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Foreword

Continuing the economic recovery since the mid-1990s, African countries gener-
ally recorded strong growth in 2005, a major turnaround after decades of eco-
nomic stagnation. However, growth remains uneven across countries, and in
many countries, fast growth has not been accompanied by substantial gains in
employment or poverty reduction. The African continent thus continues to face
challenges of achieving and sustaining higher growth rates as well as translating
growth into employment and poverty reduction.

Constraining the ability of African countries to accelerate and sustain growth are
various imbalances, between exports and imports, between resource inflows and
debt payments and between domestic savings and domestic investment. African
countries thus need to mobilize more domestic and external financial resources,
including official and private capital flows, to fill the financing gaps in order to
accelerate growth and sustain higher levels of growth.

This year’s Economic Report on Africa places capital flows at the centre of the debate
on development financing and examines how external capital can help countries
accelerate growth and reduce poverty. The Report’s objective is to shed light on
how more and better-managed capital flows could help African countries achieve
their development goals.

The Report notes that African economies are still on the sidelines of financial
globalization. Capital flows have not responded significantly to macroeconomic
reforms since the mid-1980s, and the volume of capital inflows — official and
private — still falls short of Africa’s needs to fill its resource gaps. Moreover, capital
flows to Africa are highly volatile and unpredictable, increasing macroeconomic
uncertainty and undermining government’s ability to design and sustain long-
term development plans.

Foreign capital inflows are concentrated in extractive industries, explaining in part
their limited impact on employment and economic transformation. Efforts to
attract additional external capital to Africa must be accompanied by strategies to
encourage more sectoral diversification of foreign investment, especially targeting
activities with high potential for employment generation.

Even as African countries seek ways to increase the inflows of official and private
capital, they need to be aware of the potential negative effects of a surge in these
inflows on their economies. The Report points out that with appropriate capital
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management strategies, African economies could absorb higher external capital
with minimal adverse effects. In other words, there is ample room for scaling
up external resources to support Africa’s efforts to accelerate growth and reduce
poverty.

It is my belief that the analysis and recommendations in this year’s Report will
be a valuable input to policymakers in Africa and the international development
community, in their efforts to mobilize the increased financial resources needed to
achieve the internationally and nationally mandated development goals.

Abdoulie Janneh

Executive Secretary

Economic Report on Africa 2006
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