso-
tho, Sdo Tomé and Principe, and eSwatini
together account for 1.2 percent (figure 1).

The dominance of large economies such as
South Africa puts pressure on some neigh-
boring countries to suffer from backwash
effects of any regional growth dynamics. This
reality requires rethinking the efforts toward
regional integration.

In 2018, the five fastest growing econ-
omies were Madagascar (5.0 percent), fol-
lowed by Botswana (4.2), Mauritius (4.1), Séo
Tomé and Principe (4.1), and Zambia (4.0). The
five slowest growing economies were Angola
(-0.7), eSwatini (-0.5), Namibia (-0.1), South
Africa (0.7), and Lesotho (0.9)—a mix of large
(Angola and South Africa) and smaller econ-
omies (Lesotho, Namibia, and eSwatini). In
2019, Madagascar is projected to grow faster
than all the other countries in the region, fol-
lowed by Malawi, S&o Tomé and Principe,
and Mozambique (table 2). Growth in Mad-
agascar is expected to be driven by strong
performance of agriculture, services, and
the extractive sectors. Growth in Malawi and
Mozambigque will depend on improvements in




TABLE 1 GDP in Africa, by region, 2010-20

Share in GDP growth (%) GDP per capita ($)
Africa’s
income
in 2017 2018 2019 2020 2018 2019 2020
Region (%) 2010-13  2014-16 2017  (estimated) (projected) (projected) 2017  (estimated) (projected) (projected)
Central Africa 5.6 4.8 &l 141 2.2 3.6 15 878 939 957.4 987
East Africa 171 5.9 5.8 5.9 5.7 5.9 6.1 1,128 1,097 1,120 1,167
North Africa 25.4 4.2 2.8 4.9 4.3 4.4 4.3 3,058 2,966 3,086 3,221
Southern
Africa 25.6 4.0 1.8 1.6 1.2 2.2 2.8 2,968 2,853 2,878 2,941
West Africa 26.3 6.3 3.8 2.7 3.8 3.6 3.6 1,506 1,622 1,756 1,900
Africa 100 4.9 3.1 3.6 3.5 4.0 41 1,814 1,810 1,877 1,964
Source: African Development Bank statistics.
FIGURE 1 Individual country GDP in regional GDP, 2010-20
Percent H| 2010 2018 (estimated) M 2019 (projected) M 2020 (projected)
80

60

Angola Botswana

Lesotho  Madagascar ~ Malawi Mauritius ~ Mozambique

Source: African Development Bank statistics.

rainfed agriculture, macroeconomic management
and fundamentals, recovery in global demand and
commodity prices, and reforms enhancing foreign
direct investment.

South Africa

Growth in the South African economy—mainly
driven by services, manufacturing, and mining
—has been slow since 2011, when it recorded

Namibia

40
20
ST [ = — | W | | BT | ([

South
Africa

Sao Tomé eSwatini Zambia Zimbabwe

and Principe

3.3 percent. Since then, growth has generally
been trending downward, falling below 2 percent
from 2014 on.% Over 2011-18, the macroeconomic
environment was stable, with inflation below the
7 percent convergence threshold, the fiscal deficit
below 5 percent of GDP, and external debt below
60 percent of GDP, also below the convergence
target. Weak revenue collection and expenditure
pressures in South Africa continue to move the

MACROECONOMIC PERFORMANCE AND PROSPECTS



TABLE 2 GDP growth, by country, 2008-20 (%)

2018 2019
Country 2008-10 2011-13 2014-16 2017 (estimated) (projected)
Angola 6.5 57 11 -0.2 -0.7 1.2
Botswana 24 7.3 2.2 24 4.2 3.8
Lesotho 55 4.9 3.0 -2.3 0.9 1.2
Madagascar 1.3 2.1 3.6 4.2 5.0 54
Malawi 8.6 3.9 4.1 5.1 3.7 4.6
Mauritius 4.3 3.4 3.7 3.8 41 4.0
Mozambique 6.6 7.2 5.9 3.7 3.5 4.5
Namibia 3.0 5.3 4.4 -0.9 -0.1 2.6
S&o Tomé and Principe 6.6 441 4.8 3.9 441 4.6
South Africa 16 2.7 1.2 1.3 0.7 17
eSwatini 1.8 3.2 2.0 1.9 -0.5 17
Zambia 9.1 6.1 3.8 44 4.0 4.2
Zimbabwe 1.7 1.7 1.8 4.7 3.5 4.2
Southern Africa 3.0 3.9 1.8 1.6 1.2 2.2

Source: African Development Bank statistics.

fiscal deficits higher than expected. In the 2018/19
national budget, the government estimated a
gross tax revenue shortfall of 48.2 billion rand
(about $3.4 billion). Meanwhile, spending contin-
ued to increase because of free higher educa-
tion, poorly performing state-owned enterprises
(SOEs), and government intervention to minimize
the impact of slow economic growth.

The annual growth of services has been declin-
ing from a high of 3.9 percent in 2011 to 1.3 per-
cent in 2016.* Annual manufacturing growth also
fell, from 3 percent in 2011 to 0.7 percent in 2016,
while mining growth has been erratic, registering
negative growth rates in 2012 and 2014 before
rising to 3 percent in 2015 and then falling to
1.1 percent in 2017. Generally, the country’s indus-
trial sector growth declined gradually from 5 per-
cent in 2010 to —0.6 percent in 2016, a pattern
replicated in agriculture. The El Nifio—triggered
drought that began in 2016 contributed to agri-
culture’s poor performance. The country recently
entered a technical recession in the second quar-
ter of 2018 as GDP contracted by 0.7 percent after
a 2.6 percent decline in the first quarter, with neg-
ative contributions from trade, transport, agricul-
ture, and household consumption. This suggests

that structural weaknesses in the economy result
in significant unemployment—especially among
youth—and low business confidence.

Confidence in the economy has also been low
because of poor governance, with high levels of
corruption, skill mismatches, and issues surround-
ing land expropriation. Current government mea-
sures to boost confidence include a commission
to inquire into state capture, restructured state-
owned enterprise boards, new tax measures, and
a 50 billion rand stimulus package. Those should
strengthen fiscal consolidation, further improve
macroeconomic stability, and enhance growth in
the medium term.® So, the country’s projected
growth is 1.7 percent for 2019 and 2 percent for
2020, based on greater investor confidence in the
political space, higher 2020 commodity prices,
and better weather.® The projected growth of the
country’s major trading partners, such as Brazil,
India, and Russia and other countries in Africa
(@ major market for manufactured goods) will act
as a tailwind to the country’s growth. But the
expected decline in global demand—especially
due to growth slowdowns in China, Japan, the
European Union, and the United States—could
act as headwinds.’

MACROECONOMIC PERFORMANCE AND PROSPECTS
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Contributing about
19.5 percent to

the region’s GDP,
Angola’s growth

is expected to rise
from —0.7 percent
in 2018 to about
1.2 percent in 2019
and 3.2 percent in
2020, on the back
of recovery in global
commodity prices

Angola

Contributing about 19.5 percent to the region’s
GDP, Angola’s growth is expected to rise from
—0.7 percent in 2018 to about 1.2 percent in 2019
and 3.2 percent in 2020, on the back of recovery in
global commodity prices, with the diamond sector
expected to grow at 8.2 percent, agriculture at
5 percent, and construction at 2.1 percent. Indeed,
the economy is heavily dominated by mining and
quarrying, followed by services and construction,
accounting for more than 90 percent of GDP.8
Slowing growth over 2014-18 was the poor per-
formance of services, with annual growth down
from 11.9 percent in 2010 to —3.9 percent in 2016.
The growth of mining, with close to 50 percent of
GDP, rose from —-0.4 percent in 2010 to 1.3 per-
cent in 2017. Construction declined markedly, from
26 percent of GDP in 2010 to 10.3 percent in 2017.
The deteriorating macroeconomic environment is
poised to improve. Inflation rose from 16.7 percent
in 201416 to 31.7 percent in 2017, but is expected
to fall to 21.1 percent in 2018 and 16.8 percent in
2019. The fiscal deficit increased as a percentage
of GDP between 2015 and 2017 but is expected
to fall below the 3 percent regional convergence
target in 2018 and 2019. External debt, though
fluctuating, rose from 31 percent of GDP in 2015 to
421 percent in 2018 but remains below the unsus-
tainability threshold. All this points to the need for
faster structural transformation, greater value addi-
tion, and more economic diversification.

A 2018 International Monetary Fund (IMF) eco-
nomic health check found that Angola has made
strides in setting a reform agenda geared toward
macroeconomic stability, diversification, private
participation, and inclusive growth. The new gov-
ernment has a specialized unit to clamp down
on corruption and improve the institutional envi-
ronment to enhance domestic and foreign invest-
ment. The Macroeconomic Stabilization Program
launched in January 2018 promotes fiscal consol-
idation, greater exchange rate flexibility, reduced
public debt as a percentage of GDP, and settle-
ment of domestic payment arrears. The program
also promotes structural reforms in the private
sector by encouraging competition in the domes-
tic market and addressing monopolistic practices
in such key sectors as telecommunications and
cement production.

The recent two-year recession and low-
er-than-expected 2017 growth propelled Presi-
dent Jodo Lourengo to seek an extended credit
facility from the IMF in return for structural reforms.
On 7 December 2018, the IMF approved a three-
year extended credit facility of about $3.7 billion
to support the economic reform program.® The
facility will help Angola restore external and fiscal
sustainability and lay the foundation for sustain-
able private sector-led investment and economic
diversification.

The National Development Plan (2018-22) sup-
ports a transition from subsistence to market-ori-
ented competitive commercial agriculture and a
reduction in food imports. It also encourages the
private sector to develop value chains that pro-
mote growth and diversification. Higher oil prices
are expected to improve the current account posi-
tion, reduce budget deficits, increase foreign cur-
rency inflows, and help Angola meet or surpass its
expected growth in 2019 and 2020. An improved
economic outlook for the country will also boost
nonoil tax revenues, given the new tax policy and
administration measures.

Mozambique

This economy is driven mostly by services, agri-
culture, and manufacturing, and manufacturing
growth has been encouraging, rising from 3.1 per-
cent in 2010 to 7.3 percent in 2016, as the other
main sectors declined.’® The inflation outlook is
good because consumer prices are dropping,
and fiscal deficits are expected to increase in 2019
before falling in 2020 due to eliminating subsi-
dies on fuel and wheat. But the country needs to
improve its poor business climate to boost private
investment and job creation.™ Growth is expected
to fall to 3.5 percent in 2018 before rising to
4.5 percent in 2019. A major challenge is to move
away from capital-intensive projects and low-pro-
ductivity agriculture to a diversified and compet-
itive economy. The unsustainably high external
debt, rising from 69.7 percent of GDP in 2012 to
158.0 percent in 2018, is a major headwind. The
effects of the 2016 hidden debt crisis continue
to haunt the country, and transparently handling
the investigations and possible debt restructur-
ing negotiations will help restore macroeconomic
stability. 1

MACROECONOMIC PERFORMANCE AND PROSPECTS



Botswana

The outlook for other countries in the region is
generally mixed. The region’s fifth largest econ-
omy, Botswana—a country that contributes about
3 percent to the region’s GDP—is driven mostly
by services and mining and quarrying, as well as
construction, and is expected to improve its per-
formance in the short term. Botswana’s growth
is estimated to have risen 1.8 percentage points
to 4.2 percent in 2018. It is projected to fall to
3.8 percent in 2019 before recovering to 4.1 per-
cent in 2020. The country’s macroeconomic envi-
ronment is stable with low inflation, expected at
3.4 percent in 2018. The external debt, estimated
at 26.1 percent of GDP in 2018 was the second
lowest after eSwatini over 2012-17.

Commodity dependence constrains Botswa-
na’s development aspirations. Mining and quarry-
ing account for 23 percent of GDP, and the share
of mineral revenue in government revenue stood
at 33.8 percent in fiscal 2017/18. Increased dia-
mond demand through improved consumer sen-
timents in the United States and China has led to
a recovery in global production. Thus, if mineral
prices continue upward, then good prospects lie
ahead for Botswana. The relatively stable macro-
economic environment, coupled with recent gov-
ernment announcements to continue improving
public sector efficiency and the business environ-
ment, in addition to the intention to remove bur-
densome regulations and relax restrictions on per-
mits and visas for foreign workers, will help spur
the country’s future growth. But heavy reliance on
commodities continues to leave it vulnerable to
international market fluctuations, pointing to the
need to add more value to minerals and diversify
its economic base. Botswana thus has to target
high-productivity sectors, reduce vulnerability
to external shocks, and deliver a more inclusive,
resilient, and job-creating economy.

Mauritius

The Mauritian economy has been growing at
3-4 percent a year over 2010-18,3 driven largely
by services and manufacturing (about 90 percent
of GDP). Although the annual growth of manu-
facturing has been declining, from 4.7 percent
in 2013 to 0.3 percent in 2016, services have
consistently grown, at an average annual rate of

5 percent since 2010." This sector is buoyed in
addition to finance and trade by growth in tourism
in response to growth in global incomes.

Mauritius’s general macroeconomic envi-
ronment is good, with inflation stable at around
4 percent for 2018-20. The fiscal deficit has been
below 4 percent of GDP since 2015, slightly above
the region’s convergence target of 3 percent.'®
The challenge is to reduce the country’s unsus-
tainable external debt, estimated at 81.8 percent
of GDP in 2018, declining since 2014 but at a slow
pace. The expected increase in growth in some
of the country’s major trading partners such as
India, South Africa, and the United Kingdom and
the implementation of the government’s ambi-
tious public infrastructure program will act as tail-
winds.'® Possibly slowing its growth in 2019 will be
the expected slow growth in China, the European
Union, and the United States.!”

Other countries

Higher commaodity prices will benefit several min-
eral-rich countries, such as Namibia (uranium
and diamonds), Zambia (cobalt and copper), and
Zimbabwe (an array of minerals). But stronger
mining will have only moderate impacts on GDP,
with contributions between 7 percent and 13 per-
cent of GDP. In Zambia, high international copper
prices and improved domestic production from
newer and recently refurbished mines is expected
to support exports, while implementing the 7th
National Development Plan (2017-21) will improve
economic diversification and sustain growth.™ In
Namibia, the high fiscal deficits and rising public
debt limit the country’s ability to finance capital
projects that would underpin the country’s long-
term growth path. But higher diamond production
due to recovery in global demand and implemen-
tation of the planned infrastructure investment
projects for which funding is expected from the
African Development Bank will support growth in
the region’s sixth largest economy.

Zimbabwe’s GDP growth has been on a down-
ward trend since 2013 despite its double-digit
growth between 2010 and 2012. Liquidity short-
ages, coupled with expansionary fiscal policy
resulting in unsustainable fiscal deficits, continue
to create macroeconomic instability compromis-
ing future growth. But the two-year Transitional

MACROECONOMIC PERFORMANCE AND PROSPECTS
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Services dominate
the region’s
economy, largely
due to the influence
of South Africa, on
average contributing
about 60 percent

to GDP from

2010 to 2017

Stabilization Program (2018-20) could aid eco-
nomic recovery prospects and place the country
on a sustainable growth path.'® It seeks to reduce
public expenditure by restructuring the civil ser-
vice, clear outstanding debt arrears to interna-
tional financial institutions of about $1.8 billion,
stem liquidity challenges that have seen parallel
market exchange rates rise steeply and contribute
to inflationary pressures, and attract foreign direct
investment. Political commitment to implement
the program is imperative. Rising inflation, esti-
mated at 31 percent in December 2018, and fore-
casts of a likely El Nifio event in 2018/19, dampen
the country’s growth outlook.

Malawi’s drive to implement fiscal reforms
include reducing the relatively high borrowing
and budget deficit, repealing the industrial rebate
scheme, removing tax holidays, strengthening tax
administration, and limiting nonessential recur-
rent spending. These reforms, augmented by
the Malawi Growth and Development Strategy |lI
(2017-22), favor a positive outlook. The economy
continues to grow, while inflation remains on a
declining trend.?® Over the medium to long term,
growth will be backed by improved electricity gen-
eration, better irrigation infrastructure and crop-
ping techniques, greater access to finance, and a
stronger business climate. The IMF also approved
an extended credit facility to Malawi in early 2018
to entrench macro stability and foster inclusive
and resilient growth—and thus to support the
country’s economic and financial reforms.

The Malagasy economy has been perform-
ing well, buoyed by services and agriculture,
which contributed about 80 percent to GDP in
2017. Good rainfall, higher vanilla prices, and an
improved external market for nickel and garments
are good for the country’s growth prospects.

In Lesotho, the construction of the second
phase of the Lesotho Highland Water Project and
the good performance of diamonds—as well as
macroeconomic stability and fiscal sustainability
measures proposed in the 2018/19 budget—will
boost the economy.?’ Proposed budget mea-
sures include streamlining the civil service by
removing ghost workers, limiting hiring to criti-
cal staff, and using performance-based salaries.
The government deficit, low at 4 percent of GDP
in 2017, is expected to decline to 3.7 percent in

2018, 3.4 percent in 2019, and 3.0 percent in
2020. Lesotho aligns its interest rate policy with
South Africa’s and experiences low inflation due to
declining food prices.??

eSwatini faces low growth, fiscal challenges,
and a depressed external environment. Real
GDP growth declined in 2018 but is expected to
recover to 1.7 percent in 2019 and 2.3 percent in
2020. In the 2018/19 fiscal budget, the govern-
ment adopted a fiscal consolidation reform and
recovery strategy. The measures include ratio-
nalizing public employment with a freeze on new
hiring, reducing current spending, and slowing
capital investment.

S&o Tomé and Principe has had a buoyant
economy in recent years. The economy grew by
an average 4.9 percent in 2010-15, driven mainly
by foreign direct investment (FDI) in agriculture
and construction. The economy expanded by an
estimated 3.9 percent in 2017, largely due to the
service and construction sectors. The short-term
economic outlook is positive, with GDP growth
projected at 4.6 percent in 2019 and 5.0 percent
in 2020, fueled by investment in infrastructure.

SECTORAL COMPOSITION OF
GDP

The region’s sectoral characteristics suggest
the need for greater structural transformation,
more manufacturing, more value addition, and
job-creating growth. Dynamic economies of scale
can be developed through manufacturing when
productive development policies are deployed.23
Services dominate the region’s economy, largely
due to the influence of South Africa, on aver-
age contributing about 60 percent to GDP from
2010 to 2017, followed by mining and quarrying
at 14.4 percent and manufacturing at 11 per-
cent (figure 2). The largest contributor to ser-
vices in 2018 was South Africa at 67 percent,
followed by Angola at 14 percent and Zambia at
4 percent. South Africa’s contribution had fallen,
however, from 73 percent in 2010 to 62 per-
cent in 2017, as Angola’s share improved from
11 percent to 16 percent. The pattern is similar
for Zambia, whose share increased from 3.4 per-
cent in 2010 to about 5 percent in 2017. South
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Africa’s declining contribution is mainly due to
slow growth in key sectors, coupled with insuffi-
cient competitiveness in goods and services mar-
kets, inefficient SOEs, skill shortages, and policy
uncertainties surrounding the new mining laws.*

Industry’s contribution to regional GDP
remained static at around 34 percent. South Africa
contributes the most to manufacturing output in
the region, though its growth in manufacturing
fell from 0.9 percent in 2016 to —0.2 percent in
2017, and its share of manufacturing output in the
region from 77 percent in 2010 to 67 percent in
2018.2% Angola’s share of the regional manufactur-
ing output rose from 6 percent in 2010 to 10 per-
cent in 2018. Zambia’s contribution to the region’s
manufacturing output has gradually been increas-
ing since 2010, from 2.4 percent to 3.7 percent in
2017 (table 3).

The agricultural sector in the region is slightly
different, even though South Africa has historically
contributed more than the other countries. South
Africa’s share declined from 34 percent in 2010
to 28.6 percent in 2017. Meanwhile, Angola has,
since 2013, generally been producing and contrib-
uting more than South Africa and in 2018 was the
region’s top producer at 26.4 percent, compared

FIGURE 2 Sectoral distribution of GDP, 2010-18
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Source: African Development Bank statistics.

with South Africa’s 23.2 percent. In 2017, other
countries that contributed relatively large shares
of the region’s agricultural output were Mozam-
bique at 14.6 percent and Madagascar at 9.9 per-
cent. The sector also continues to be vulnerable to

Construction

Services

Manufacturing

Agriculture

2017 2018

TABLE 3 Average sectoral contributions to GDP, by country, 2010-18 (percent and contribution to the regional total)

Electricity, gas, Mining and
Country Manufacturing Agriculture Services and water quarrying Construction
Angola 4.8 (9.9) 7.3 (28.6) 41.6 (14.7) 0.5 (3.7) 34.6 (51.2) 1.2 (41.7)
Botswana 6.2 (1.4) 5(1.2) 62.5 (2.6) 0.0 (0.0) 21.8(3.9) 6.9 (3.0)
Lesotho 14.5 (0.5) 9(0.4) 59.5 (0.4) 5.8 (0.9) 1(0.2 6.2 (0.4)
Madagascar 141 (2.2) 26.7 (8.4) 54.2 (1.6) 1.2 (0.8) 3 (0.0 3.4 (1.0
Malawi 10.3 (1.0) 311 (6.1) 53.2 (0.9) 1.4 (0.6) 0(0.1) 3.1 (0.6)
Mauritius 15.0 (2.7) 8 (1.4) 73.6 (2.5) 2.2(1.7) 3(0.0) 5.2(1.8)
Mozambique 101 (2.1) 26.2 (11.0) 52.7 (2.0) 3.5(3.1) 1.9 2.3(0.9)
Namibia 12.7 (2.3) 6 (2.9) 61.2 (2.1) 2.2(1.7) 12.7 (1.9) 4.3(1.5)
Séao Tomé and
Principe 7.5 (0.0) 12.0 (0.1) 71.3 (0.1) 2.4 (0.0) 0.3 (0.0) 6.5 (0.1)
South Africa 13.4 (70.4) 2.5(26.3) 68.1 (65.6) 3.5(78.7) 8.6 (35.5) 4.0 (40.9)
eSwatini 33.0(2.2) 10.2 (1.4) 51.7 (0.6) 1.3(0.4) 0.6 (0.0) 3.2 (0.4)
Zambia 7.6 (2.9 8.0(6.1) 56.4 (3.9) 2.84.4) 15.2 (4.4) 9.9 (7.0)
Zimbabwe 11.0 (2.9) 11.6 (6.1) 62.3 (3.0) 3.6 (8.9 8.6 (1.8) 2.9 (1.5)

Source: African Development Bank statistics.
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On the demand side,
the major driver of
expenditure growth
is consumption by
both governments
and households

variable weather, increasing the need to invest in
climate-smart agriculture to enhance agro-based
industries and food security.

Mining and quarrying are dominated by Angola,
followed by South Africa, Zambia, and Botswana,
in that order. The four countries accounted for
about 96 percent of the 2017 output. Angola’s
presence in the sector since 2010 is gradually
increasing, Botswana’s has been steady, Zam-
bia’s growing, and South Africa’s falling. These
sectoral changes point to the evolving roles of nat-
ural resources such as minerals and rare earths in
Southern Africa, along with the problems of Dutch
disease and wider resource governance.

On the demand side, the major driver of expen-
diture growth is consumption by both govern-
ments and households, with the latter account-
ing for a larger share (table 4). Government and
household consumption also dominate aggregate
demand of the regional economy. In 2017, con-
sumption expenditure was about 78.4 percent
of GDP, 60.2 percent by the household sector.
Slightly more than three-quarters of that expen-
diture is by South Africa and Angola, but South
Africa’s share has been falling, a trend projected
to continue until 2019, while those of Angola,
Botswana, Mozambique, and Namibia have been
increasing.

Since 2013, the region has been a net importer,
attributable to the low exports because of poor
infrastructure and inadequate access to financial
services and skills. But the gap between exports
and imports has been narrowing since 2016 and
almost closed in 2017. Thus, in 2017, the region
exported 30.3 percent of GDP and imported

30.4 percent. The main exporter is South Africa,
with 72 percent of total exports in 2017, followed
by Angola at 6 percent and Botswana at 5 per-
cent. The share from Angola has been falling since
2012, while those of Botswana and South Africa
have been rising steadily.

Capital formation has generally not exceeded a
quarter of GDP, and the private sector’s contribu-
tion is not far from the government’s. Government
investment has been gradually increasing. And
while South Africa leads in its contribution to cap-
ital formation, its share has been dwindling while
those of Angola and Zambia have been increasing
—Angola’s share rose from 19 percent in 2010 to
30.3 percent in 2017, as South Africa’s fell from
60 percent to 45 percent. These changes will
continue to redefine leadership in research and
development, market penetration, job creation,
and economic dominance.

OPPORTUNITIES AND RISKS

Global tailwinds and (mainly)
headwinds

The expected slow growth of Southern Africa’s
main exports to the European Union, the United
States, and China will dampen trade and growth
somewhat, since the region exports around
33 percent of its GDP. The slight decline in the
region’s trade and growth is because growth in
the EU economy is expected to decline by 0.2 per-
centage point in 2019, from the 2 percent expected
at the end of 2018, while growth in the United
States is anticipated to decline by 0.4 percentage

TABLE 4 Regional expenditure patterns (% of GDP)

Component 2010 2011 2012 2013 2014 2015 2016 2017 2018
Household consumption 575 56.8 58.1 57.7 58.1 60.4 60.8 602 592
Government consumption 18.9 18.9 19.2 20.2 19.7 19.3 18.8 18.2 18.2
Private gross capital formation ~ 12.7 12.9 12.9 13.5 13.1 13.6 12.5 11.9 12.5
Public gross capital formation 9.2 941 9.9 10.0 10.6 1.7 9.6 9.8 10.2
Exports 350 374 365 367 360 313 313 303 320
Imports 334 351 366 381 375 363 330 304 322

Source: African Development Bank statistics.
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point in 2019. The Chinese economy is projected
to maintain growth around 6 percent but with an
expected growth decline by 0.3 percentage point
in 2019.26 The lukewarm external market bodes
ill for Southern Africa’s exports, just as the recent
upward trend in fuel prices does for regional eco-
nomic performance, since Angola is the region’s
only net oil exporter. Due to the high dependency
on oil imports, non-oil-producing countries have
difficulty diversifying their risks. But with the rising
commodity prices, mineral-producing countries
are expected to benefit. In contrast, countries like
Malawi, Mauritius, and eSwatini are not blessed
with mineral resources.

China’s rapid growth, if it continues for the next
few decades, offers Southern Africa a huge eco-
nomic opportunity, not least by underpinning com-
modity prices, thus boosting the region’s terms of
trade, and investing more widely in infrastructure.
Greater trading opportunities would support frag-
ile balance of payments positions throughout the
region, potentially assisting with pervasive debt
repayment problems.

While imports of cheap Chinese manufactures
have produced a large and widening bilateral trade
deficit over the past decade with South Africa,
Southern Africa stands to gain from the miner-
als nexus. China’s manufacturing boom is driven
by imported minerals, such as platinum, coppert,
iron ore, and chromium, which Southern Africa
possesses in abundance. This implies increas-
ing mineral exports to China, together with grow-
ing Chinese investment in the region, to securely
supply natural resources in exchange for infra-
structure. China’s agricultural imports should also
continue to rise, as land in that country is taken
out of agricultural production and its urban popu-
lation expands. Southern Africa has the potential
to export such goods to China. Much depends
on greater regional investment to increase export
capacity, and further Chinese investment in the
region would most likely support it.

Mauritius and South Africa, with their world
class banking sector and internationally competi-
tive service companies, can supply those services
to the Chinese market. Moreover, the services are
set to benefit from the broader trade expansion
with China, possibly creating a virtuous circle of
investments and exports.

But China’s rise also holds risks for Southern
Africa. Imports of cheap Chinese goods threaten to
displace regional production, particularly in labor-in-
tensive manufacturing. Given the structural char-
acteristics of the region dominated by pervasive
unemployment, a key question is how to ensure
future employment growth. Indeed, fears are
growing that Southern Africa will be condemned
to the role of exporter of raw materials. South Afri-
ca’s exports to China support these concerns. In
1998, advanced manufactured goods accounted
for 50 percent of total exports to China, while
raw materials and intermediate goods made up
the remainder. By 2018, advanced manufactures
accounted for a mere 8 percent of the total, with
resources and intermediate products accounting
for the rest. Such negative effects on manufactur-
ing of engaging with China seem to be increasing.?”

Regional tailwinds and headwinds

The continuing slow growth in South Africa holds
back the fiscal revenues of countries in the South-
ern African Customs Unions (SACU).28 Those
countries could find alternative sources of rev-
enue to reduce their exposure to South Africa
—by strengthening tax administration, minimizing
tax evasion, expanding the tax rates on natural
resources, and reducing corruption. The region
performed dismally between 2015 and 2016
because of a 0.7 percentage point decline in South
Africa’s growth and a 3.5 percentage point decline
in Angola’s.?® The low growth was due to drought,
continual power outages, and declining terms of
trade. The development of regional infrastructure
by regional economic communities is expected to
increase competitiveness and expand the oppor-
tunities for trade and investment, while improving
social conditions and eradicating poverty.3° Tour-
ism is another avenue to promote economic devel-
opment, as with the flourishing tourism sectors in
Botswana, Mauritius, and South Africa.

Peace and security

Largely peaceful and secure, Southern Africa is
the most stable region in Africa. But there have
been instances of political crises, democracy
and governance deficits, and even armed con-
flict." Lesotho had political instability and a secu-
rity crisis in 2015 and 2017. Angola had a new
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president in 2017 after 38 years, and Zimbabwe in
2018 after 37 years. And South Africa witnessed
changes in political leadership likely to boost
investor confidence. Botswana continues to rank
as a peaceful country on the global peace index,
remaining in second place in Africa after Mauritius.

MACROECONOMIC STABILITY

Inflation

The macroeconomic environment in Southern
Africa appears to be improving as inflation pres-
sures are generally slowing in many countries, in
single digits in 2018 except for Angola and Malawi
(table 5). The increase in global oil prices feeds
into the domestic prices of importing countries.
Tight monetary policy in many countries allowed
them to experience somewhat low inflation, with
single digits projected for 2019 and 2020.

The liquidity crisis in Zimbabwe put pressure
on prices and, if not contained, will result in end-
of-year inflation above expectations in 2019 and
2020. Successful implementation of the new tran-
sitional stabilization program in Zimbabwe and the
macroeconomic stabilization program in Angola,

to promote fiscal consolidation and reduce exter-
nal debt, will help in improving the 2019 inflation
outlook for the two countries.

Exchange rates

The depreciation of the South African rand has
dragged along the Southern Africa Customs Union
currencies. Due to volatility in commodity prices
and uncertainty in emerging markets such as
South Africa, most national currencies lost ground
against the US dollar in 2018 and are expected to
continue depreciating in 2019, except for the Mau-
ritian rupee (which is not underpinned by com-
modity exports) (figure 3). Continuing strength in
service exports (mainly tourism) and brighter pros-
pects for goods exports due to stronger economic
growth in Mauritius’s key trading partners (India,
South Africa, and the United Kingdom) and favor-
able balance of payments are some of the factors
that will strengthen the rupee.32 The relatively large
depreciations in Angola, Malawi, and Mozam-
bique in 2019 will partly be caused by expected
large current account deficits—Mozambique’s is
expected to increase by 7 percentage points to
30 percent of GDP in 2019. In Malawi the increase
in the importation of maize announced in the

TABLE 5 Average consumer inflation, by country, 2008-20

2018 2019 2020
Country 2008-10 2011-13 2014-16 2017 (estimated) (projected) (projected)
Angola 13.6 10.8 16.7 31.7 21.1 16.8 12.6
Botswana 9.2 7.3 3.4 3.3 3.4 3.9 3.8
Lesotho 6.6 5.3 5.1 5.3 4.8 4.9 51
Madagascar 9.1 7.2 6.7 8.3 7.7 7.1 6.3
Malawi 8.2 18.7 225 1.5 10.4 7.7 7.0
Mauritius 5.0 4.6 1.8 3.7 51 45 4.4
Mozambique 8.8 5.6 8.0 15.1 4.6 5.0 51
Namibia 7.8 5.8 5.2 6.2 4.2 5.2 5.3
Sao Tomé and Principe 20.8 111 5.9 5.7 6.8 55 4.5
South Africa 7.6 5.5 57 5.3 4.9 5.3 55
eSwatini 8.2 6.9 6.2 6.2 5.4 5.4 5.6
Zambia 1.4 7.4 11.9 6.6 7.6 79 7.6
Zimbabwe B8 2.9 -14 0.9 3.6 815 35
Southern Africa 8.7 6.7 7.7 9.3 7.4 71 6.6

Source: African Development Bank statistics.
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FIGURE 3 Exchange rate depreciation, by country, 2016-18
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2018/19 national budget will also contribute to
the expected exchange rate changes. In Angola,
the projected exchange rate changes will be due
to monthly devaluations by the National Bank of
Angola to realign the country’s exchange rate and
reduce its overvaluation.3?

At the regional level, exports have fallen short
of imports since 2013, contributing to exchange
rate depreciations. Angola is the only country
that has generally been running a positive trade
balance since 2010, while Botswana and South
Africa’s trade balances have been positive though
declining since 2016. Botswana, Malawi, Namibia,
eSwatini, and Zimbabwe expect export growth to
be greater than import growth for 2018-20.

Terms of trade

The terms of trade for goods and services slowly
deteriorated until 2015, picked up again in 2016,
and declined again in 2017 (figure 4). The decline
has been exacerbated by the recent declines in
global commodity prices.

Current account
The region’s current account deficit is estimated
to have worsened from an average of 2.1 percent

MACROECONOMIC PERFORMANCE AND PROSPECTS

FIGURE 4 Terms of trade changes in Southern Africa, 2010-20
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of GDP in 2017 to 2.9 percent in 2018. Despite
a general global recovery in commodity prices
(although with significant dispersion), the recent
weak economic performance in South Africa has
slowed export growth in SACU countries, while




stronger import growth and exchange rate dete-
riorations have hit non-resource-intensive coun-
tries (figure 5). For 2011-19, Botswana is the only
country that consistently ran large positive current
account balances, followed by eSwatini. High dia-
mond prices and a rebound in agriculture follow-
ing the 2015-16 drought are some of the reasons
behind Botswana’s good current account perfor-
mance. Mozambique continues to record the larg-
est current account deficit, with large imports of
capital goods and services related to natural gas
megaprojects the main driver. Contributing to the
continuing fragility of Lesotho’s current account
balance are declining SACU revenues, which
account for more than 40 percent of total revenue,
lower demand (from South Africa), and the poor
performance of textile manufacturing. Zimbabwe’s
current account deficit fell sharply to 2.1 percent
of GDP in 2017 from an average of 8.2 percent
over 2014-16, when liquidity challenges com-
pressed imports. Despite an uptick in export rev-
enues from improved mineral and tobacco prices,
Zimbabwe’s current account deficit persists, as
manufacturing exports continue to be constrained
by outdated equipment and restrictive exchange
controls. In Sdo Tomé and Principe, the current
account deficit declined to 6.7 percent of GDP in

FIGURE 5 Current account balances, by country, 2014-20
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2018 from 8.2 percent in 2017, but is expected to
rise again to 7.3 percent in 2019.

Public sector finance

Debt

Southern Africa’s many development aspirations
come with big challenges. Massive financing in a
dynamic financing landscape is rapidly increas-
ing public debt. As the region pursues economic
transformation, it needs to balance increased
financing and overall debt sustainability.

Public debt for 2010-18 is generally high, con-
tinuing to rise in some countries (figure 6). Tighter
global financial conditions and fading investor sen-
timent toward emerging markets contributed to a
reversal in capital inflows and to higher financing
costs. Public debt remains high though declin-
ing, especially in Mauritius, Mozambique, and
Zambia. Exchange rate depreciations in Zambia
and the reporting of previously undisclosed debt
in Mozambique contributed to the deterioration in
their debt-to-GDP ratios.3* In 2018, government
debt rose rapidly in Angola and Zambia, because
of continued exchange rate depreciations. In
addition to the rise in debt ratios, variations in the
composition of debt have made many countries

Namibia

2019
(projected)

2020
(projected)
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FIGURE 6 External debt accumulation, by country, 2008-18
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susceptible to changes in financing conditions.
Nonconcessional financing accounted for more
than 50 percent of total public debt in Zambia and
Zimbabwe and more than 30 percent in Mozam-
bique. Debt’s sustainability has deteriorated in
some Southern African countries. At the end of
2017, Mozambique and Zimbabwe were classified
in debt distress under the World Bank-Interna-
tional Monetary Fund debt sustainability frame-
work. And previously moderate ratings for Zambia
were changed to high risk of debt distress.

In 2010 and 2014, total public debt as a per-
centage of GDP was relatively low in most South-
ern African countries and lower than the rec-
ommended maximum of 60 percent, except in
Mauritius, Mozambique, and Zimbabwe. From
2016 to 2018, debt levels remained sustainable
in eight Southern African countries, including
Namibia, where levels are slowly approaching the
60 percent threshold. eSwatini has been record-
ing the lowest external debt levels, followed by
Botswana. Interest payments as a percentage of
exports of goods for 2010-18 have been below
30 percent for the region, though high in Namibia.
The expected increases in debt servicing by
Angola, Mozambique, Namibia, South Africa, and
Zambia in 2019 partly reflect the commitment

2012 2013 2014 2015 2016

by their governments to reducing debt accu-
mulation (figure 7). Debt servicing is very low in
Mauritius even though the country is indebted
unsustainably.

There is no guarantee for debt sustainability
because any severe shock could throw a country
over the limit. Reform of the nonbanking financial
sector can strengthen domestic debt markets.
Strengthening retirement benefits and insurance
will increase the long-term finance available for the
domestic debt markets. Traditional and new alter-
native sources for financing development should
be considered, including investment-seeking
opportunities for sovereign wealth funds and pen-
sion funds as well as innovative financial instru-
ments such as diaspora bonds to unlock capital
in remittances. There must be a balance between
ensuring that new concessional and noncon-
cessional borrowing from domestic and external
sources goes to high growth projects and man-
aging ongoing fiscal adjustments to place public
debt on a sustainable path.

Fiscal deficits

General government expenditure has been rising
steadily and is expected to continue its grad-
ual upward trend. In 2017, it was recorded at
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FIGURE 7 Debt service—interest and amortization, by country, 2010-19
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30.1 percent of GDP (table 6), with two-thirds of
it final consumption expenditure. In most coun-
tries, recurrent expenditure as a proportion of
GDP is higher than government gross capital
formation, except in Angola and Malawi, where
government total expenditures are equally shared.
Higher 2017 shares of government expenditure
in GDP in Angola (40 percent), Lesotho (45 per-
cent), Mozambique (44 percent), and Zimbabwe
(386 percent), despite their fiscal consolidation
measures, may impede growth since their GDP is
driven largely by the state. The 2019 outlook for
government recurrent expenditure is not expected

to change much, except in eSwatini, where it is
projected to increase from 19 percent of GDP to
28 percent. The low expected growth of the South
African economy, the main importer of about
60 percent of eSwatini’s exports, will continue to
weigh heavily on growth. Indeed, the economic
situation in South Africa may compromise the
eSwatini government’s ability to implement the
fiscal reforms announced in its 2018/19 budget.
The region’s fiscal balance is in deficit, has wors-
ened, and remains above the 3 percent economic
convergence target set by the SADC. Except for
Botswana, all other Southern African countries

TABLE 6 Public finances in Southern Africa, 2010-18 (% of GDP)

Indicator 2010 2011 2012 2013 2014 2015 2016 2017 2018
Total revenue 29.0 28.2 26.6 2518 24.9 27.2 25.9 26.0 25.8
Tax revenue 8.0 8.5 8.2 8.9 9.2 8.6 8.7

Total expenditure

and net lending 31.6 32.0 32.4 31.0 24.9 29.4 30.0 30.1 30.0
Fiscal balance 2.4 -3.0 -4.2 -4.4 -41 -4.5 -4.1 -4.2 —4.1

... is not available.
Source: African Development Bank statistics and IMF Government Finance Statistics 2018.
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reported budget deficits in 2017. The 2019 fiscal

position is expected to worsen in Botswana, Mad-

agascar, Mozambique, and South Africa (figure 8).

¢ |n Botswana, the widening deficit is due to
declining disbursements from the Southern
African Customs Union (SACU) and weak
mineral revenue growth against the backdrop
of the government’s commitment to increase
public spending in a bid to diversify the econ-
omy away from mining.

¢ |In Madagascar, although the IMF is happy with
the country’s performance under the extended
credit facility approved in 2016, increased
spending to finance capital expenditures to
boost the economy will continue to burden the
fisc.

¢ |n Zimbabwe and Zambia, the improved fiscal
outlook has been driven by deeper policy
reforms aimed at enhancing fiscal discipline,
maintaining macroeconomic stability, and
achieving debt sustainability.

¢ In Mozambique, the hidden debt crisis con-
tinues to haunt the economy, and growth has
been falling since 2016 although expected to
recover in 2019. External debt levels are still
unsustainably high (estimated at 146 per-
cent of GDP in 2018), and high government

financing needs (including expenditure on
capital-intensive projects) are pushing up the
fiscal deficit.®5
e In South Africa, poor revenue collection at
South Africa Revenue Services (SARS), cou-
pled with high public spending to prop up the
ailing economy, is putting a strain on the fisc.
¢ In Sdo Tomé and Principe, steadfast efforts to
implement fiscal and legal procedures to col-
lect tax arrears owed by some companies,
complemented by spending restraint on per-
sonnel costs and domestically financed capital
expenditure, should improve the fiscal balance.
The fiscal deficit trend is expected to continue
until 2020 (see figure 8). In most countries in the
region, budget deficits are expected to ease a
bit due to fiscal consolidation and improved rev-
enue inflows from commodities. But delays or
weak implementation of reforms relating to public
finance management, as well as deviations from
planned expenditures, pose a downside risk to
ongoing fiscal consolidations.

Domestic resource mobilization

Across the region, public financial management
reforms have become a pillar of fiscal policy ini-
tiatives to ensure sound budgeting and effective

FIGURE 8 Fiscal balance, by country, 2014-20
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resource allocation to key development areas.
Improving domestic resource mobilization
includes measures to widen the tax base and
strengthen revenue collection through moderniz-
ing tax administration systems.

The primary sources of domestic resources in
Southern Africa are private savings and public rev-
enues. While workers’ remittances are generated
externally, they can also become an important
source of domestic resources for the receiving
country. Given that financial intermediation is a
crucial link between savings and investment, an
efficient and effective financial system is vital in
mobilizing resources and allocating them to the
most productive investment opportunities.

Southern African countries have one of the
lowest national savings rates in the continent.
For 2010-18, the average gross national savings
as a percentage of GDP for Southern Africa was
16.5 percent, lower than the average for North
Africa (23.5 percent) and East Africa (17.5 per-
cent; (figure 9).%6 Only in Southern Africa and
West Africa are gross domestic savings are
higher than national savings, implying that net
foreign savings in these regions are negative. In

other regions, net savings from abroad are posi-
tive, resulting in national savings greater than the
domestic.

The average savings rates for Southern
Africa disguise discrepancies across the region.
The 2010-18 averages show that Angola and
Botswana have the highest gross domestic sav-
ings rate while Lesotho, Sao Tomé and Principe,
and Zimbabwe recorded negative domestic sav-
ings rates (see figure 9). This could be explained
by natural resource savings (sovereign wealth
and pension funds), natural resources coming
onstream (copper in Zambia), and deeper finan-
cial markets (South Africa and Mauritius). Nota-
bly, all countries recorded positive gross national
savings as a percentage of GDP, suggesting that
people from Zimbabwe and Lesotho save more
outside their home countries, possibly due to
emigration. Differences in growth and financial
development could explain the disparities in the
savings rate in the region, as could demographic
differences.

Lagged savings are positively associated with
productivity growth in poor countries but not in
rich countries, and domestic savings matter for

FIGURE 9 Gross savings, by country and region, 2010-18
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innovation, implying that mobilizing savings is
important for growth.%”

The evidence also suggests that across the
region, efforts to rein in public debt and lower
budget deficits to sustainable levels underpin
fiscal consolidation initiatives. In the short term,
fiscal consolidation may have a negative effect
on aggregate demand and economic activity.
However, consolidation efforts promoting trans-
parent and effective public spending is vital in the
medium term to reduce poverty and inequality.
Improving the allocation of tax revenues reinforces
the legitimacy of public spending and increasing
tax compliance. Tax revenue represents almost
all of government revenue in most Southern Afri-
can countries, so boosting it should substantially
enhance domestic resource mobilization.

The average tax revenue in Southern Africa
was 19.5 percent of GDP in 2016. Compare that
with 16.4 percent for the East African Community
(EAC), 8.9 percent for the Economic Community
of West African States (ECOWAS), 16.1 percent for
the Central African Economic and Monetary Com-
munity (CEMAC), and 18.2 percent for the West
African Economic and Monetary Union (WAEMU).

The tax share in GDP for Namibia in 2016 was
28.5 percent, for South Africa 27.1 percent, for
Malawi 15.4 percent, and for Zambia 14.9 percent

(figure 10).3% A large source of tax revenue in
most of these countries in the subregion is from
income, profits, and capital gains, except in Mau-
ritius and Lesotho (figure 11). Trade taxes are a
major source of revenue for countries in the SACU
region. Mauritius uses indirect taxes (value added
tax) to raise a large share of revenue. Lesotho is
the only country that uses export taxes to raise
revenue (2.8 percent of total tax revenue for 2010—
16). Data on nontax revenue for the region are
not readily available and should include interest
receipts (received on loans by the governments to
local authorities and state-owned enterprises) and
dividends and profits received from state-owned
enterprises.

Taxes form more than 75 percent of govern-
ment revenue in South Africa, and anecdotal
evidence suggests a similar figure for other coun-
tries in the region. The tax-to-GDP ratio is largely
a function of structural features encompassing
per capita income, urbanization, literacy, sectoral
shares, and trade.®® The discrepancies in these
variables among countries in the region explain
the differences in their tax performance. Sub-
Saharan countries could mobilize on average up
to 5 percent of GDP in additional tax revenues in
the next few years.*? Success depends largely
on policy design, institutional development, and

FIGURE 10 Tax revenue, selected countries and regional economic communities, 2014-16
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FIGURE 11 Tax profiles, selected Southern African countries, 2010-16
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political support, with economic and political sta-
bility also crucial.

For SACU countries, a large share of total rev-
enue comes from international trade taxes, with
Lesotho (41 percent) and eSwatini (45 percent) the
most dependent. Tax revenues are also relatively
low in most of the countries in the region, partly
because of administrative and technical difficulties
in tax collection.

Maximizing the development impact of tax rev-
enue will require much more attention to increas-
ing both their volume and use. Key steps to widen
the tax base would be to strengthen value added
tax systems, streamline exemptions, and expand
coverage of income taxes. Introducing new
sources of taxation such as property taxes and
harnessing new technologies could also facilitate
access to more reliable information.*! Improving
the mobilization and use of domestic resources
should have a strong positive impact on growth
and development. Increased domestic resource
mobilization and the corresponding reduction in
dependence on aid should enable countries to
own their development process and identify prior-
ity sectors for investments to generate sustained
growth.

Corruption in some countries hampers the effi-
ciency of using public resources. The corruption

Mozambique

Namibia South Africa Zambia

perception index calculated by Transparency
International—which looks at perceived levels
of public sector corruption—shows that in 2017,
Botswana is the country rated least corrupt in
Southern Africa, ranked 34 of 180 countries, fol-
lowed by Namibia at 53. The lowest ranked are
Angola (167), Zimbabwe (157), and Madagascar
(155).

DOMESTIC FINANCIAL
SYSTEMS AND FINANCIAL
INCLUSION

The financial sector is the engine of any econ-
omy, mobilizing savings and dispensing loanable
funds to the productive sectors and thus stim-
ulating investment, employment, and economic
growth. Southern Africa’s low gross savings (see
figure 9) partly underscores the need to expand
the coverage, competitiveness, and affordabil-
ity of financial services to bring the unbanked
into the mainstream economy. Encouraging
financial inclusion will ensure that all interested
economic agents—households, business, and
government—drive inclusive growth. Universal
access to finance stimulates economic growth
and allows micro, small, and medium enterprises
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to flourish, resulting in higher and greater income
opportunities.*?

A number of the countries in Southern Africa
have stable economies and fairly well developed
and competitive financial markets where market
forces influence interest rates and private sector
borrowing activities. Where these conditions are
not satisfied, as in Zimbabwe and Angola, gov-
ernments have tended to control interest rates,
impeding financial development. It is now gener-
ally accepted in policy circles that proper align-
ment of interest rates is important for economies
that have open capital markets.

In the recent past, most governments of the
region allocated credit extensively. But with rap-
idly changing relative prices, increasingly complex
economic structures, and more sophisticated
financial markets, the risk of mismanaging such
controls increased, as the experience of Zim-
babwe in the late 2000s showed. The lesson is
that countries could allocate resources better by
reducing the number of directed credit programs,
the proportion of total credit affected, and the
degree of interest rate subsidization. More impor-
tant, governments that continue to direct credit
should specify their priorities narrowly.

Commercial banks are the dominant financial
institutions for most countries of the region. To
enhance their developmental role, banks should
be made more efficient by improving their man-
agement systems and having to face increasing
competition. Better bank management requires
new lending policies, better loan recovery proce-
dures, more sophisticated information systems,
and better-trained staff. The entry of new banks,
domestic or foreign, may stimulate competition.

Southern African countries also need to
develop other financial institutions, whose ser-
vices compete with and complement those of
commercial banks. Nonbank financial intermedi-
aries, such as development finance institutions,
insurance companies, and pension funds, are
critical sources of long-term finance. As more cit-
izens and communities desire to make provision
for retirement, contractual savings institutions
such as pension funds will grow in size. Allow-
ing pension funds and insurance companies to
invest in financial instruments other than low-inter-
est government bonds will increase the supply of

long-term finance to the private sector and spur
investment.

All countries of the region have a long history of
the informal financial sector providing services to
the noncorporate sector, households, small farm-
ers, and small businesses. Even though family and
friends are usually the most important source of
credit, pawnbrokers provide a substantial amount
of credit to those with marketable collateral, and
moneylenders to those without. Merchants such
as those in the car industry provide financing to
their customers, and purchasing agents advance
funds to their suppliers. Rotating savings and
credit associations are also common in Southern
Africa. But informal lending has severe drawbacks
—the scale of lending tends to be small, the range
of services limited, markets fragmented, and inter-
est rates sometimes usurious.

As Southern Africa moves toward more
sophisticated financial systems, it can draw on
the experience of middle- and high-income coun-
tries to design appropriate financial instruments
and institutions. For example, though competitive
financial markets may be efficient at mobilizing
and allocating funds and managing risk, they can
still make mistakes—as in the excessive lending to
developing countries in the 1970s and the savings
and loan crisis in the United States in the 1980s
and 1990s. Equally, market-based financial sys-
tems can be unstable and susceptible to fraud
and moral hazard. This underlines the importance
of adequate regulation and supervision. Given that
finance evolves rapidly, regulators must continually
get the right balance between stimulating compe-
tition and growth and limiting fraud and instability.

Of developing regions, Southern Africa is
among those with the lowest percentage of adults
with bank accounts. The share of adults in Sub-
Saharan Africa with bank accounts increased
from 23 percent in 2011 to 43 percent in 2017. The
change occurred across countries in Southern
African, except Botswana and South Africa. Large
changes were recorded in Namibia and Zimba-
bwe (figure 12).

For Southern African countries to reap the full
benefits of financial development, financial sector
policies should focus on building institutions, pro-
moting sound legal and regulatory frameworks,
and broadening financial inclusion. Reducing
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FIGURE 12 Adults with bank accounts, by country, 2011-17
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intermediation costs through stronger bank com-
petition, opening the financial sector to foreign
entry, and having a flexible approach to the adop-
tion of innovative financial products will go a long
way in enhancing financial inclusion. Supporting
the development of mobile banking by promoting
inexpensive and flexible use of technology, creat-
ing favorable conditions for banks to develop new
products, and keeping the legal framework open
and adaptable also facilitate financial inclusion.

POVERTY, INEQUALITY,
EMPLOYMENT, AND HUMAN
DEVELOPMENT

Poverty and inequality

Around 54 percent of the region’s population lives
in rural areas. The upper middle-income countries,
Botswana and Mauritius, had the lowest rural pop-
ulation shares—about 52 percent for Botswana
and 59 percent for Mauritius.*® Of the lower
middle-income countries, South Africa’s rural
population is lowest at 35 percent, and eSwatini’s
highest at 78 percent. Generally, the share of rural

W 2011 2014 W 2017

South eSwatini Zambia Zimbabwe  Sub-Saharan
Africa Africa

population in most Southern African countries is
declining, indicative of rural-urban migration.

Poverty remains high, with slow economic
growth stalling poverty reduction. The poverty
headcount ratios for 2010-15 show that 78 per-
cent of Malagasy lived below the national poverty
line of $1.90 a day, compared with 64 percent in
Zambia, 71 percent in Malawi, and 60 percent in
Lesotho. Mauritius is the only country with pov-
erty at less than 10 percent (figure 13). The popu-
lation below poverty line of $1.90 a day is around
17 percent in South Africa, while the poverty gap
is only 5 percent of the poverty line. The intensity
of poverty (using the poverty gap ratio at $1.90 in
2011 PPP-adjusted international dollars per day) is
highest in Madagascar, followed by Malawi, Leso-
tho, and Zambia.

On the Human Development Index in 2017,
Mauritius (65), Botswana (101), and South Africa
(118) were the three highest-ranked countries,
while Mozambique (180), Malawi (171), and Leso-
tho (159) ranked the lowest (figure 14). On the
Inequality-Adjusted Human Development Index,
which accounts for the human cost of inequality,
some countries’ global rankings improved since
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FIGURE 13 Poverty indicators, selected Southern African countries, 2010-15
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Source: African Development Bank statistics.

FIGURE 14 Human Development Index and Inequality-Adjusted Human Development Index values, by country, 2017
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the index was introduced in 2010 (Madagascar, 2010 and 2017, South Africa, Namibia, and
Malawi, Mauritius, and Mozambique). Botswana were among the world’s five most

By two other measures of inequality—the Gini  unequal countries. For instance, although
index and the Palma ratio (figure 15)—between  post-apartheid South Africa has experienced
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Unemployment is
in double digits
in more than half
of the region’s
countries

sustained economic progress, the growth has
not been inclusive. In Botswana and Namibia,
persistent high inequality is mainly due to dispar-
ities in the quality of economic opportunities and
services, exacerbated by limited economic diver-
sification. Income inequality is also linked to the
high rate of unemployment, while labor market
structural problems, such as inadequate skills and
skill mismatches, are cited as a major contribu-
tor to the high rate of unemployment. Such high
inequality has attenuated the rate of transforming
economic growth into poverty reduction in Africa
and globally.*4

Without inclusive growth and pro-growth gov-
ernment policies, the region’s inequalities will con-
tinue to worsen. Botswana and South Africa, where
inequality and poverty are highest in the rural areas,
need to increase the provision of rural-based social
and economic infrastructure and welfare support.
South Africa needs to improve access to and qual-
ity of education, especially among rural dwellers,
females, and black Africans and those with limited
education.*® To foster sustained declines in poverty
and inequality, the countries in the region need to
focus on growth and employment creation across
all sectors in the economy.

Employment

Unemployment continues to be a major chal-
lenge. It is in double digits in more than half of
the region’s countries. The average unemploy-
ment rate for 2010-18 was 27 percent in eSwa-
tini, followed by Lesotho at 26 percent and
South Africa at 26 percent (figure 16). lronically,
Madagascar—with 80 percent of the population
below $1.90 a day and high poverty gap—has
the lowest unemployment in the region, at 2 per-
cent, followed by Zimbabwe at 5 percent. Youth
unemployment (ages 15-34) has been about as
high as the overall unemployment. Madagascar
(8 percent) followed by Malawi (8.1 percent), and
Zimbabwe (8.3 percent) have the lowest youth
unemployment. Depressed economic growth
underlies the high unemployment rates in the
region. In eSwatini, declining SACU revenue
shares, loss of African Growth and Opportu-
nity Act eligibility between 2015 and 2017, and
volatility in the South African economy have all
contributed to the unemployment challenges.*6
Increased investment in socioeconomic infra-
structure can spur medium- to long-term growth
and enhance investment to translate growth into
lower unemployment.4”

FIGURE 15 Inequality indicators, by country, 2010-17
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FIGURE 16 Unemployment, by country, 2010-18
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FIGURE 17 Sectoral distribution of employment, by country, 2010-18
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In 7 of the 13 countries, most workers were in
agriculture during 201018 (figure 17). The highest
rate was in Malawi (85 percent), followed by Mozam-
bique (75 percent) and Madagascar (73 percent).
That agriculture contributes the second largest

B Agriculture
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Angola Botswana Lesotho  Madagascar ~ Malawi Mauritius ~ Mozambique ~ Namibia S@o Tomé South eSwatini

and Principe Africa

share of GDP in these three countries suggests low
productivity (figure 18). Botswana, Lesotho, Mauri-
tius, Namibia, and South Africa are service-driven
economies, and so is their employment sector. For
Malawi and eSwatini, high service sector shares of
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FIGURE 18 Sectoral contribution to GDP, by country
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GDP are associated with low employment shares,
suggesting high productivity.

In Lesotho, Mauritius, and South Africa,
industry contributes the second largest share
to employment, but the smallest share of GDP,
suggesting low productivity (see figure 18). The
value added-employment mismatch in services in
Malawi and eSwatini suggests that the sector is
not labor-intensive.

Structural characteristics of the labor market
have implications for unemployment. For example,
South Africa’s labor legislation is very trade union-
friendly, reducing flexibility in the labor market and
the ability of businesses to adapt to change. In
this regard, special attention needs to be given to
the drivers of productivity and firm growth, includ-
ing the appropriate skills mix.

Firm productivity, and thus firm growth, are
shaped by five interrelated factors, often deter-
mined by policy choices. First is the need to get
the basic business ecosystem right. This includes
adequate infrastructure (utilities, transport, com-
munications, and the like), financial capital, and
functioning institutions. The second is identifying
the appropriate market for firms to target to sell
their products—domestically and internationally. A
wealth of research in Africa and other developing

Namibia

South
Africa

Sao Tomé eSwatini Zambia Zimbabwe

and Principe

regions has identified manufactured exports as
an important source of productivity growth, but
for this to succeed, greater market access is
paramount. Third is forming industrial clusters to
take advantage of the economics of agglomera-
tion. Fourth is attracting foreign direct investment.
And fifth is ensuring investments in skill devel-
opment to remedy skill shortages and structural
unemployment.

To dent the unemployment ailments in South-
ern Africa, there is a case for promoting small
and medium enterprises (SMEs), which account
for almost 90 percent of the businesses in both
developed and developing economies. But in
Africa, many SMEs face numerous challenges:
power shortages, lack of capital, inadequate infor-
mation, and poor management skills and compe-
tencies.*® Nor do most African governments give
much support to SMEs, neglecting a vital eco-
nomic catalyst.

In the absence of a robust and strong pri-
vate sector in most countries in the region, gov-
ernments have provided some public services
through state-owned enterprises (SOEs) that
should have been left in the hands of the private
sector. SOEs constitute a significant segment of
the economies in the region and should realize
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developmental objectives including job creation,
skill development, industrialization, and regional
integration. But few countries have a clear and
consistent policy on how SOEs fit into national
development strategies and priorities. Policy-
makers in the region recognize SOE underper-
formance, fiscal costs, and negative impact on
growth and poverty alleviation and have embarked
on commercialization and privatization reforms to
promote efficiency and competitiveness.

The growth-employment nexus
Estimation of the elasticity of employment at
the sectoral level provides insights into growth’s
impact on employment. A general theme is that
low productivity is in part driving the growth trends
in Southern Africa. Among the five countries with
services as the largest contributor to GDP (see
figure 18), sectoral employment elasticity is high
in Botswana (0.68), Lesotho (0.18), and Mauritius
(0.43) (table 7). Although employment elasticity
was positive in those three between 2012 and
2017, it was less than one, possibly suggesting
that employment growth was accompanied by
increasing productivity. South Africa and Namibia,
the other service-driven economies, recorded
negative employment elasticities, indicating
declining use of labor in favor of capital.

Factor substitution is also observed for the
agriculture-driven economies. Zambia and Mad-
agascar were the only countries that had elasticity
coefficients greater than unity for the sector (13.09
in Zambia and 3.19 in Madagascar), indicating that
the agricultural growth enhanced employment
creation (see table 7). Generally, across all three
sectors, growth has not been generating employ-
ment, since elasticity values in most countries are
positive but less than one. To improve the ability
of these sectors to absorb more labor as they
grow requires encouraging investments that are
employment-intensive.

Rising labor productivity can boost and sustain
growth. But the region’s productivity has generally
been stunted because of declines in commaodity
prices (for South Africa and Angola) and adverse
weather conditions (for Botswana, Malawi, and
eSwatini).*® Productivity declined between 2010
and 2017 in Botswana (-5.1 percent), eSwa-
tini (-5.8 percent), Angola (-3.3 percent), and

TABLE 7 Average sectoral employment elasticity, by country,

2010-17
Country Agriculture Industry
Angola 0.35 1.73
Botswana 0.25 -0.01
Lesotho 0.15 0.02
Madagascar 3.19 -8.33
Malawi 0.10 0.29
Mauritius 0.16 0.44
Mozambique 0.09 0.97
Namibia -0.23 —1.42
South Africa -0.41 0.08
eSwatini -0.35 -0.11
Zambia 13.09 15.02
Zimbabwe -0.47 -017

Note: Data for Sdo Tomé and Principe are not available.
Source: Computed from ILO 2018.

Services
0.44
0.68
0.18
1.29
0.04
0.43

37.86
-6.76
-1.08
-0.59
12.41

0.13

TABLE 8 Productivity growth (all workers), by country, 2010-17

Labor productivity

Average output per
worker (GDP constant
2011 international $

Income group in PPP)
Upper middle income

Botswana 38,709
Mauritius 41,721
Lower middle income

Namibia 30,914
South Africa 43,509
eSwatini 30,971
Low income

Angola 15,932
Lesotho 8,465
Madagascar 2,782
Malawi 2,685
Mozambique 3,165
S&o Tomé and Principe 10,076
Zambia 9,489
Zimbabwe 3,899

Source: ILO 2018.

MACROECONOMIC PERFORMANCE AND PROSPECTS

Percent change,
2010-17

=51
19.6

7.0
0.01
-5.8

-3.3
8.6
1.0
1.3
31.3
11.5
3.4
24.4




Madagascar (-1.0) (table 8). Disconnects between
wages and productivity and skill mismatches in
the labor market contributed to low productivity
growth in Namibia and eSwatini.’% South Afri-
ca’s labor productivity between 2010 and 2017
barely increased (0.01 percent), attributable to
within-industry changes and the higher produc-
tivity of smaller, previously less productive firms.®!
Increased worker protection through the labor
relations act and the rise of bargaining councils
also muted productivity growth in South Africa.®?
Given the link between productivity and economic
growth, countries in the region have to increase
their investments in physical infrastructure and
human capital and promote innovation. Many
of these investments will lower physical barri-
ers to entry for local firms and enhance regional
integration.

Indeed, some progress has been made
through better codification of regulations on

international transactions, the actual flows of
funds, and co-movements of prices, as well as
investments in regional public infrastructure. Yet,
other nonregulatory barriers to integration persist.
The regulatory frameworks in the region need to
be revisited to spur development—especially of
the private sector. The region’s regulatory envi-
ronment is arguably the most complex and strin-
gent on the African continent, and corporate
compliance has become particularly important as
Southern African countries adapt their legislative
regimes to meet external and internal economic
forces. For example, Zambia and Zimbabwe had
to revisit their mining laws in the face of new real-
ities. And a single review in one jurisdiction—say
South Africa or Zimbabwe—can give rise to con-
sequences, including litigation, in others. Clarity
on reform remains critical to allow local and foreign
investors to respond to regulatory and compliance
issues and investigations wherever they arise.
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PART

REGIONAL
INTEGRATION AND
PRIVATE SECTOR
DEVELOPMENT

egional integration in Southern Africa dates back as far as 1910, when the Southern

African Customs Union (SACU) was formed by Botswana, Lesotho, South Africa, and
eSwatini, joined by Namibia in 1990. The Southern African Development Community (SADC)
was formed in 1980, and free trade area status (SADC-FTA) was achieved in 2008 and
became fully-fledged in 2012. All Southern African countries except Angola and Sao Tomé
and Principe are part of the SADC-FTA. The Common Market for Eastern and Southern
Africa (COMESA), formed in 1994 and replacing a preferential trade area that had existed
since 1981, is home to some Southern African countries (not Lesotho, Mozambique,
Namibia, Sdo Tomé and Principe, or South Africa). COMESA also became a free trade area
in 2000. Sao Tomé and Principe is a member of the Economic Community of Central African

States (ECCAS) and Community of Portuguese Speaking Countries (CPLP). It has an

observer status in the Central African Economic and Monetary Community.

With 10 of the 13 Southern African countries
belonging to more than one regional eco-
nomic community, the problem of overlap-
ping membership is common. Harmonizing
these regional arrangements can boost intra-
regional trade by ensuring the smooth flow
of goods and services. The Tripartite Free
Trade Area being negotiated by COMESA,
SADC, and the East African Community
(EAC) is a step in the right direction. It should
also be aligned with the provisions of the
African Union’s Continental Free Trade Area
(CFTA), signed in Kigali in March 2018.%° The
CFTA will expand the SADC-FTA’s benefits.
It will also solve overlapping memberships,
stimulate and improve the coordination of
cross-border infrastructure, boost industri-
alization through regional value chains, and
support macroeconomic convergence.

ASSESSING INTEGRATION

Over 2010-17, EAC, SADC and SACU were
the only regional economic communities with
intraregional trade above 10 percent (figure 19).
Intraregional trade in Southern Africa has not
changed much, and the graduation of SADC
and COMESA into free trade areas has done
little to spur trade growth. SADC intraregional
trade was 19 percent of the region’s world
trade in 2008 and rose to a peak of 22 percent
in 2016 before falling to 20.4 percent in 2017.
For COMESA, intraregional trade aver-
aged 7.3 percent of world trade over 2000-
17, with a peak of 10 percent in 2006. For
SACU, intraregional trade jumped from a low
of 4.5 percent in 2009 to 14.7 percent in 2010
and remained above 13 percent after that
(figure 20). The message is that there is still




FIGURE 19 Intraregional trade in selected African regional economic communities, 2010-17
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Note: Shares are calculated as a percentage of each region’s world trade.
Source: International Trade Centre 2018.

more to do to ensure that goods can move freely Intraregional trade in the 16-member SADC
across the region’s borders—by removing non- s far greater than in the 21-member COMESA,
tariff barriers and streamlining customs clearance  without accounting for overlapping memberships.
across borders. Integration indices for 2016 show that SADC’s

FIGURE 20 Intraregional trade in Southern Africa, by regional economic community, 2010-17
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Note: Shares are calculated as a percentage of the region’s world exports, world imports, and world trade.
Source: UNCTAD.
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integration is higher than the average of the eight
main regional economic blocs but lower than that
of the East African Community. If the index is cal-
culated only for the 12 SADC member countries in
Southern Africa, it falls below 0.5, implying that a
lot still needs to be done to strengthen economic
cooperation and integration in the region (table 9).

Only South Africa scores highly across all the
five dimensions of the integration index—trade
integration, productive integration, regional infra-
structure, free movement of people, and finance
and macroeconomic integration—followed by
Botswana, Namibia, and Zambia. A country’s
GDP economic weight thus does not necessarily
correspond to its level of integration (Botswana,
Namibia, and Zambia individually contribute less
than 10 percent to the region’s GDP). Malawi and
Madagascar appear to be struggling to integrate
into the region. Showing the integration dimen-
sions that need improvement both at the country

and regional levels, SADC and the Southern Afri-
can countries recorded low scores on productive
integration and financial and macroeconomic inte-
gration but performed better on free movement of
people and regional infrastructure (see table 9).

FINANCIAL INTEGRATION

On financial and macroeconomic integration, the
region is also performing below average, scoring
below 0.5 on the integration index (see table 9).
The most financially integrated country is South
Africa, followed by Namibia and then Botswana.
Malawi and Angola are the lowest performers.
Recognizing that an integrated system of banks,
credit institutions, and capital markets can drive
new business and redirect funds into new proj-
ects, SADC established the Protocol on Finance
and Investment in 1996. The focus of the protocol

TABLE 9 Integration indices for Southern Africa, 2016

Trade
Country Overall integration
Angola 0.281 0.488
Botswana 0.559 0.611
Lesotho 0.386 0.541
Madagascar 0.343 0.499
Malawi 0.367 0.491
Mauritius 0.466 0.513
Mozambique 0.483 0.530
Namibia 0.555 0.620
S&o Tomé and
Principe 0.240
South Africa 0.741 1.000
eSwatini 0.520 0.549
Zambia 0.523 0.628
Zimbabwe 0.488 0.084
SADC 0.531 0.508
COMESA 0.415 0.572
Southern Africa 0.476 0.500

... is not available.

Note: Indices range from a low of zero to a high of 1. The higher the index, the higher the integration. The data for Sdo Tomé and Principe are

based on its integration in the ECCAS region.

Regional Productive Free movement
infrastructure integration of people
0.435 0.268 0.050
0.820 0.175 0.600
0.292 0.073 0.600
0.388 0.301 0.200
0.466 0.280 0.600
0.444 0.257 0.664
0.503 0.465 0.586
0.666 0.189 0.650
0.340 0.180 0.700
0.591 0.551 0.650
0.584 0.394 0.700
0.444 0.533 0.693
0.456 0.738 0.664
0.502 0.350 0.530
0.439 0.452 0.268
0.549 0.381 0.599

Source: UNECA, AU, and African Development Bank 2016.
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AND PRINCIPE

Moving Across

SOUTHERN
AFRICA

To learn more about border crossings and processes
for people and goods in Southern Africa, the African
Development Bank fielded a mission that visited Beit-
bridge, Kazungula, Lebombo, Oshoek, Maseru Bridge,
and the Kopfontein-Tlokweng Gate.

Beitbridge (South Africa/Zimbabwe) and Kazungula
(Zambia/Botswana) are the biggest and busiest border
crossings, serving movements to Botswana, Demo-
cratic Republic of Congo, Malawi, Tanzania, Zambia, and
Zimbabwe.

At some borders, runners (touts) offer to expedite
visa and passport processing in return for some pay-
ment. This appears to be in collusion with some immi-
gration officers because they actually get things done.

Some truckers and passengers complained about
police harassment, sometimes being slammed with
trumped up charges just to extort money from them.

The absence of dedicated immigration counters for
commercial drivers in most borders subjects them to
double jeopardy of queuing to clear with customs and
to clear with immigration, leading to long waiting time.

Port Louis
*
MAURITIUS

o Kazungula (Zambia-Botswana)
Ferries are the means to cross the border.
Customs and immigration services are judged to be good.
Infrastructure inadequacy, mainly security and unavailability of proper sanitary
(bathing and toilet) facilities at truck stops on the Botswana side, are major concerns
to commercial transporters.
Completion of the $260 million rail and road bridge in 2020 is expected to bring
much needed relief and unlock trade for most of the countries served through this
border crossing.

Kopfontein-Tlokweng Gate
Generally good service by customs and immigration officials.

« Truckers cannot cross the border after 4:30 pm on weekdays or on weekends.

« Truckers traveling across Botswana complain of narrow roads full of potholes, often
with roaming cattle.

e Beitbridge

Insecurity, especially at night due to poor patrolling by security operatives, some-
times leading to robberies at night.
Clearing is slow and long, with four clearing points. It takes about an hour to pro-
cess a single truck—and longer when the clearing system is slow or down.

+ The South African side is more efficient, with only two clearing points.
31 percent of truckers interviewed expressed dissatisfaction with the clearing pro-
cess on the Zimbabwe side.

Lebombo (Mozambique-South Africa)

« Travelers and truckers have few challenges crossing the South Africa side but many
on the Mozambique side, where police officers may demand bribes to ease passage.
By contrast, customs and immigration officials are fine, if they are on the job.

e Ngwenya-Oshoek
On the South African side, the parking place for trucks while waiting to be processed

is dark and needs good lighting, especially since many truckers spend the night there
as the border closes at midnight.
« Truckers also complain about the lack of a dedicated immigration counter.

Maseru Bridge
A drive-through system allows travelers in private vehicles to be processed in their
cars by immigration and customs officers. This decongests immigration and cus-
toms clearing halls and improves efficiency.
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is on harmonizing financial and investment policies
of member states and achieving and maintaining
macroeconomic stability and convergence. Many
countries in the region have liberalized interest
rates and foreign exchange markets, removed
credit controls, privatized the banking system,
and introduced indirect instruments of monetary
policy. To ensure financial and macroeconomic
stability, the SADC committees of central bank
governors and of treasury officials were created in
1995, with the South African Reserve Bank host-
ing the secretariat of the Committee of Central
Bank Governors.®*

The Committee of Central Bank Governors
established a regional real time gross settlement
system, the SADC Integrated Regional Elec-
tronic Settlement System (SIRESS), in 2013. This
interbank system facilitates the settlement of
cross-border transactions and payments denom-
inated in South African rand.®® All the Southern
African countries (excluding Madagascar and
Sao Tomé and Principe) are active members of
the Committee of Central Bank Governors and
SIRESS. About 74 Southern African banks, includ-
ing central banks, participate, and more than a
million transactions have so far been settled, with
a total of 5 trillion rand.%® Since SIRESS member-
ship includes banks from the region, the SADC
Banking Association was formed and mandated
to be the SIRESS payment scheme management
body.®” Another body established to promote
financial stability—through a sound, harmonized
regulatory framework and effective supervision of
nonbank financial institutions—is the Committee
of Insurance, Securities, and Non-Banking Finan-
cial Authorities (CISNA). This committee reports
to the SADC Committee of Ministers of Finance
and Investment through the Committee for Senior
Treasury Officials. The CISNA subcommittees of
microfinance and financial cooperatives, capital
markets and insurance, retirement funds, medi-
cal schemes, and financial intermediaries are all
at different stages of developing model laws that
will help harmonize country regulations govern-
ing their respective financial submarkets. But the
different levels of financial deepening and capital
market development pose challenges.

SIRESS is the only major project that has been
implemented to encourage financial integration

in the region. But financial liberalization has also
resulted in some regional banks penetrating the
banking space in other countries. For example,
South African banks are found in all the countries
in the region except Madagascar. And Togo’s Eco-
bank has made significant inroads in the region,
together with Zimbabwe’s BancABC and Mauri-
tius’s FMBcapital. This penetration should improve
banking competition and enhance the quality and
affordability of banking services.

Financial sector development is low, partic-
ularly in Madagascar, Malawi, and Zambia (table
10). The financial system’s deposits and domestic
credit to the private sector are very low in these
countries, as is the percentage of adults with bank
accounts. More than a third of the firms in these
countries struggle to get access to credit.58 In
Malawi, eSwatini, Zambia, and Zimbabwe, the col-
lateral required is more than twice the loan value.
Compare that with Mauritius, where firms need
to collateralize only 60 percent of the loan value
(figure 21). More than a third of firms in Angola,
Lesotho, Malawi, and Zimbabwe identify access
to finance as a major constraint to doing business.

The banking sector in the region is highly con-
centrated and oligopolistic, with the five-bank
concentration ratio close to 100 percent in some
countries (see table 10). The more negative the
Boone indicator, the greater the competition, as
in Lesotho, eSwatini, and, surprisingly, Malawi.5®
Mauritius and South Africa have fairly developed
financial sectors. But Madagascar and Malawi
have very high interest rate spreads, suggesting
that their banking sectors may be less efficient.
Malawi can be explained by the contestable
market theory which emphasizes that a highly
concentrated market can be highly competitive
even if few firms dominate it.°° Despite the bank-
ing sectors being less competitive in most of the
countries, banks appear sound and stable. The
reasonably high Z-scores indicate a low probability
of insolvency except in Mozambique. The Central
Bank of Mozambique intervened in Moza Banco in
2016 and the ongoing liquidation of Nosso Banco,
Micro Banco Fides Mocambique, and Caixa
Cooperativa De Credito, while Atlas Mara’s Ban-
cABC Mozambique needed a cash injection from
shareholders.' These cases exposed fragilities in
the legal framework and explain the low Z-score.
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TABLE 10 Financial depth, efficiency, stability, and competition, 2016

Depth Efficiency and stability Competition
Domestic
Financial credit to Bank Foreign
system private  Stock market lending- Five-bank Boone banks to

deposits sector capitalization to-deposit Bank concentration indicator total banks
Country (% of GDP) (% of GDP) (% of GDP) ratio Z-score ratio (coefficient) (% of GDP)
Angola 38.2 2141 6.0 9.6 779 -0.03 46
Botswana 39.6 31.5 28.5 5.0 8.4 89.7 -0.08 60
Lesotho 27.0 16.8 10.6 1.0 -0.16
Madagascar 17.4 131 45.0 8.4 98.4 -0.01 100
Malawi 17.7 10.5 13.7 325 13.5 100.0 -0.11 25
Mauritius 98.6 96.3 66.6 3.7 7.8 66.8 -0.01 60
Mozambique 45.5 34.5 15.0 4.3 89.3 -0.06 85
Namibia 511 65.0 9.0 4.2 8.5 98.0 -0.01 43
South Africa 59.5 144.3 328.1 3.3 14.7 98.8 0.02 24
eSwatini 25.8 21.6 6.8 10.4 -0.23 60
Zambia 19.1 15.4 13.8 47 9.2 74.8 -0.07 94
Zimbabwe 31.6 6.4 78.6 -0.08 38

... iIs not available.

Note: The Boone indicator, a measure of efficiency, is the elasticity of profits to marginal costs. The higher the elasticity, the greater the effi-
ciency and competition. Data for Sdo Tomé and Principe are not available.

Source: World Bank 2018c¢, 2018e.

FIGURE 21 Firm access to finance, by country, various years
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MACROECONOMIC
CONVERGENCE

A memorandum of understanding on macro-
economic convergence, signed in August 2002
by SADC ministers of finance, was based on the
premise that—to achieve and maintain macroeco-
nomic stability, balance intraregional development,
and eliminate obstacles to the free movement of
factors of production and commodities—they
needed to converge on stability-oriented eco-
nomic policies. Its implementation was delegated
to the committee of senior treasury officials, and
the committee of ministers of finance is responsi-
ble for monitoring progress toward convergence.
For 2003-18, three of the six macroeconomic
convergence indicators are within target: the
budget deficit (2.6 percent), the total debt out-
standing at year end (34.4 percent), and the cur-
rent account deficit (3 percent) (table 11). Five
countries have on average met the targets for

inflation of 3—7 percent and budget deficit of 3 per-
cent. Mauritius, Mozambique, and Zimbabwe are
the only countries with a relatively unsustainable
public debt, while Botswana is the only one to
achieve the foreign reserves target. No country
has achieved the GDP growth target of 7 percent a
year, but all the countries except Malawi, Mozam-
bique, and Zimbabwe have achieved the current
account deficit target of less than 9 percent.
Botswana, Lesotho, Namibia, and South Africa
are the only countries that have on average met
all their primary targets. Botswana is the only one
to have met two of the three secondary targets.
Mozambique and Zimbabwe have not met any
of the six targets. For 1993-2018, the average
growth rate of all the countries in the region is pos-
itive except for Zimbabwe, and several countries
have average growth higher than that of Mauritius
and South Africa. However, GDP per capita dis-
parities have remained unchanged since 1993,
casting doubt on the ability of poorer countries to

TABLE 11 Southern African Development Community macroeconomic convergence

targets, 2003-18

Botswana, Lesotho,
Namibia, and South
Africa are the only
countries that have
on average met all
their primary SADC
macroeconomic

convergence targets

Primary criteria Secondary criteria

Budget Public Foreign
balance sector debt GDP reserves Current
(less than (less than growth (6 months account
Inflation 3% of GDP 60% of (7% of imports (less than
Country (8%-7%) deficit) GDP) minimum) minimum) 9% deficit)
Angola 24.2 -0.3 30.2 3.1 5.7 +3.9
Botswana 6.9 -0.5 2341 2.6 1741 +7.2
Lesotho 5.8 +1.5 37.3 3.1 5.1 -2.3
Madagascar 8.5 -3.3 417 1.0 3.0 —7.7
Malawi 13.9 -4.3 35.8 2.2 1.7 -13.2
Mauritius 4.6 -3.3 63.4 3.5 5.1 -4.7
Mozambique 9.3 -4.8 100.6 3.8 41 -25.2
Namibia 5.9 -3.3 38.0 2.6 2.7 -2.2
South Africa 5.6 -3.0 32.2 1.4 4.0 -3.7
eSwatini 8.4 -3.4 14.6 1.2 3.1 -0.8
Zambia 15.9 -4.1 45.2 3.0 33 -2.0
Zimbabwe 19.4 -3.4 65.9 -0.7 0.9 -11.3
Southern
Africa 8.0 -2.6 34.4 1.2 4.6 -3.0

Note: A negative number is a deficit, a positive number is a surplus. Data for Sdo Tomé and Principe are not
available.

Source: African Development Bank statistics.
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catch up with richer ones. Macro convergence will
continue to be elusive for some countries, given
the mixed growth and inflation outlook. What can
help deepen macroeconomic convergence in the
region? Coordinating monetary and fiscal policies
by the Committee of Central Bank Governors and
the Committee of Treasury Officials, establishing
a free trade area and removing nontariff barriers,
and mobilizing domestic resources as defined in
the Regional Indicative Strategy Development
Plan (RISDP).

FREE MOVEMENT OF PEOPLE

The free movement of people and harmoniz-
ing, standardizing, and easing visa requirements
should continue to be improved to facilitate move-
ments of skills and business persons. The chal-
lenges that led some member states to refuse to
ratify the 2005 Protocol on Facilitation of Move-
ment of Persons must also be ironed out. The low
performers under the free movement of people
(Angola and Madagascar) are the same coun-
tries that require entry visas from citizens of other
SADC member states.?? Although SADC's score
(0.53) on free movement of people is higher than
on the other five integration dimensions, it is far
lower than that of ECOWAS (0.8) and EAC (0.72),
suggesting room to learn from them.

THE PRIVATE SECTOR
AND INFRASTRUCTURE
DEVELOPMENT

Transport infrastructure across the region is the
most visible face of integration, especially with
six landlocked countries. Improving road quality,
port efficiency, civil aviation, and communication
infrastructure will reduce trading costs and likely
increase the volume of trade. To build first-class
networks, governments should involve the pri-
vate sector in infrastructure planning and owner-
ship. Governments should ensure an appropri-
ate enabling environment for the private sector,
since it provides the most efficient allocation of
resources and is the most sustainable source of
economic growth. Public—private partnerships

(PPPs) should come together to make the often
large and complex infrastructure investments so
crucial to deepening regional integration.

MEASURING THE PRIVATE
SECTOR

Private sector development is crucial for growth,
employment, and industrialization. The private
sector contributes on average about 70 percent to
GDP in the region (figure 22),3 lower than the con-
tinental average of 80 percent of total production.®
The average size of the private sector is lowest in
Angola, Lesotho, and Mozambique. About 40 per-
cent of production in Africa’s private sector is in
the informal sector,%® which is becoming a per-
manent feature of most African countries. Infor-
mality is no longer a training ground for budding
entrepreneurs or a trampoline to formality, nor is
it a built-in economic stabilizer that vanishes after
growth has taken off.96 So, the size of the formal
private sector may greatly underestimate the size
of the formal and informal private sectors. Regard-
less of size, a healthy private sector creates jobs,
generates income, provides essential consumer
goods and services, and by investing in infrastruc-
ture, frees up public sector funds for other uses.”

Infrastructure quality and efficiency—
both low
Transport and logistics infrastructure reduces the
costs of trade in goods and services and underlies
deepening integration.®® Indeed, Shepherd finds,
“There is a strong positive association between
infrastructure and trade facilitation improvements
in neighbouring countries, and greater value chain
connectivity at home. It is therefore not just what a
country does that matters for its connectivity, but
also what its neighbours do.”6®

In most of Southern Africa, road and rail net-
works are constructed and managed mainly by the
government. Much less than 50 percent of road
network is paved in Botswana (37 percent), Leso-
tho (20 percent), Malawi (26 percent), Mozam-
bique (21 percent), Namibia (15 percent), and
eSwatini (45 percent). The quality of roads, rail,
and air transport is poor in Lesotho, Madagascar,
Malawi Mozambique, Zambia, and Zimbabwe, all
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FIGURE 22 Private sector-GDP ratio, by country, 2010-18
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Source: African Development Bank statistics.

ranked near the bottom for infrastructure of 137
countries in the Global Competitiveness Index
(table 12). The pattern is similar for the quality of
electricity supply.

Angola, Lesotho, Malawi, Mozambique,
Zambia, and Zimbabwe are ranked below 100 in
most infrastructure efficiency indicators (table 13).
More than half the population in six of the region’s
countries (with data), have no access to electricity
—in Malawi, 90 percent. Close to 20 percent of
electrical output is lost in transmission and dis-
tribution in Mozambique and Zimbabwe, likely
due to the aging and poor maintenance of power
infrastructure.

A recent World Bank survey data on Southern
African firms show that more than a quarter identi-
fied transport as a major constraint to doing busi-
ness in Angola, Lesotho, Mauritius, and Namibia
(figure 23). Electricity challenges, measured by the
percentage of firms that own and operate gen-
erators, appear to be severe in Angola, Malawi,
eSwatini, and Zimbabwe.

Although SADC members signed a protocol
on transport, communications, and meteorology
in 1996, much still needs to be done. The proto-
col ushered in a new era in which governments
assumed the role of regulator and provider of an

Malawi

Sao Tomé South
and Principe Africa

Mauritius ~ Mozambique ~ Namibia

enabling environment, while the private sector
assumed the role of service provider except in
special circumstances. To facilitate communica-
tion between service regulator and provider, sev-
eral provider associations were formed, among
them the Southern African Business Forum,
the Southern African Railways Association, the
Southern Africa Telecommunications Association,
the Telecommunications Regulators Association
of Southern Africa, and the Federation of East and
Southern Africa Road Transport Associations.

The signing of the protocol and the formation
of service provider associations paved the way
for the active participation of the private sector
in infrastructure development and identifying
shared priorities that can enhance integration
in the region. Several PPP projects have been
implemented (figure 24), though none in Leso-
tho, Malawi, or eSwatini, where the governments
continue to fund all infrastructure-related proj-
ects. This could help explain why the quality of
infrastructure is still poor in Lesotho and Malawi,
for example.

Mozambique, South Africa, and Zambia are the
only countries in the region that appear to have
partnered appreciably with the private sector and
invested billions of US dollars in infrastructure
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TABLE 12 Competitiveness rankings for infrastructure quality, 2017

Transport Quality of
Infrastructure infrastructure Quality of Quality of Quality of Quality of electricity
quality overall quality roads rail ports air transport supply

Botswana 80 91 80 54 109 88 99
Lesotho 120 135 125 12 137 117
Madagascar 119 121 134 90 86 109 132
Malawi 127 131 17 85 130 135 133
Mauritius 50 55 48 65 50 52
Mozambique 126 114 129 75 88 110 114
Namibia 45 52 31 51 26 58 51
South Africa 72 35 50 47 37 25 97
eSwatini 81 76 39 48 48 80 98
Zambia 107 112 86 77 128 118 121
Zimbabwe 115 113 116 86 108 104 112

... is not available.

Note: Rankings are out of 137 countries. Data for Angola and Sdo Tomé and Principe are not available.

Source: World Economic Forum 2017.

TABLE 13 Rankings for efficiency of infrastructure, 2018

Power
transmission,
Efficiency of Efficiency of Efficiency of Electrification distribution Reliability of
train services air transport sea ports rate losses water supply

Angola 117 124 121 122 73 138
Botswana 59 106 106 17 80 104
Lesotho 140 140 123 127
Malawi 110 117 131 137 121
Mauritius 39 54 65 69 27 87
Mozambique 96 136 112 131 113 125
Namibia 80 50 41 116 41 57
South Africa 65 34 51 102 50 93
eSwatini 73 11 94 104 88
Zambia 107 99 122 125 60 119
Zimbabwe 124 115 103 124 106 129

... is not available.

Note: Rankings are out of 140 countries. Data for Madagascar and Sdo Tomé and Principe are not available.
Source: World Economic Forum 2018.

development. In Mozambique, the private sector
is also involved in the development of pit-to-port
infrastructure to facilitate the movement of coal
and other raw materials. The region clearly needs

functioning, well maintained, and tightly integrated
transport systems—as an exporter of bulky min-
erals (gold, coal, copper, cobalt, iron, diamonds,
bauxite, platinum, soda ash), agricultural products
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FIGURE 23 Firms identifying infrastructure as a major constraint, by country, various years
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FIGURE 24 Public—private partnership projects executed, selected Southern African countries
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(tea, beef, cotton, coffee, sugar, tobacco, hor-
ticultural products), and as an importer of oil,
machines, vehicles, and consumer goods.”

Fuel levies and bridge tolls (found only in
Mozambique, South Africa, and Zimbabwe) can
help in maintaining infrastructure but not in financ-
ing new projects. To crowd in the private finance
needed to complement public infrastructure
spending, new projects need de-risking through
such instruments as co-financing, guarantees,
hedging, credit enhancements, and regulatory
reforms to ease capital repatriation.

For energy, the private sector has many
opportunities in South Africa, where the govern-
ment initiated an Independent Power Producers
Procurement Programme for the private sector
to generate electricity using solar, wind, and
biogas. This is one approach that can be adopted
by other countries in the region and, if feasible,
extended to include transmission. The region is
heavily dependent on thermal and hydro power
stations, with climatic demand changes and poor
maintenance of infrastructure leading to severe
power disruptions in some countries. Reducing

the region’s 75 percent dependency on thermal
generation will go a long way to reduce carbon
emissions. And there are vast sources of alterna-
tive and environmentally friendly energy sources
such as solar, wind, natural gas (in Angola,
Mozambique, and South Africa), and agrofuels
such as jatropha beans, sugarcane, and castor
and palm oil. These options can be explored
with the private sector, as alluded to in the SADC
energy protocol.

The communications sector is driven mostly
by private firms, with government playing a reg-
ulatory role in most countries. The cost of infor-
mation and communication technology (ICT) ser-
vices varies markedly across the region. A mobile
cellular basket of 30 outgoing calls and 100 text
messages costs much more in Angola, Sdo Tomé
and Principe, and Zimbabwe than in Mozambique
and Namibia (table 14).

The cost of a fixed broadband basket based on
monthly data use of 1 gigabyte, although falling in
most countries, is still high in Angola, Madagas-
car, and eSwatini, while mobile broadband costs
more in Angola, Sdo Tomé and Principe, and

TABLE 14 Information and communication technology basket prices, 2014 and 2017 ($ per

month)
Mobile cellular
basket

2014 2017
Angola 18.6 16.8
Botswana 9.9 9.1
Lesotho 13.7 8.3
Madagascar 18.5 5.1
Malawi 11.0 7.3
Mauritius 6.1 5.1
Mozambique 11.6 2.9
Namibia 9.2 4.9
Sao Tomé and Principe 13.9 12.5
South Africa 10.2 8.3
eSwatini 156.2
Zambia 1.2 7.6
Zimbabwe 201 13.4

... is not available.
Source: International Telecommunication Union 2018.

Fixed broadband Mobile broadband
basket (1 GB) basket (1 GB)
2014 2017 2014 2017
49.8 41.0 22.6
32.3 28.0 74.9 12.5
9.1 11.2 24.0 9.4
61.7 63.9 191 7.2
0.1 6.9 9.4 4.8
22.8 14.5 6.5 8.7
20.7 10.2 6.7 2.5
46.0 375 13.7 147
33.2 28.2 33.2 28.2
15.2 12.4 7.3 5.6
57.8 47.0 36.8
65.0 26.3 21.3 13.7
25.0 15.0 45.0 35.0

REGIONAL INTEGRATION AND PRIVATE SECTOR DEVELOPMENT



Zimbabwe. The percentage of cellular phone sub-
scribers in Southern Africa is around 86 percent
but very low in Angola (58 percent), Madagascar
(88 percent), and Malawi (31 percent), the same
countries where the costs of mobile are high.
Internet usage is generally very low at 23 per-
cent of the population—and dismal at 6 percent
in Malawi and Mozambique and 4 percent in
Madagascar. Better internet access is essential
for globalizing trade, and the access gap pro-
vides another opportunity for independent private
investment or public—private partnerships.

INNOVATION HUBS AND
SPECIAL ECONOMIC ZONES

Increasing intraregional trade requires changing
the industrial structure and promoting import sub-
stitution through a cautious industrial policy that
avoids the harmful effects of trade diversion.” The
SADC industrialization strategy launched in 2015
aimed to complement eliminating tariffs by pro-
moting structural transformation and enhanced
competitiveness of the entire region. It is anchored
on industrialization as a driver of competitiveness
and economic and technological transformation.
This strategy makes industrialization the fulcrum
of regional integration and expects that successful
industrialization will be achieved by doing things
better and by diversifying.

One way to promote an integrated indus-
trial base is to develop and strengthen regional
value chains—to accelerate value addition and
enhance export competitiveness. The low partici-
pation of Southern Africa in value chains indicates
the untapped potential for boosting investment
and industrial growth. A recent study reviewing
industrialization policies of countries in the region
identified several areas with immense investment
opportunities available to the private sector for
adding value in a regional value chain,” including
fruit, coal, gold, diamonds, copper, cotton, crude
oil, iron ore, platinum, marine products, and nat-
ural gas.

Establishing growth poles, as well as special
economic zones (SEZs) and innovation hubs,
depends on resource endowments and compar-
ative advantages. Special economic zones can

attract foreign direct investment in high technol-
ogy sectors, while incubation centers nurture the
small and medium firms that will form part of the
value chain. How best to make SEZs success-
ful? With a sustained and coordinated package
of incentives, infrastructure, and services, and a
clear vision of the country’s development agenda
to build a consensus.”®

Some countries in the region run formally
recognized incubation centers or have special
economic zones. South Africa’s Small Business
Connect, funded by the Department of Trade
and Industry, lists 14 incubation facilities in South
Africa. It also lists eight special economic zones to
attract foreign direct investment and export value
added commodities. Zimbabwe’s government
gazettes list 12 special economic zones around
the country, but there is no official information on
incubation centers.” Malawi’'s Investment and
Trade Center intends to develop an agro-pro-
cessing zone in Zalewa and industrial parks in
Blantyre, Lilongwe, Chinthenche, Chigumula,
and Nkhata Bay. Zambia has three multifacility
economic zones: Chambishi, Lusaka East, and
Lusaka South. Botswana’s SEZ law was approved
in 2015, with zones proposed for Lobatse, Pala-
pye, Gaborone, Francistown, Pandamatenga, and
Selibe Phikwe to cover mining, leather, energy,
and agriculture. Lesotho has eight industrial parks
developed by the Lesotho National Development
Corporation and recently obtained funding to
conduct a feasibility study to set up SEZs. Having
no established SEZs, Madagascar, Namibia, and
eSwatini are planning to develop them, and Mau-
ritius signed a memorandum of understanding to
develop one in Madagascar.

TURNING LATENT
COMPARATIVE ADVANTAGE
TO COMPETITIVE ADVANTAGE

The Growth Identification and Facilitation Frame-
work can identify products or areas where coun-
tries can grow their latent comparative advan-
tage in line with their resource endowments
(table 15).75 If products are losing comparative
advantage in their benchmark countries, South-
ern African countries—given similar resource
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TABLE 15 Growth Identification and Facilitation Framework-identified tradable goods and self-discovery products,

by country
Products identified with increasing Self-discovery products (increasing
Country Benchmark countries  domestic import shares revealed comparative advantage)
Angola China, Turkmenistan, Toy games and sport parts, preparations  Mineral fuels and natural or cultured pearls
Serbia, Azerbaijan, and of vegetables and fruits, mineral fuels and
Kazakhstan oils, articles of apparel, animal and
vegetable fats, footwear gaiters, and
natural and cultured pearls
Botswana Turkey, Costa Rica, and Articles of apparel, ships, boats, Salt sulphur and stone, meat, and edible
Poland floating structures meat offal
Lesotho Belize, Bhutan, Cabo Preparation of vegetables and fruits, mineral  Salt sulphur stone, wool, cotton, articles of
Verde, and Sri Lanka fuels and oils, articles of apparel, raw hides apparel, toys, games, and sport requisites
and skins, natural or cultured pearls
Madagascar  Uganda, Gambia, Nepal, Coffee, tea and spices, animal and vegetable Coffee, tea and spices, lac, gums and resins,
Mali, Benin, Cambodia, fats, essential oils, cosmetic perfumes, fertilizers, nickel and articles thereof, base
Ethiopia, Kenya, articles of apparel, cotton, printed books metal, cermet
Tanzania, Sierra Leone, and newspapers, and aircraft and
and Comoros spacecraft
Malawi Uganda, Rwanda, Kenya, Ores, slag and ash, optical and Edible fruits and nuts, coffee, tea, spices,
Mali, Nepal, and Tanzania photographic, printed books and cereals, oil and oleaginous fruits, preparation
newspapers, aircraft and spacecraft, of vegetables, fertilizers, tobacco and
animal and vegetable fats manufactured tobacco, raw hides, railway,
and tramway
Mauritius Lithuania, Panama, Articles of apparel, electrical machinery Works of art, fabrics, cotton, printed books,
Turkey, and Republic of and equipment, mineral fuels and oils, essential oils and perfumes, sugar products,
Korea ships, boats and floating structures, fish and crustacea, live animals
and vehicles other than railways and
tramway.
Mozambique  Tajikistan, Myanmar, Articles of apparel, mineral fuels and oils,  Special woven fabrics, man-made filaments
Ethiopia, and Cambodia  aluminum and articles thereof, coffee,
tea, spices, raw hides and skins
Namibia Botswana, Costa Rica, Electrical machinery and equipment, Live animals, raw hides and skins, natural
Dominican Republic, and toy games and sports parts and cultured pearls, tins, and articles thereof,
China furniture, bedding, mattresses
South Africa Mauritius, Bulgaria, Apparel and clothing, sugar and sugar Edible fruits, nuts, ores, slag and ash,
Chile, Romania, Poland, products, iron and steel, footwear gaiters, fertilizers, raw hides and skins, straw of
Malaysia, and Slovakia ships, boats esparto, pulp of wood, wool, nickel, and
articles thereof
eSwatini Belize, Costa Rica, Preparation of vegetables and fruits, Lac, gums, sugar and sugar confectionery,
Bulgaria, Lebanon, and electrical machinery and equipment, preparation of vegetables, essential oils,
Mauritius machinery and mechanical appliances, wood and articles thereof, articles of apparel
iron and steel, footwear and gaiters,
inorganic chemicals, natural or cultured
pearls
Zambia Ghana, Lao PDR, and Natural or cultured pearls, aluminum articles, Sugar and sugary products, oil seeds
Namibia beverages, spirits and vinegar, fish and and fruits, salt sulphur stone, inorganic
crustacea chemicals, printed books and newspapers,
articles of stone plaster cement, copper and
articles thereof, lead and articles thereof
Zimbabwe Honduras, Kenya, Edible fruits and nuts, essential oils Live animals, live tress and other plants,

Lao PDR, Lesotho,
Nicaragua, and eSwatini

and perfumes, articles of apparel,
beverages, spirits and vinegar,
pharmaceutical products, wood and
articles thereof, fish and crustacea, live
animals, coffee, tea, and spices, ores,
slag and ash, natural or cultured pearls

edible vegetables fruits, nuts and roots,
coffee, tea, and spices, sugars and related
products, tobacco and manufactured
tobacco, salt sulphur and stone, printed
books and newspapers, raw hides and
skins, iron and steel

Note: The products in bold are manufactured products with rising import shares not part of self-discovery. Data for Sdo Tomé and Principe
are not available.

Source: African Development Bank compilation using the Growth Identification and Facilitation Framework and International Trade Centre
(2018) and World Bank (2018c).
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endowments—could have a potential compara-
tive advantage in them. The import shares of the
identified products in Southern African countries
are checked to see whether they are declining
or increasing. The purpose is to select subsec-
tors with both the potential for growth and the
feasibility for production—potential that depends
largely on market demand from international and
domestic markets.”® Changes in import shares
are a proxy for the size of the domestic market.
The feasibility of production depends on capital
requirements, the size of production firms, and
factor endowments. Since most firms in South-
ern Africa are small and medium enterprises,
production feasibility should focus on identified
products that can be produced by these types
of firms.””

For most countries in the region, articles of
apparel knitted and crocheted or not knitted and
crocheted, as well as footwear and gaiters, are
the manufactured products identified as losing
export market share in the benchmark countries.
Relatively labor-intensive with low to medium tech-
nology, these products can easily be produced.
The other products identified but not related to
the known natural resource endowments include
essential oils; perfumery and cosmetics; electri-
cal machinery and equipment and parts thereof;
printed books, newspapers, and other products of
the printing industry; ships; and boats (see table
15). There are also several products identified
through GIFF that are not part of self-discovery,
and their local production should be explored and
encouraged. Special economic zones and incuba-
tion facilities should be developed and designed
to accommodate their production.

The challenge is that some of these products
are capital-intensive with medium to high technol-
ogy, including aircraft, spacecraft, vehicles other
than railway or tramway rolling stock, machinery,
nuclear reactors, boilers, and vehicles. Although
some countries in the region may not have the
capacity to produce these goods, others are
already exporting some of them.”® Countries in
the region generally have low capital formation—
below 20 percent of GDP in Malawi, Madagas-
car, South Africa, eSwatini, and Zimbabwe. The
only countries with higher levels are Zambia and
Mozambique at 44 percent, followed by Angola

at 32 percent. SEZs could improve foreign direct
investment in these nascent sectors.

DOING BUSINESS

Realizing the GIFF growth opportunities requires
easy, predictable, and transparent rules and pro-
cedures that foster business, backed by effec-
tive monitoring and enforcement. Of the bottom
20 countries in the World Bank’s Doing Business
rankings, 12 are in Sub-Saharan Africa and one is
in Southern Africa. The business climate in many
countries is still not conducive to private sector
development, with 9 of the region’s 13 countries
ranked among those with the poorest business
climate—ranking higher than 100 of 190 (table 16).
Angola, Madagascar, Malawi, Mozambique, and
Zimbabwe improved their rankings in 2019, but
South Africa did not.

Trading across borders and access to credit
are some of the important factors that foster pri-
vate sector growth. The time and cost associated
with the logistics of importing and exporting is
lowest in Botswana, Lesotho, and eSwatini (the
highly ranked countries in the region) but very
high in Angola, Zambia, and Zimbabwe. Import-
ing and exporting costs are far higher in South
Africa, Madagascar, and Angola than in Leso-
tho, Malawi, and eSwatini. Other countries in the
region need to learn from Botswana, Lesotho,
and eSwatini about how to streamline border pro-
cessing procedures. A single-window customs
processing system will help streamline and mini-
mize cross-border trading costs. Access to credit,
which can help businesses finance their growth
plans, appears to be a major impediment in Mad-
agascar, Mozambique, and Zimbabwe. Overcom-
ing restrictions on credit access is necessary for
industrial and trade growth, and for (manufactur-
ing) employment growth.”®

BUSINESS CODES AND
PRODUCTS

The relationship between trade and the environ-
ment is dynamic and complex. Economic activ-
ities, including trade, often depend on natural
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TABLE 16 Doing Business rankings, 2019

Country
Angola
Botswana
Lesotho
Madagascar
Malawi
Mauritius
Mozambique
Namibia

Sao Tomé and Principe
South Africa
eSwatini
Zambia

Zimbabwe

Ease of Exporting Importing Trading
doing Time Time across Getting
business (number of Cost (number of Cost borders credit
(rank) hours) ($) hours) ($) (rank) (rank)
173 164 825 72 1,030 174 184
86 5 317 98 55 85
106 4 150 150 38 85
161 70 868 99 595 134 124
11 78 243 58 143 126 8
20 24 303 41 372 69 60
135 66 602 9 399 91 161
107 120 745 6 145 136 73
170 83 426 150 406 122 161
82 92 1,257 87 676 143 73
117 2 134 3 134 32 85
87 120 370 120 380 153 3
155 88 285 228 562 157 85

Note: Rankings are out of 190 countries.

Source: World Bank 2019.

resources and the environment. Changes in indus-
trial and other emissions need to be anticipated
by robust environmental regulations. Trade liber-
alization and a sustainable environment should
be mutually supportive. Although increased trade
may come with external environmental costs, inte-
gration can provide environmental opportunities.
Reducing tariffs and nontariff measures for sanita-
tion and wastewater treatment should help lower
prices and make life-saving technologies afford-
able for importing countries.

SADC'’s Regional Indicative Strategy Develop-
ment Plan (RISDP) for 2005-20 commits to setting
environmental standards and guidelines, produc-
ing state of environment reports every five years,
and managing the brown environment and trans-
boundary natural resources. SADC has also rati-
fied major multilateral environmental agreements
such as conventions to combat desertification,
climate change, and loss of biodiversity. The Africa
Institute coordinates regional efforts regarding the
Rotterdam, Basel, Bamako, and Stockholm chem-
ical conventions. For air quality, the 1998 Harare
Resolution initiated the SADC protocol on regional

air quality and atmospheric emissions. As part of
the protocol’s development, Botswana, Malawi,
Mozambique, South Africa, Zambia, and Zimba-
bwe have completed status reports on air pollution.
The SADC established the Environment and Land
Management Sector and the Food, Agriculture and
Natural Resources Directorate to coordinate envi-
ronmental and sustainable development issues
in the region’s policies, strategies, and programs.
Enforcing all these regulations is important for
encouraging green trade and sustainable develop-
ment. But they should be implemented gradually
so that they are not economically burdensome.
Trading across borders also requires harmo-
nizing business codes. The nomenclature all cus-
toms officials use to classify traded goods should
be standard across the region. The harmonized
commodity description and coding system (HS)
developed by the World Customs Union in 1988
is the most widely used product nomenclature.&°
All Southern African countries except Madagas-
car and Namibia apply the HS and have upgraded
to the latest 2017 version. Only Angola, Mauritius,
Mozambique, and South Africa do not yet use the
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UNCTAD Automated System for customs data, a
management system to reform customs clearance.

Most countries in the region (except Lesotho)
are either full members or corresponding members
of the International Organisation for Standardiza-
tion (ISO), with the right to sell and adopt stan-
dards nationally. Standards ensure that market
failure and incomplete information are minimized
when products are produced and distributed.
Each member country has an institution with the
mandate to ensure that quality products are traded
within and across borders. The International Mari-
time Organization covers services provided by the
shipping industry, and the International Air Trans-
port Association supports aviation with global
standards for airline safety, security, efficiency, and
sustainability.8" The SADC Protocol on Transport
and Communication prescribes adherence to the
International Civil Aviation Organization standards,
but domestic airlines may follow other recognized
standards. Private sector service providers that
belong to these different bodies can ensure quality
services and relieve governments of some burden
of regulatory oversight.

CONCLUSIONS

The success of the European Union and the
expected synergistic effects of regional integration
on wealth and standards of living have encour-
aged many countries to come together and coop-
erate on economic and noneconomic issues.
Deeper regional integration means larger markets,
which are good for productivity and industrializa-
tion. It also encourages the mobility of people,
goods, and services thanks to greater visa open-
ness, infrastructure investment, and trade facil-
itation. SADC has scope to learn from the best
performing RECs—EAC for trade and production
integration, Intergovernmental Authority on Devel-
opment (IGAD) for regional infrastructure inte-
gration, and ECOWAS for the free movement of
people as well as financial and macroeconomic
integration. Other actions to deepen regional inte-
gration include implementing the SADC industri-
alization strategy, removing nontariff barriers to
trade, improving the business environment, final-
izing model laws to harmonize different financial

subsectors, and speedily ratifying the free move-
ment of people protocol.

Development of the Southern Africa region
requires making strategic choices that resolve the
complex challenges described earlier and take
advantage of the opportunities. It actualizes the
region, preserving as well as widening its policy
space, while having a common set of goals and
priorities. Countries often find their space for
making domestic policy choices constrained by
the dilemmas of how they can attain the manifold
benefits of extensive international development
engagement while precluding limitations. To do
that, Southern African countries must resolve
numerous internal contradictions, structural con-
straints, and political economy dynamics.

Because the private sector is both a driver and
a beneficiary of regional integration, governments
must create a landscape accommodating the
sector’s different roles. Public—private partner-
ship arrangements have been used successfully
for infrastructure development, reducing trade
costs to spur trade growth. The Southern Afri-
can Business Forum (SABF), collaborating with
the SADC secretariat and NEPAD, prepared the
Savuti (2015), Esibayeni (2017), and Sunninghill
(2017) declarations on the central role of the pri-
vate sector in implementing the region’s industrial-
ization strategy and integration agenda.

With Southern Africa now a free trade zone,
eliminating unnecessary nontariff barriers should
be the next step to foster integration, comple-
mented by developing regional growth poles so
that the benefits of integration are shared fairly
across the region. Special economic zones and
incubation hubs should be encouraged to nurture
nascent industries, promote diversification, and
convert latent comparative advantage into true
competitive advantage.

POLICY RECOMMENDATIONS

The following specific actions and policies can

ensure a healthy macroeconomic environment,

foster private sector development, and deliver

regional integration following a holistic agenda.

e Address fiscal challenges. To ensure that
countries’ growth prospects are shielded
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In addition to
strengthening fiscal
positions, an active

debt management
strategy would

help strengthen
confidence in the
economy, rebuild
some much-needed
fiscal space,

and stimulate
economic growth

against risks arising from domestic and exter-
nal shocks, governments need to scale up
fiscal adjustment efforts, including measures
to improve public spending efficiency and
enhance revenue generation. They should con-
tinue efforts to strengthen fiscal consolidation,
secure spending on essential social services,
enhance domestic resource mobilization, and
seek alternative sources of financing infrastruc-
ture, notably public—private partnerships. And
they should rigorously implement reforms relat-
ing to public financial management because
deviations from planned expenditures could
threaten ongoing fiscal consolidation efforts.
Countries should also strive to meet the mac-
roeconomic convergence criteria set by SADC
for 2018 and maintain macroeconomic stability,
including prudent fiscal policies.

Reduce high dependency on SACU revenues.
A new sharing formula could lead to a further
decline of SACU transfers, especially if growth
in South Africa remains weak. SACU coun-
tries, especially Lesotho and eSwatini, should
diversify and expand government sources of
revenue to reduce vulnerability to volatile SACU
inflows. They should improve the execution
and prioritization of the development budget
to accelerate the development of infrastructure
fostering private investment, spurring growth,
and thus enlarging the tax base. They could
establish stabilization funds or adopt fiscal
rules to reduce the volatility and uncertainty of
SACU revenue flows to the budget. And they
should pursue efforts to build adequate inter-
national reserve buffers over the medium term
to augment their countries’ resilience to risks
emanating from the volatility and decline of
SACU revenues.

Resolve high levels of debt. In addition to
strengthening fiscal positions, an active debt
management strategy would help strengthen
confidence in the economy, rebuild some
much-needed fiscal space, and stimulate eco-
nomic growth. Countries should slow debt
accumulation, clear arrears, and boost domes-
tic resources. They should also strengthen the
functioning of domestic debt markets, such as
reforming the nonbank financial sector, includ-
ing pension and insurance funds, to increase

the long-term finance available for domestic
debt markets. And they should develop new
alternative sources for financing development,
including opportunities in sovereign wealth
funds and pension funds as well as innovative
financial instruments such as diaspora bonds.
Reduce poverty, unemployment, and inequal-
ity. With promising medium-term growth pros-
pects and ample fiscal space in some coun-
tries, government policy priorities should aim at
deepening much-needed economic transfor-
mations to deliver growth that is more inclusive,
more resilient, and more capable of creating
enough jobs. Such policy priorities need to
be accompanied by measures developing the
skills of the labor market, improving the busi-
ness climate, and increasing access to afford-
able financing by micro, small, and medium
enterprises. Recognizing that youth unem-
ployment is high, governments should reori-
ent the education system to better respond to
the needs of industry and produce personnel
with skills that match demands. They should
also encourage young people—technically and
financially—to start their own businesses and
empower young entrepreneurs to venture into
tourism, agribusiness projects, climate-smart
agriculture, and trades such as plumbing and
sewing. And they should target youth in public
procurement contracts, including commu-
nity-based tendering that allows low-capital
youth businesses to qualify for downstream
tenders associated with big contracts or invest-
ments in their areas.

Reduce high dependence on commodities.
With appropriate policies for enhancing pro-
ductivity and export competitiveness, South-
ern African country memberships in regional
bodies and trade agreements could provide
opportunities to integrate their economies into
regional and global value chains. To maximize
national and regional economic prosperity
through economic diversification and higher
productivity, countries should implement
trade facilitation reforms to ensure the free
movement of goods and services across the
region’s borders, including the simplification
and harmonization of international trade pro-
cedures, modernization of border procedures
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and control techniques, and removal of nontar-
iff barriers that hinder industrial development.
They should also establish growth poles based
on resource endowments and comparative
advantages, supported by special economic
zones and innovation hubs. And they should
undertake reforms in product markets aimed at
promoting competition in businesses, improv-
ing quality, and reducing prices—given that
the lack of competition in goods and services
markets is one of the major weaknesses in the
region, particularly in South Africa.

Increase private participation in infrastruc-
ture. Legal and regulatory frameworks rele-
vant to infrastructure development should be
reviewed to ensure that they are comprehen-
sive and sufficiently transparent, as well as
accessible to the public. Governments should
technically and financially restructure and,
where appropriate, privatize state enterprises
that are likely to enter into partnerships with

potential equity investors, or likely to go to
the financial markets for long-term funding for
infrastructure projects. Governments should
also pursue efforts to strengthen public—pri-
vate engagement and enable the domestic
private sector to participate effectively in pri-
vate—public partnerships. A credible pipe-
line of bankable projects with adequate cost
recovery systems also needs to be developed
to present to prospective investors. To boost
confidence in potential projects and crowd in
capital from private investors, governments
should take advantage of credit enhancement
financing instruments that are offered by mul-
tilateral development banks. Governments
can also take advantage of project investment
loans that those banks offer for infrastructure
development, especially in countries with very
low external debt and investment needs that
are unmet because of the lack of investor
interest.
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There are plans to include more regional currencies
in the settlement system.

2018 SIRESS settlement report.

SADCBA is a subcommittee and reports to the Com-
mittee of Central Bank Governors and its secretariat
is in South Africa. This committee was also set up to
implement regional standards for payment messaging
and to develop regional payment instruments. Mada-
gascar is not an active member of this committee.
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ANNEX

TABLE A1 Benchmark countries for the Growth Identification and Facilitation Framework analysis, 1998-2017

GDP per .
GDP growth (2?23131 Labor force P?i%l;lsaitt?n Capital Natl(";:l 'o?é,‘,’},';ces
rate purchasing (% of (people per  formation
Country (%) power parity) population) km?) (% of GDP) 0il Gas Minerals
Angola 7.2 3,485 41 17.5 14.6 39.4 0.05 0.0
Azerbaijan 9.5 5,805 48 106.3 28.2 25.4 2.6 0.05
China 9.1 7,329 58 140.5 42.3 1.3 0.05 1.1
Kazakhstan® 6.1 3,933 52 5.9 24.8 15.9 1.1 2.9
Serbia? 2.5 3,573 44 83.9 20.4 0.65 0.1 0.24
Turkmenistan 8.6 7,318 43 10.6 259 156.3 27.2 0.0
Botswana 4.0 7,523 42 3.4 28.5 0.0 0.0 3.5
Costa Rica 4.2 9,792 45 85.8 201 2.0 0.0 0.0
Poland 3.8 15,751 46 124.6 21.5 0.05 0.08 0.4
Turkey 4.7 14,933 35 91.5 26.3 0.09 0.01 0.14
Lesotho 3.4 1,409 43 66.2 27.7 0.0 0.0 0.0
Belize 4.0 4,315 4 13.3 20.9 2.0 0.0 0.0
Bhutan 7.5 2,955 45 17.8 51.7 0.0 0.0 0.03
Cabo Verde 5.6 3,537 38 120.6 22.3 0.0 0.0 0.0
Sri Lanka 5.3 3,842 | 317.0 28.9 0.0 0.0 0.0
Madagascar 2.6 422 49 34.2 20.1 0.0 0.0 0.9
Benin 4.4 860 40 76.8 23.5 0.1 0.0 0.0
Cambodia 7.9 1,135 53 78.2 19.2 0.0 0.0 0.0
Comoros 2.5 770 25 352.2 15.6 0.0 0.0 0.0
Ethiopia 8.2 550 45 82.8 12.9 0.0 0.0 0.3
Gambia 3.6 534 32 156.9 16.7 0.0 0.0 0.0
Kenya 4.4 1,169 38 68.6 18.9 0.0 0.0 0.05
Mali 5.0 762 32 1.6 19.8 0.0 0.0 5.8
Nepal 41 728 53 183.2 30.3 0.0 0.0 0.0
Sierra Leone 515 462 85 829 13.2 0.0 0.0 4.3
Tanzania 6.4 901 46 49.0 23.5 0.0 0.06 1.9
Uganda 6.3 667 36 158.4 23.0 0.0 0.0 0.04
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Country
Malawi
Kenya

Mali

Nepal
Rwanda
Tanzania
Uganda
Mauritius
Korea, Rep.
Lithuania
Panama
Turkey
Mozambique
Cambodia
Ethiopia
Myanmar
Tajikistan
Namibia
Botswana
China
Costa Rica

Dominican
Republic

South Africa
Bulgaria
Chile
Malaysia
Mauritius
Poland
Romania
Slovakia
eSwatini
Belize
Bulgaria
Costa Rica
Lebanon
Mauritius
Zambia
Ghana

Lao PDR

Namibia

GDP growth
rate
(%)

3.9
4.4
5.0
44
7.7
6.4
6.3
4.1
4.0
44
6.1
4.7
7.3
7.9
8.2
10.0
7.4
441
40
91
4.2

5.0
2.6
3.2
3.7
4.5
4.1

3.8
3.4
3.7
2.9
4.0
4.1

4.2
3.3
5.7
5.5
6.1

7.1

4.1

GDP per
capita
($, 2011
purchasing
power parity)

486
1,169
762
728
765
901
667
10,186
26,152
16,793
11,513
14,933
519
1,135
550
1,484
1,015
5,855
7,523
7,329
9,792

7,153
7,525
8,311
15,059
11,421
10,186
15,751
10,932
19,897

3,914

4,315
8,311
9,792
7,198

10,186
1,646

1,814
1,730
5,855

Labor force
(% of
population)

42
38
32
53
50
46
36
49
51
49
45
35
45
53
45
48
36
36
42
58
45

44
37
45
44
44
49
46
47
49
31
4

45
45
34
49
42
45
49
36

Population
density
(people per
km?)
151.7
68.6

11.6
183.2
393.4

49.0
158.4
606.4
504.5
511
46.9
91.5
29.0

78.2

82.8

75.4

52.4

2.6
3.4
140.5
85.8

197.8
41.5
65.9
22.2
81.9

606.4

124.6
90.9

112.2
68.2
13.3
65.9
85.8

425
606.4
17.7

101.8

25.9
2.6

Capital
formation
(% of GDP)

15.6
18.9
19.8
30.3
19.8
23.5
23.0
23.1

31.0
21.2
34.3
26.3
30.0
19.2
12.9
12.7
18.2
23.4
28.5
42.3
20.1

24.9
19.1

23.7
22.9
23.9
231

21.5
24.7
26.3
14.5
20.9
23.7
201

23.7
231

34.9
19.4
25.8
23.4

0il
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.14
0.0
0.09
0.06
0.0
0.0
0.96
0.08
0.0
0.0
1.3
2.0

0.0
0.05
0.03
0.04
4.3
0.0
0.05
0.9
0.01
0.0

0.038
2.0
0.0
0.0
0.0
14
0.0
0.0

Natural resources
(% of GDP)

Gas
0.0
0.0
0.0
0.0
0.0
0.06
0.0
0.0
0.0
0.0
0.0
0.01
0.8
0.0
0.0
1.3
0.05
0.0
0.0
0.05
0.0

0.0
0.02
0.03
0.08
0.9
0.0
0.08
0.7
0.01
0.0
0.0
0.038
0.0
0.0
0.0
0.0
0.0
0.0
0.0

Minerals
0.02
0.05
5.8
0.0
01
1.9
0.04
0.0
0.0
0.0
0.05
014
0.03
0.0
0.3
0.2
0.9
3.5
3.5
1.1
0.0

1.2
2.2
141
12.4
0.1
0.0
0.4
0.03
0.02
0.0
0.0
11
0.0
0.0
0.0
11.8
3.7
6.0
3.5
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GDP per

GDP growth (;?IZ):I}% Labor force P?i':rlllgittl;) " Capital Natl(]-;na L;eégﬂ)' oes
rate purchasing (% of (people per  formation

Country (%) power parity) population) km?) (% of GDP) oil Gas Minerals
Zimbabwe 1.2 927 47 35.6 11.3 0.0 0.0 29
Honduras 3.8 2,211 40 69.4 26.7 0.0 0.0 0.5
Kenya 4.4 1,169 38 68.6 18.9 0.0 0.0 0.05
Lao PDR 71 1,730 49 25.9 25.8 0.0 0.0 6.0
Lesotho 3.4 1,409 43 66.2 277 0.0 0.0 0.0
Nicaragua 4.1 2,016 42 46.2 28.0 0.0 0.0 0.9
eSwatini 2.9 3,914 31 68.2 14.5 0.0 0.0 0.0

a. Based on 1998 GDP per capita.
Note: GDP per capita figures are for 2017.
Source: World Bank 2018c.
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STATISTICAL ANNEX

STATISTICAL TABLE 1 Basic indicators, 2018

Average
Gross annual
Population Gross domestic real GDP
Land area density domestic product growth,
Population (km?2 (people roduct?® percapita® 2010-20
(thousands) thousands) perkm?)  ($ millions) (%) (%)
Angola 30,774 1,247 25 197,889 6,430 2.6
Botswana 2,333 582 4 41,763 17,899 4.7
Lesotho 2,263 30 75 6,864 3,033 2.8
Madagascar 26,263 587 45 42,805 1,630 3.4
Malawi 19,165 118 162 283,699 1,237 4.8
Mauritius 1,268 2 622 30,063 23,703 3.8
Mozambique 30,529 799 38 39,283 1,287 5.7
Namibia 2,588 824 3 27,505 10,629 3.6
Séo Tomé
and Principe 209 1 218 730 3,497 4.6
South Africa 57,398 1,219 47 790,934 13,780 1.9
eSwatini 1,391 17 80 12,023 8,641 241
Zambia 17,609 753 23 73,220 4,158 5.1
Zimbabwe 16,913 391 43 36,344 2,149 6.8
Southern
Africa 208,704 6,571 32 1,323,122 6,340 2.6
Africa 1,286,206 30,049 43 6,764,685 5,259 4.0

a. Based on purchasing power parity valuation.
Source: UNDESA 2017, African Development Bank statistics and estimates, and various domestic
authorities.




STATISTICAL TABLE 2 Real GDP growth, 2010-20 (%)

2018 2019 2020
2010 2011 2012 2013 2014 2015 2016 2017 (estimated) (projected) (projected)

Angola 4.9 3.5 8.5 5.0 4.8 0.9 —2.6 -0.2 -0.7 1.2 3.2
Botswana 8.6 6.0 4.5 11.3 44 -1.7 4.3 2.4 4.2 3.8 41
Lesotho? 6.1 6.9 6.0 1.8 3.1 2.8 3.2 -2.3 0.9 1.2 1.0
Madagascar 0.7 1.8 3.0 1.5 3.3 3.5 4.0 4.2 5.0 5.4 5.2
Malawi 9.5 885 21 6.1 6.2 88 2.9 5.1 3.7 4.6 5.6
Mauritius 4.2 3.9 3.2 3.2 3.7 3.6 3.8 3.8 44 4.0 3.9
Mozambique 6.7 7.1 7.2 74 74 6.6 3.8 3.7 3.5 4.5 5.0
Namibia 6.0 51 51 5.6 6.4 6.1 0.7 -0.9 -041 2.8 3.3
S&o Tomeé and
Principe 6.7 4.4 3.1 4.8 6.5 3.8 41 3.9 41 4.6 5.0
South Africa 3.0 3.3 2.2 25 1.8 1.3 0.6 1.3 0.7 1.7 2.0
eSwatini 1.8 1.3 3.4 4.8 3.6 141 14 1.9 -0.5 1.7 2.3
Zambia 10.3 5.6 7.6 51 4.7 2.9 3.8 41 4.0 4.2 4.3
Zimbabwe 19.7 14.2 16.7 2.0 2.4 1.8 0.8 4.7 3.5 4.2 4.4
Southern
Africa 4.4 3.9 4.2 3.5 3.0 1.6 0.7 1.6 1.2 2.2 2.8
Africa 5.8 2.9 7.3 3.6 3.7 B85 2.1 3.6 85 4.0 41

a. Based on fiscal year data (April-March).
Source: African Development Bank statistics, estimates, and projections and various domestic authorities.
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STATISTICAL TABLE 5 Monetary indicators

Inflation Exchange rate
(%) (local currency unit per US dollar)
2018 2019 2020 2018
2017 (estimated) (projected) (projected) 2015 2016 2017 (estimated)

Angola 31.7 2141 16.8 12.6 120.1 163.7 165.9 244.4
Botswana 3.3 3.4 3.9 3.8 101 10.9 10.3 10.3
Lesotho? 5.3 4.8 4.9 5.1 12.8 14.7 13.3 13.6
Madagascar 8.3 7.7 71 6.3 2,933.5 3,176.5 3,116.1 3,208.9
Malawi 11.5 10.4 7.7 7.0 499.6 718.0 730.3 756.2
Mauritius 37 51 4.5 4.4 351 35.5 34.5 34.6
Mozambique 1541 4.6 5.0 51 40.0 63.1 63.6 614
Namibia 6.2 4.2 5.2 5.3 12.9 14.7 13.3 13.6
S&o Tomé

and Principe 5.7 6.8 5.5 4.5 2241 22.1 21.7 20.2
South Africa 5.3 4.9 5.3 5.5 12.8 14.7 13.3 13.4
eSwatini 6.2 5.4 5.4 585 12.8 14.7 13.3 13.6
Zambia 6.6 7.6 7.9 7.6 8.6 10.3 9.5 10.7
Zimbabwe 0.9 3.6 3.5 3.5

Southern Africa 9.3 7.4 7.1 6.6

Africa 12.6 10.9 9.2 8.1

... is not available.

a. Based on fiscal year data (April-March).

Source: African Development Bank statistics, estimates, and projections; various domestic authorities; and the International Monetary Fund Inter-
national Financial Statistics database.
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STATISTICAL TABLE 8 Demographic indicators, 2018

Age distribution
(% of population)

Population Urban Fertility rate
growth rate  population 65 and (births per
(%) (% of total) 0-14 15-64 older woman)

Angola 8.3 65.5 46.6 50.9 2.5 5.6
Botswana 1.8 69.4 31.2 64.8 41 2.6
Lesotho 1.3 28.2 35.3 60.2 4.5 3.0
Madagascar 2.7 37.2 40.7 56.4 3.0 41
Malawi 2.9 16.9 43.7 53.3 2.9 4.4
Mauritius 0.3 40.8 17.9 70.7 11.5 1.4
Mozambique 2.9 36.0 44.5 52.3 3.2 51
Namibia 2.1 50.0 36.5 59.9 3.6 3.3
Séo Tomé

and Principe 2.2 72.8 42.4 54.7 2.8 4.3
South Africa 1.2 66.4 28.8 65.7 5.5 2.4
eSwatini 1.8 23.8 37.0 59.8 3.2 3.0
Zambia 3.0 43.5 44.5 5341 2.5 4.9
Zimbabwe 2.3 32.2 41.0 56.2 2.8 3.6
Southern

Africa 2.4 47.8 3941 57.3 3.7 3.9
Africa 2.5 42.5 40.6 55.8 3.5 4.4

Source: African Development Bank statistics and estimates, UNDESA 2017, and various domestic authorities.
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STATISTICAL TABLE 9 Poverty and income distribution indicators

International poverty line

National poverty line? ($1.90 a day) Gini index®
Population Population
below below
the poverty the poverty
Survey year line (%) Survey year line (%) Survey year Value
Angola 2008 36.6 2008 30.1 2008 42.7
Botswana 2009 19.3 2009 18.2 2009 60.5
Lesotho 2010 571 2010 59.6 2010 54.2
Madagascar 2012 70.7 2012 77.6 2012 42.6
Malawi 2016 518 2010 71.4 2010 45.5
Mauritius 2012 7.9 2012 0.5 2012 35.8
Mozambique 2014 461 2014 62.9 2014 54.0
Namibia 2009 28.7 2015 134 2015 59.1
Sao Tomé
and Principe 2010 66.2 2010 32.3 2010 30.8
South Africa 2014 55.5 2014 18.9 2014 63.0
eSwatini 2009 63.0 2009 42.0 2009 5145
Zambia 2015 54.4 2015 575 2015 571
Zimbabwe 2001 70.9 2011 214 2011 43.2
Southern
Africa
Africa

... Is not available.

a. Defined as two-thirds of average consumption.

b. Based on income distribution.

Source: Various domestic authorities and the World Bank.
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STATISTICAL TABLE 10 Access to services

Telecommunications, 2016 Population using Population using
at least basic at least basic
Main Mobile Population using Access to drinking water sanitation

telephone lines telephone lines the Internet electricity, 2016 services, 2015 services, 2015

(per 100 people) (per 100 people) (%) (% of population) (%) (%)
Angola 1.1 451 13.0 40.5 41.0 39.4
Botswana 6.3 146.2 39.4 60.7 79.2 60.0
Lesotho 0.6 32.1 4.7 22.9 50.6 9.7
Madagascar 0.1 39.7 1.5 1.0 67.2 43.5
Malawi 1.1 112.4 111 35.1 74.3 31.3
Mauritius 30.9 143.7 52.2 98.8 99.9 93.1
Mozambique 0.3 521 17.5 24.2 47.3 23.6
Namibia 7.6 107.3 31.0 51.8 78.8 33.8
Sao Tomé and
Principe 2.9 89.1 28.0 65.4 79.7 40.1
South Africa 8.1 1471 54.0 84.2 84.7 7341
eSwatini 3.1 741 28.6 65.8 67.6 58.0
Zambia 0.6 72.4 25.5 27.2 61.2 3141
Zimbabwe 1.9 79.7 231 38.1 66.6 38.6
Southern
Africa 3.2 81.2 26.9 451 63.5 43.3
Africa 2.1 78.5 23.7 51.6 63.3 38.0

Source: African Development Bank statistics, the International Telecommunication Union World Telecommunication/ICT Indicators database, the
United Nations Statistics Division Energy Statistics Database, WHO/UNICEF Joint Monitoring Programme for Water Supply and Sanitation 2015,
and various domestic authorities.
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STATISTICAL TABLE 11 Health indicators

Angola
Botswana
Lesotho
Madagascar
Malawi
Mauritius
Mozambique
Namibia

Sao Tomé and
Principe

South Africa
eSwatini
Zambia
Zimbabwe
Southern Africa

Africa

... is not available.

Total
62.1
68.3
54.9
66.7
64.1
75.0
59.4
65.2

66.9
63.9
58.7
62.6
62.1
63.1
63.1

Life expectancy at birth, 2018
(years)

Male
59.2
65.7
52.6
65.1
61.4
71.6
57.2
62.2

64.7
60.4
55.4
59.8
60.1
60.4
61.4

Female
64.9
70.8
57.0
68.3
66.6
78.6
61.5
68.1

69.1

67.4
61.7
65.4
63.9
65.7
64.9

Prevalence of
undernourished,
2016
(% of
population)

23.9
28.5
12.8
43.1
26.3
5.8
30.5
25.4

10.2
6.1
20.7
44.5
46.6
256.8
18.5

Health personnel, 2010-16

(per 100,000 people)
Nurses and
Physicians midwives

38.4 272.7
14.3 21.8
1.9 28.3
200.3 334.7
85 4041
37.4 2775
81.8 522.9
9.1 88.6
7.7 116.7
35.8 223.8
33.6 123.3

Source: African Development Bank statistics, UNDESA 2017, the Food and Agriculture Organization, and the World Health Organization.
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STATISTICAL TABLE 12 Major diseases

Healthy life expectancy at birth, 2016 Infant Under-five
(years) Prevalence mortality mortality

of HIV, ages rate, 2017 rate, 2015

15-49, 2017 (per 1,000 (per 1,000

Total Male Female (%) live births) live births)

Angola 55.8 53.8 57.7 1.9 53.8 81.1
Botswana 57.5 55.2 59.5 22.8 30.8 37.6
Lesotho 46.6 45.0 47.9 23.8 66.5 85.9
Madagascar 58.3 5741 59.5 0.3 32.7 44.2
Malawi 56.2 53.9 58.4 9.6 38.5 55.4
Mauritius 65.8 63.6 68.2 1.6 131
Mozambique 52.2 50.3 53.9 12.5 53.3 72.4
Namibia 55.9 53.8 57.9 1241 31.8 44.2
Séo Tomé

and Principe 60.7 59.0 62.3 25.2 32.4
South Africa 55.7 53.2 58.2 18.8 28.8 371
eSwatini 50.2 47.8 52.2 274 40.8 53.9
Zambia 54.3 52.6 56.0 1.5 41.5 60.0
Zimbabwe 54.4 52.7 55.9 13.3 36.5 50.3
Southern

Africa 55.3 53.3 57.2 1.6 1.5 57.9
Africa 5541 54.0 56.3 8 ar.7 68.7

... is not available.
Source: UNAIDS 2018, the UN Inter-agency Group for Child Mortality Estimation CME Info database, and the World
Health Organization Global Health Observatory Data Repository.
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STATISTICAL TABLE 13 Education indicators

Estimated adult literacy rate, 2010-17 Gross enrollment ratio, primary, 2010-17 Public
(% ages 15 and older) (%) expenditure
on education,
2010-17
Total Male Female Total Male Female (% of GDP)

Angola 66.0 80.0 53.4 113.3 121.6 105.2 35
Botswana 87.7 86.7 88.7 105.4 107.2 103.5

Lesotho 76.6 67.7 84.9 104.8 106.7 103.0

Madagascar 71.6 75.0 68.3 143.8 143.7 144.0 21
Malawi 621 69.8 55.2 139.9 137.5 142.4 5.6
Mauritius 93.2 95.4 91.0 101.6 100.7 102.5 4.9
Mozambique 56.0 70.8 431 105.0 108.7 101.3 6.5
Namibia 88.3 88.6 88.0 11941 121.0 117.3 8.3
S&o Tomé and

Principe 90.1 95.0 85.4 110.2 1124 1081 3.8
South Africa 94.4 95.4 93.4 102.3 104.2 100.3 6.0
eSwatini 83.1 83.9 82.4 105.0 109.5 100.4 7.0
Zambia 83.0 88.7 777 102.3 102.0 102.7

Zimbabwe 88.7 89.2 88.3 98.7 99.5 97.9 8.4
Southern Africa 78.8 84.2 73.9 13.7 115.8 111.6 4.1
Africa 65.5 77.0 62.6 99.5 101.6 97.4 4.9

... Is not available.
Source: African Development Bank statistics, the United Nations Educational, Scientific and Cultural Organization Institute for Statistics database,
and various domestic authorities.
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STATISTICAL TABLE 14 Labor indicators, 2018

Employment to population ratio, Labor force participation rate,
ages 15(&r)1d older ages 15(;3d older Unemployment
rate, total

Total Female Youth Total Female Male (%)
Angola 71.0 68.5 45.6 68.6 60.0 774 8.5
Botswana 590.4 52.0 28.9 775 73.2 81.7 17.6
Lesotho 47.6 40.8 26.4 67.4 60.5 74.6 28.5
Madagascar 85.1 82.2 74.0 86.4 83.8 89.0 1.8
Malawi 72.6 67.2 58.8 81.1 81.5 80.7 5.9
Mauritius 54.3 40.3 3241 59.7 46.4 73.6 74
Mozambique 591 60.3 40.6 79.3 82.4 75.8 24.9
Namibia ar.7 44.3 17.6 60.4 56.5 64.5 238.3
S&o Tomé and
Principe 50.2 32.3 28.2 60.4 45.2 75.9 13.5
South Africa 39.8 33.8 11.9 53.9 46.7 61.5 27.4
eSwatini 40.1 8.8 16.6 541 421 66.2 26.5
Zambia 68.9 64.3 46.2 75.3 70.1 80.6 7.8
Zimbabwe 79.7 74.4 67.9 82.8 78.3 87.5 5.0
Southern Africa 60.7 56.9 421 70.2 66.0 74.6 14.6
Africa 59.6 51.0 401 65.9 5515) 75.9 7.8

Source: International Labour Organization ILOSTAT database.
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The Southern Africa economy is projected to grow slower than others
in the continent—at 2.2 percent in 2019 and 2.8 percent in 2020. At the
heart of this slow growth are the major headwinds of high inflation,
increasing government debts, and tepid growth in South Africa, which
contributes about two-thirds of the region’s GDP. The second largest
regional economy, Angola, is expected to grow at 1.2 percent in
2019 and 3.2 percent in 2020, while Mozambique will grow at 4.5
percent in 2019 and 5.0 percent in 2020.

With the share of the private sector in GDP above 70 percent in
most countries, no regional integration is sustainable without
active private participation. The private sector is a beneficiary
and driver of regional integration, and governments must
create an accommodative landscape. Public-private
partnerships have been successful in other countries for
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infrastructure development, and reducing trade costs can
BB Ak spur trade.

With Southern Africa now a free trade zone, eliminating
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unnecessary nontariff barriers should be the next step
to foster integration. This should be complemented by
developing regional growth poles to share the benefits
from integration across the region. The use of special
economic zones and innovation hubs should be
encouraged to nurture nascent industries, promote
diversification, and convert latent comparative
advantage into competitive advantage.
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