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Foreword

Africa remains a space of opportunity, the flip side
of that, as it has always been, that it is still unknown.

Although the African Union, AfDB, World Bank,
UNECA and other UN entities, many research
organisations and universities across the continent
and beyond are working hard to collect and process
data and research on what is happening in Africa,
yet the tiny islands of reliable knowledge are being
swamped by the unknown.

We do not know how many people live in most countries,
how many diesel generators are installed and how much
electricity they generate, how much it actually costs
to service government debts, or where government
reserves are kept, what is the real contribution of the
creative industries to the economy. It is difficult to get
data on rainfall or water levels in rivers or lakes. For
many areas, it is difficult to even say whether they are
increasingly suffering from water scarcity or excess.

The HSE University Center for African Studies
is in its fifth year of operation. We are a group of
researchers and consultants from a wide range of
backgrounds, mostly young.

The work that has been carried out by our Center
over the past four years has been very concrete
and practical in nature. Basically, we prepare reports
and proposals on the strategy for commercial
vehicles operating or intending to operate across
Africa. These were all based on the identification
of prospects and challenges.

In solving those practical problems, we often enter
the realm of the unknown. We always look carefully
for a relevant piece of research, but we do not always
find anything that we can rely on. We also come
across some stereotypes that at first seemed to be
just mistakes. So, we had no choice but to start our
own research programme to fill some gaps.

The relationship between population growth and
hunger was one of the first times we encountered
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such a gap. Overpopulation is commonly portrayed
as the cause of many of Africa’s troubles, especially
hunger. The 1992 Club of Rome report Beyond
the Limits was one of the first to impose such
a framework. It has since been used to explain many
of the continent’s conflicts and crises, including
the infamous Rwandan genocide.

At the same time, the case studies we have been
able to conduct show that the relationship may
be the opposite. The causes of hunger are the
lack of infrastructure to store and transport food
in remote areas, as well the lack of fertilisers, soil
treatment, and water management in the vulnerable
areas. Reports often underestimate these factors,
while exaggerating the role of climate change and
overpopulation.

As the population grows, the infrastructure gap
is filled rather than expanded, local food markets
develop, and undernourishment gradually decreases.
A growing population also provides a more
sustainable market for fertilisers and advanced
agricultural technologies. The more people there
are, the easier it is to achieve food self-sufficiency.

Moreover, Africa is still a sparsely populated continent
and has vast underpopulated areas suitable for
living, farming and community development. Their
sustainable development is an important condition
for continued economic growth and the formation of
the continent’s infrastructural cohesion and integrity.
However, this requires maintaining a balance
between human settlements and the environment.

In Tanzania, keeping a piece of land out of
agriculture as a wildlife sanctuary brings in several
times more income to the budget than the same
piece of land used for agriculture. This means that
land should be saved and developed intensively
rather than extensively. While population growth is
a solution rather than a problem for this strategy,
it has to be complemented by technology transfer,
infrastructure development and investment.
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This was just one example, butanimportant one, that
convinced us that our findings, based on practice,
can significantly add to established perceptions,
sometimes amending them. Therefore, their
publication, further discussion and criticism can be
of interest to a wide range of readers in Africa.

This Handbook is intended for decision-makers
across Africa who shape government and corporate
policies, and for those who might be interested in
reviewing and challenging their decisions. It is also
for our colleagues, the experts, from whom we
expect to criticise and contribute to our hypotheses.

As an institution, we are interested in expanding our
network across Africa. As the think-tank at the forefront
of our own home market of ‘Africa’ expertise, our hope is
that some of our knowledge could be also competitive
in the African markets if refined and tailored duly in
close cooperation with our colleagues on the ground.

Of course, Africa is not a country. From Algiers
to Cape Town, from Dakar to Dar es Salaam, the
diversity of cultures and civilisations is breathtaking.
But the common history, the Agenda 2063, the
African Union, UNECA, NEPAD, the Cup of African
Nations and many other events and evidences
prove that Africa is a space of communication full of
unity. The diversity of cultures and forms of social
life does not detract from the fact that it is all Africa.
And there is room for more books about Africa.

Leopold Senghor and Nkwame Nkrumah spoke
of Africa as a unified space. Africa teaches us that
unity does not necessarily mean giving up anything
of oneself. States do not have to give up their
sovereignty, and people do not have to give up their
rights to join unity. On the contrary, by becoming
part of another whole, they gain new opportunities
and new bonds. African civilisation deserves
respect for its avoidance of artificial contradictions
and imposed choices, for its ability to form alliances
without compromising sovereignty, and for its ability
to communicate despite all the obstacles.

As we have mentioned hunger, we may admit that
the list of challenges facing Africa has not changed
for a long time. But what is changing is the set of tools

that are solutions. In recent years, artificial intelligence
is emerging as an important option. Perhaps Al
algorithms are what we have been missing to restore
harmony between humans and ecosystems, as they
are instrumental to defeat hunger and malnutrition.

The penetration of mobile payments in remote
and rural areas has reached a level where big
data can be collected on a wide variety of risk
indicators, such as prices for food. The ’internet of
environment’ may also become a network for crisis
prevention. Nature can speak to us in the language
of big data — and so we may have a better chance
of understanding it.

This book mentions experiences and options for
the implementation of Al in various fields, and the
issue of information and data sovereignty is central
to the discussion.

Obviously, sovereignty comes at a price. Is it worth
this price?

Attention is given to sovereignty in almost
all chapters of this book. We talk about food
sovereignty, information sovereignty, energy
sovereignty and sovereignty of creative industries.
By analysing African experience, we have tried to
understand what sovereignty can consist of, how to
achieve it and, just as importantly, how to measure
it. This Handbook does not answer the question
“How do you know when sovereignty has been
achieved?”, but rather starts a discussion on this
issue.

Russia is not the focus of this Handbook. Although
we are proud of our country’s role in the liberation of
Africa in the 1960s and 1970s, and of the traditions
of friendship that have grown since then, this work
does not artificially prioritise Russia and its interests in
Africa. This book is about Africa, its prospects, and
challenges.

We would be delighted if the Handbook, to which our
friends from Algeria, Egypt, Ethiopia, Kenya, Nigeria,
Senegal, South Africa, Tanzania, Zimbabwe have also
contributed as its critical reviewers, proves useful
and stimulates the further debate.
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Measuring Africa’s wealth and money

What is the real value
of African money?

One of the main factors holding back Africa’s
development is a lack of data and information, and
thus of knowledge relevant for decision-making.
The unknown leads to overestimation of risk, and
overestimation of risk leads to an inflated cost of
capital. As a result, the cost of financing a business
in Africa can be several times higher than in
a developing country outside the continent - not
to mention rates in the US or Europe. There is also
'cheap’ money in Africa - international funds, banks
and several countries offer low-cost financing to
certain projects and sectors, providing them an
additional, non-market competitive advantage
driven by non-African interests and external
agenda.

Africa is not a single capital market. Almost every
country suffers from the capital drain, at the same
time the most of them rely on external funding
for balancing their budgets. Nevertheless, the
individual capital markets in Africa share many
common features, and investors often regard Africa
or its sub-regions as destinations which are best
looked at together. So, there are funds focused on
investments in the continent. In addition, the role
of Pan-African institutions is steadily growing, with
AfDB, Afreximbank, the African

Union and UNECA among them.

One of such common features
on the continent is the dependence
of budgets and economies on
external borrowing and trade. Taxes on domestic
transactions have played a lesser role. However, the
banking sector is growing dynamically, and in many
countries, banks play a key role in development
acting as intermediaries for external capital markets.
Below we examine these and a number of other

phenomena that shape the financial dimension of risks
and prospects for projects in Africa.

Income from the foreign trade and borrowings both
are highly volatile and tend to dry up during crises
due to the undiversified resource-based export
structures and predominance of an external debt
over domestic. Better comprehension of existing
vulnerabilities could help governments, businesses
to implement workable strategies and policies, and
navigate among country-specific risks.

Our study examines the evolution of African debt
throughout the 21st century andits distribution across
the continent. The debt is reviewed in conjunction
with issues regarding trade: trade balances, export
diversification and national currencies. The research
quantifies the existing debt burden and sheds light
on the problem of credit rating agencies, finally
offering directions for future research to enable an
unbiased country classification.

African debt: what has
changed?

As horrific as it may sound, the rest of developing
countries experienced 2.5 times faster debt
expansion during the same period.

After a series of defaults in the 1980s and 1990s,
African countries embarked on a path of debt
deceleration, reducing the debt-to-GDP ratio from
65% in 2000 to 39.3% in 2008.2 This trend was mainly
supported by full-scale debt relief programmes
of multilateral financial institutions. In 1996, the IMF

1 UNCTAD. A world of debt report 2024. URL: https://unctad.org/publication/world-of-debt
2 Afreximbank. State of Play of Debt Burden in Africa in 2024. URL: https://www.afreximbank.com/reports/state-of-play-of-debt-burden-in-africa-2024-debt-dynamics-and-

mounting-vulnerability/
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launched the Heavily Indebted Poor Countries
initiative (HIPC) which was targeted at low-income
countries with unmanageable
levels of debt. Since then, 31
African countries have graduated
from HIPC and received full debt
forgiveness, reaching USD 70 billion. In 2005, HIPC
was supplemented by the Multilateral Debt Relief
Initiative (MDRI), which guaranteed debt relief
on the claims of the IMF, World Bank and African
Development Bank for 29 African states at the cost
of more than USD 30 billion.

Though HIPC and MDRI were effective in nominal
terms, their impact on the long-term debt
sustainability may be contradictory. To enter both
programmes, a state needed to commit itself to
structural reforms (more political than economic),
thereby delegating decision-making to G8 (now G7)
countries. Also, since the IMF offered a bailout, more
and more countries started to account for the future
prospect of similar debt relief, applying riskier debt
management practices.

Then came the global financial crisis of 2008
when the modern history of African debt began.
In response to weakening economic activity,
the Fed and the ECB lowered interest rates
which resulted in yield decrease on developed
markets and triggered a search for higher returns
elsewhere. Being less involved in global finance
and thus less affected by the crisis, Africa had
demonstrated an average annual GDP growth
rate of 5.3% during 2000-2008 and offered a
substantial risk premium, which was not perceived
as that risky anymore after the collapse of what
seemed to be solid western banks.

Since 2008, the African debt-to-
GDP ratio has sharply increased,
reaching 69% in 2023; yet the
expansion was asymmetrical in
regard to external and internal
obligations. In the early 2010s,
most sovereigns did not have
capacity or credibility to

accommodate capital in their own bond markets.
Little has changed since then.

In 2023, two-thirds of the total African debt
or USD 1.2 trillion was external

By 2022 the domestic debt has reached a notable
level in five countries: Egypt (USD 258 billion),
South Africa (USD 116 billion), Nigeria (USD
83 billion), Algeria (USD 95 billion), and Morocco
(USD 30 billion).

Unlike internal debt which depends mostly on
the national economy’s performance and can be
'printed’ during times of hardship, external debt
relies heavily on global macroeconomic conditions
and has to be paid back in hard currency. The large
share of external debt along with the overexposure
of many African countries to commodity prices and
a limited capacity to deal with disasters and crises
are a volatile combination as was seen during the
2014 commodity price plunge, global pandemic in
2020 and crisis of 2022.

However, the African debt-to-GDP ratio has soared
not only due to the rise of the debt itself. It can be
attributed also to a slowdown in economic growth
(32% on average in 2010-2022) and currency
depreciation (35% devaluation relative to USD
since 2014 for emerging economies®) as the debt
is mostly external.

While comparison to GDP exposes the increase
of the debt level as the main trend, it fails to
reveal the magnitude of the change. Debt is very
heterogeneous as it comes on different terms from
different sources: other governments, multinational
financial institutions or private banks.

The private sector has become the main source
of African debt, shifting from 25% in 2000

to 54% in 2023, leaving 27% to multilateral
creditors such as the IMF or World Bank and less
than 19% to bilateral loans from other countries*

3 Federal Reserve Bank. Nominal Emerging Market Economies U.S. Dollar Index. URL: https://fred.stlouisfed.org/series/DTWEXEMEGS
4 Afreximbank. State of Play of Debt Burden in Africa in 2024. URL: https://www.afreximbank.com/reports/state-of-play-of-debt-burden-in-africa-2024-debt-dynamics-and-

mounting-vulnerability/



Among the top lenders are private bondholders
(i.e. eurobond market participants from all over the
world), Chinese (USD 24 billion) and British (USD
14 billion) investors. Although this is indicative of
improved investment attractiveness, it poses a
number of challenges for African countries.

Firstly, private debt is more expensive than bilateral
or multilateral, meaning higher interest rates, lower
grace periods and less space for restructuring.
The UNCTAD report entitled A World of Debt
2024 shows that in 2020-2024 the borrowing
costs of African countries were ten times higher
than in developed economies, 44% higher than
in the LATAM region and 85% higher than in Asia
and Oceania, even though the share of private
debt in Africa is lower than average for developing
countries.®

Secondly, flows of private debt are more volatile and
tend to reverse in times of crisis as foreign investors’
main concern is short to middle-term profit but not
long-term and also not the abstract financial stability
of a certain country. In 2022,

developing countries experienced

a net outflow of USD 49 billion on

external public debt, among them

were 21 African countries — five

more than in 2021 and 11 more

than in 2019.6

Thirdly, in case of default on private debt it may
take longer to restructure it with a greater number
of counterparties, who are not always willing to
cooperate. At least 15 African countries have
become targets of 'vulture funds' that specialise
in purchasing distressed debt on the secondary
market at a substantial discount and trying to
recover the premium, usually through litigation and
delays of the overall restructuring process.” For
example, in 2007 a vulture fund received USD 15.5
million from Zambia after buying a debt of USD 3.2
million, meaning that the fund's return was 484%.2
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After a series of legal patches the activity of vulture
funds in Africa has diminished; however, a new wave
of defaults may attract more sophisticated parties
seeking to profit from distressed debt.

It should also be considered that a large proportion
of lenders labelled 'private’ are in fact government
affiliated. This is particularly true of lending from
the Middle East and China.

Africa’s external debt

The debt landscape is not homogenous across Africa.
Two-thirds of the external debt is concentrated in ten
countries: South Africa (USD 172 billion), Egypt (USD
163 billion), Nigeria, Morocco, Mozambique, Angola,
Kenya, Tunisia, Cote d'Ivoire, and Ghana. Almost all these
countries are within the Top 10 in terms of GDP, with only
Tunisia and Mozambique standing out. As local financial
markets grow and become more interconnected,
debt distress in one of these heavyweights may
trigger a wave of defaults across the continent.

Eurobonds are issued in foreign currency outside
the country of origin and have several benefits:
they do not entail any policy changes; they are
liquid relative to other types of debt, and they can
be repurchased or bought back on the secondary
market. However, issuing countries rely heavily on
the global interest rates and their own credit rating as
most eurobonds are paid off by issuing new portions
of debt. Nowadays, both global and African interest
rates remain high due to the tight monetary policy
adopted by developed countries in the post-Covid
era, currency depreciation and climate shocks. The
frequency and magnitude of these shocks for Africa

5 UNCTAD. A world of debt report 2024. URL: https://unctad.org/publication/world-of-debt

o)}

Ibid.

7 African Development Bank Group. Vulture Funds in the Sovereign Debt Context. URL: https://www.afdb.org/en/topics-and-sectors/initiatives-partnerships/african-legal-

support-facility/vulture-funds-in-the-sovereign-debt-context

8  BBC. Zambia pays ‘vulture fund’ $15m. URL: http://news.bbc.co.uk/2/hi/business/6589287.stm
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is increasing faster than anywhere else on Earth, and
many countries are trying to address the problem by
issuing climate-related catastrophe bonds.

In 2024, there are USD 10.3 billion in eurobonds
maturing, a sharp increase from USD 3 billion in
2023. Some countries have already re-entered the
eurobond market in 2024 to refinance maturing
obligations: Cote d'lvoire issued USD 2.6 billion
in January and Kenya raised USD 1.5 billion in
February. Large portion of maturing debt is still held
by Egypt (USD 3.3 billion), South Africa (USD 1.5
billion), Moroceco (USD 1 billion) and Ethiopia (USD
1 billion). South Africa and Morocco are not likely
to face challenges paying off their debt, but Egypt
may need new lines of credit including one with the
IMF, while Ethiopia might end up in default by the
end of 2024.°

In 2025 African countries will face USD 10.2 billion
in maturing eurobonds, with USD 3 billion being
held by Egypt, USD 2 billion by South Africa, USD 1
billion by Tunisia, USD 864 million by Angola, USD
750 million by Namibia, USD 700 million by Gabon
and USD 500 million by Nigeria.

Luckily, as inflationary expectations are decreasing
worldwide, the Fed and ECB are starting to cut
interest rates gradually which will lead to cheaper
debt. However, defaults in countries with the most
vulnerable debt level are very likely to occur in the
next two-three years.

Market sentiment is useful to define the probability
of default on a debt. In 2023, the yield on Ethiopian
eurobonds maturing in December 2024 increased by
16 percentage points and reached an astonishingly
high 50.5% — i.e. eurobonds were sold for half of
their face value.l® Ghana's bonds maturing in 2026
had an even greater yield — 54.4%, an increase
by 8.2 percentage points from 2022. Ethiopia and
Ghana are the main candidates to default in 2024
and 2026 respectively, adding a new portion of
arrears to the existing debt in default and further

limiting their ability to borrow on the international
market. At the same time, both countries can find
ways to limit the scale of the debt crisis through
their political leverage. For example, Ethiopia’s debt
service costs are low relative to the size of its debt,
and restructuring options can be found with new
BRICS partners or competing sources of financing.

China remains a major bilateral lender to Africa with
over USD 90 billion in active debt commitments
(fourfold increase from 2012), constituting 11% of
the total external debt.® Chinese loans to Africa
started to grow from USD 100 million in 2000 and
reached its peak in 2016 (USD 28.8 billion). Since
then, the trend has reversed — lending dropped to
just USD 1 billion in 2022.12

From a cumulative USD 180 billion, 80% was
attributed to infrastructure projects such as power
plants, roads and railroads, port facilities and cell
networks implemented by the supply of goods and
services from China. Technically the money often
doesn’t leave China, only the financial liabilities
being recorded for the African states.

China has often used resource-backed lending in
countries such as Angola, Democratic Republic of
Congo, Guinea and Ghana, pursuing also the goal
of securitisation its strategic imports from these
countries.

In 2024, the top debtors to China were Angola
(USD 21 billion), Ethiopia (USD 7 billion), Kenya
(USD 7 billion), Zambia (USD 6 billion) and Egypt
(USD 5 billion), some of them in default or being
on the edge of debt distress. Yet, it remains unclear
whether Chinese loans have deteriorated the debt
profiles of African countries or China was just more
willing to accept greater risks.

However, in 2023 China demonstrated renewed
interestin Africa with USD 4.5 billion in loans, mainly in
finance andinfrastructure. USD 1.3 billion was provided
to Egypt as a line of credit, with the same amount

9  Gregory Smith. Africa’s eurobond wall revisited. URL: https://www.linkedin.com/pulse/africas-eurobond-wall-revisited-gregory-smith/

10 Cytonn. Sub-Saharan Africa (SSA) Eurobonds Performance in 2023. URL: https://cytonn.com/topicals/sub-saharan-africa-ssa-4

11 World bank. International Debt Report 2023. URL: https://openknowledgeworldbank.org/entities/publication/02225002-395f-464a-8e13-2acfca05e8f0
12 Boston University. Chinese Loans to Africa Database. URL: https://www.bu.edu/gdp/chinese-loans-to-africa-database/
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New Chinese loans to Africa, 2000-2022, USD billion
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being spent on facilitating trade with Africa. Nigeria
received USD 1 billion to construct the Kaduna-Kano
section of the Lagos-Kano railway, more than USD
250 million was offered to Madagascar, Uganda and
Angola on energy and telecommunication projects.
What seemed to be a Chinese retreat from Africa
could be strategic realignment before reevaluating
risks and entering new markets.

Main defaulters

In 2023, African debt in default totalled USD 130
billion, 13% lower than in 2022 but still 30% more than
2020. Four countries account for 90% of the defaulted
debt: Ghana (USD 44 billion), Sudan (USD 43 billion),
Zimbabwe (USD 16 billion) and Zambia (USD 14
billion)*3. Significant stocks of debt in arrears are also
held by Mozambique, Libya, Tanzania, and Ethiopia.

Sudan owes most of its debt to Paris Club countries
(23%), Saudi Arabia (13%), Kuwait (7%), China
(6%) and the IMF (8%). In 2021, Sudan entered the
HIPC initiative and was planning to restructure 90%
of its USD 55 billion in debt. However, in 2022 IMF
suspended the programme after the military coup
and removal of the transitional government.*

Ghana's 60% of debt in arrears is attributed to
eurobonds which complicates the restructuring as
it involves many private lenders and non-Paris Club
countries. After defaulting on a debt of USD 30
billion in 2022, Ghana entered the G20 Common
Framework in January 2023, which helped to facilitate
the restructuring process with China and India. In June
2024, Ghana stated that it had reached an agreement
on USD 13 bilion of eurobonds with private
lenders; yet the remaining debt remains high. With
the current yield on eurobonds maturing in 2026,

13 Afreximbank. State of Play of Debt Burden in Africa in 2024. URL: https://www.afreximbank.com/reports/state-of-play-of-debt-burden-in-africa-2024-debt-dynamics-and-

mounting-vulnerability/

14 Al-Monitor. Western creditors suspend debt relief to Sudan over coup as country’s economy sinks. URL: https://www.al-monitor.com/originals/2022/06/western-creditors-

suspend-debt-relief-sudan-over-coup-countrys-economy-sinks

HSE University Center for African Studies
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Ghana will not be able to roll over the debt and default
is most likely to occur without massive support from
the external lenders.

Zimbabwe's debt in default is mostly owed to bilateral
creditors (67%), in particular to China. Chinese
lending is opaque relative to other bilateral creditors
to the level that the fact of technical default may not
be disclosed. Little visible progress has been made
to restructure Zimbabwe's debit: in January 2023, the
US left the restructuring programme?® “due to lack of
progress on democratic reforms, alleged voter fraud
and political violence targeted at opposition parties”S.

In 2023, Zambia reached an agreement with
creditors including China to restructure USD
6.3 billion of debt and is planning to complete its
restructuring programme in 2025.

Quantifying the debt burden

Debt-to-GDP ratios above 100% are common among
developed economies with well-capitalised markets,
diversified sources of credit and hard domestic
currency. Usually, for developing countries debt
greater than GDP is a crisis that has already occurred.

In 2023, only three states had public debt level
above GDP: Cabo Verde (113%), Sudan (256%)
and Zambia (110%) with Sudan and Zambia being
among top defaulters. 11 countries fell in range
between 75 and 100% and 22 sovereigns resulted in
50-75% debt-to-GDP bracket.” Overall, 19 out of 51
countries with available data demonstrated debt-to-
GDP ratios above 70%.1® However, in 2023, only 22
countries experienced debt-to-GDP ratio increase.

In theory, external debt had to be paid in foreign
currency earned mainly through trade. Thus, another
dimension of debt sustainability can be obtained by
comparing external debt with exports and primary

Public debt to GDP in 2022-2023
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income (profits from investments in other countries
and residents’ remittances from abroad). In 2022,
15 countries surpassed the 240% debt-to-exports
threshold, and 9 more sovereigns breached the
'medium’ target of 180%.

In the long term, greater importance for debt
sustainability of developing export-oriented African
economies attached to export diversification,
since fluctuation of individual commodity prices are
common and may question economic growth for
years, which is the case with, for example, oil-rich
Angola. The diversification of the exports is a target
recognised by many governments, yet there is a lack
of measurable indicators to follow the achievements.

If the export is grouped by main categories, the
sectoral Hirschmann index may be used to measure
the distribution of a country’s exports across
different sectors of the economy.® The index was
calculated by for 54 African countries for the year
2022 based on the data taken from the two-digit

15 The US does not have a great presence in Zimbabwe's bilateral debt, however, their influence on the overall restructuring progress should not be underestimated since a

large share of banks and credit rating agencies are located in the US.

16  VOA Zimbabwe. United States Suspends Role in Zimbabwe's Debt Restructuring Program Citing Electoral Fraud. URL: https://www.voazimbabwe.com/a/united-states-
suspends-role-in-zimbabwe-s-debt-restructuring-program-citing-electoral-fraud/7463023.html
17  Afreximbank. State of Play of Debt Burden in Africa in 2024. URL: https://www.afreximbank.com/reports/state-of-play-of-debt-burden-in-africa-2024-debt-dynamics-and-

mounting-vulnerability/

18 International Monetary Fund. The Debt Sustainability Framework for Low-Income Countries. URL: https://www.imf.org/external/pubs/ft/dsa/lic.htm

19  Calculated by the authors on the basis of World Bank and ITC Trade Map data using the formula: Z[‘gﬁir, where s is the country of interest, d — other countries, i — sector

of interest, x — the commodity export flow, X — the total export flow of country s.



level of the Harmonised System and grouped by
categories by expert assessments.

The index ranges from 0 to 1, with higher values
indicating that exports are more concentrated in
fewer sectors. Conventionally, we can assume that
values between 0 and 0.25 represent a'very high' level
of export diversification, values between 0.25 and 0.5
represent a 'high’ level, values between 0.5 and 0.75
represent a ‘low’ level, and values between 0.75 and
1 represent a 'very low’ level of export diversification.

In this regard, the most vulnerable countries are
those with high debt-to-exports ratio and very
low export diversification, namely Guinea Bissau,

Sao Tome and Principe, and Ethiopia
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The cost of servicing debts also matters in this regard,
although it is more difficult to account due to lack of
data. Nevertheless, what is more important in the long
run, that debt can stimulate the development of new
industries and export diversification (which is needed
almost everywhere in Africa). If this does not happen,
and debt accumulates without diversification effects,
the economy is likely to approach a crisis.

Very low export diversification and above medium
threshold debt-to-exports ratio are observed for
Cabo Verde, in turn above strong
threshold  debt-to-exports and
low export diversification can
be seen for Mozambique, Niger,
Central African Republic, Rwanda,
Malawi and Burundi.

External debt and trade diversification
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In case commaodity prices plummet or international
trade stops, which was the case during pandemic,
currency inflow dries up and governments appeal
to central banks for currency reserves to finance
external debt. From now on, time is ticking as
reserves are getting thin (15-20% decrease of
reserves in month-of-imports ratio from 2019 and
50% from 2007) and more investors are betting on
national currency depreciation (10% since 2019
for developing countries). In 2022, precariously
low levels of reserves relative to external debt
had Zimbabwe (4.3%), Mozambique (4.5%), Chad
(5.9%), Ethiopia (10%), Zambia (10.3%) and Ghana
(11.6%).%°

Abstract debt level directly affects the social
sphere. In theory, countries invest borrowed money
in lucrative projects and use their proceeds to pay
off debts while both national income and standard

of living improve.

In Africa, however, debt

service accounts for 16% more
expenditures per capita than
education and 79% more than
health, which often leads to the
opposite of an improved standard

of living®

In 2024, payments on external debt are expected
to take more than 23% of government revenues
in 14 countries.?? A particularly dramatic share of
revenues is spent on debt service in Angola (60%),
Zambia (43.5%), Egypt (39%) and Djibouti (38%)).

Internal lending between African countries is
conducted mainly through the African Development
Bank. Borrowing from government to government is
vastly underdeveloped and is carried out in foreign
currency, mainly US dollars. Private lending via
establishing branches of national banks abroad is
untraceable and often depends on the policy of
foreign investors since they represent a significant
share of ownership of African banks.

Debt service to government revenues, %
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20  World Bank
21 Aworld of debt 2024: A growing burden to global prosperity
22 Debt data portal. URL: https://data.debtjustice.org.uk/
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The exceptions prove the rule, with some politically
driven deals: Libya has offered loans to Chad (USD
277 million), Angola to Sao Tome and Principe
(USD 18 million), Guinea (USD 15 million), Guinea
Bissau (USD 5 million); Cote d'Ivoire to Burkina Faso
(USD 100 million).

Rating agencies and African
premium

International credit rating agencies (CRA) still play
a vital role in accessing credit risk. Major rating
agencies like S&P, Moody’s and Fitch have limited
coverage with only 30 African countries included.
However, rating agencies are not only observers:
in fact, they determine the cost of borrowing, and
it is their decision which may exacerbate the debt
burden. Recent studies question credibility of the
CRA towards Africa: according to the UNDP.

Researchers from UNDP have found that African
countries have lower credit ratings on average than
non-African states with the same level of GDP per
capita. For instance, Tunisia has a 2.5 times lower
rating than Philippines, Egypt has a 1.8x lower
rating than Indonesia, Mauritius has a 30% lower
rating than Chile. Advocates of CRA associate
the disparity with underdevelopment of political
institutions in African states, which sometimes may
be difficult to capture statistically. In turn, their
opponents remind about the country of origin of all
widely accepted ratings (the US) and the resulting
overuse of western-centric financial power?* In
2022 Moody’s purchased a controlling stake in
leading African CRA Global Credit Rating, further
consolidating its leadership on the continent.?®
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Another important problem lying in the same
dimension is risk perception of Africa among
foreign investors. The existence of an “African
premium” - ie. higher borrowing cost solely
because of the geographical affiliation with Africa —
is a highly controversial issue. While according to
traditional models it may seem irrational, the lack
of transparency and structural challenges as was
mentioned previously could explain elevated yields.?®
From a behavioural perspective, there are several
interpretations: ambiguity aversion based on the lack
of relevant information about most of the African
states and their economies, the presence of foreign
bias as a result of the greater distance between Africa
and its main investors’ countries of origin or, finally,
simple overestimation of probabilities of shocking
events such as wars and natural disasters.

Takinginto account the role that CRA playedin the
global financial crisis of 2008, their opinion may
be far from objective as their
main incentive remains their
own profit. Several initiatives
among African countries were
announced as alternatives in the field of credit
ranking like Sovereign Africa Ratings (SAR) or
African Credit Rating Agency. However, SAR
has published reports only for Ghana, South
Africa and Kenya. Until 2019, the Chinese
Dagong Global Credit Rating? published ratings
of 16 African countries. They were significantly
different from western agencies’ estimations and
favoured borrowers and trade partners of China.
In 2019 Dagong was nationalised after a series of
corruption stories and stopped updating African
ratings. In any event, the insightful supervision
and suitable methodology matter more for debt
sustainability than the final rating.

23 UNDP. Reducing the cost of finance in Africa. https://www.undp.org/sites/g/files/zskgke326/files/2023-04/Full%20report%20-%20Reducing%20Cost%20Finance%20

Africa%20Report%20-%20April%202023.pdf

24 Reuters. How Africa’s 'ticket’ to prosperity fueled a debt bomb. URL: https://www.reuters.com/investigations/how-africas-ticket-prosperity-fueled-debt-bomb-2024-08-01/
25  The conversation. Moody's has bought a leading African rating agency: why it's bad news. URL: https://theconversation.com/moodys-has-bought-a-leading-african-rating-

agency-why-its-bad-news-176827

26 William Gbohoui, Rasmané Ouedraogo, Yirbehogre Modeste Some. Sub-Saharan Africa’s Risk Perception Premium: In the Search of Missing Factors. URL: https://www.imf.
org/en/Publications/WP/Issues/2023/06/23/Sub-Saharan-Africas-Risk-Perception-Premium-In-the-Search-of-Missing-Factors-534885

27  Note that Dagong Global Credit Rating is a Chinese state-owned credit rating agency with headquarters in Beijing, while Global Credit Rating also known as GCR Ratings has
become affiliate of Moody’s with offices in Mauritius, South Africa, Nigeria, Kenya and Senegal.
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B Measuring Africa’s Wealth and Money
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External debt country
classification

Any linear rating of countries takes into account
many heterogeneous factors with different
weights. If it claims to be unbiased, it is likely to be
manipulated. A linear rating can only be correct in
relation to the interests of a single actor who orders
this rating - for their own decision-making or for
influencing markets through publications. But some
components are unbiased and worth considering, so
that everyone can make their own rating weighing
these components their own way.

Indicators reviewed in this chapter (sectoral
Hirschmann index, debt-to-GDP, debt-to-export,
reserves-to-debt, debt-to-service and service-to-
revenues ratios) might be summarised and adjusted
to reflect heterogeneity caused by restructuring
practices as well as country’s debt repayment
discipline.

Four countries are considered solvent under most
scenarios, namely Algeria, Botswana, Mauritius
and Morocco. Their strong debt indicators and
impeccable repayment history guarantee future
performance on the external debt. 19 more
countries are solvent under normal conditions — i.e.
if no abrupt hikes in global interest rates or highly
unexpected domestic shocks like civil war appear.

15 countries are sensitive to adverse trade shocks
equivalent to pandemic or severe currency
depreciation as their debt greatly exceeds their
export revenues which are often poorly diversified
and backed by small amounts of foreign currency
reserves.

Ten countries have significant risk of debt distress
even under current conditions. Either their
expansionary debt dynamic causes concern, future
debt repayments, poor fiscal performance or political
uncertainty.

Finally, 4 countries are in default on most of their
external debt. They participate in restructuring
programmes and are mainly excluded from the
international capital market.
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This external debt classification requires further
research, adjustment and validation, including the
use of tools based on artificial intelligence. Such
research is highly recommended as this preliminary
assessment reveals that there are significant
discrepancies between unbiased calculations and
publicly available ratings.

With some exceptions, fast-growing Eastern African
economies demonstrate less sustainable debt levels in
comparison with slower-developing Western African
countries. Three explanations can be drawn to attention:

Monetary. Western African countries use the CFA
franc, which is pegged to the euro, thus alleviating
currency and inflationary risks and resulting in a
sustainable debt profile. However, the usage of
national currencies in Eastern Africa may have a
positive impact on overall growth since countries
are free to conduct independent monetary policy.

Geopolitical. Eastern Africa gravitates towards
market-oriented China and cultivates corresponding
values such as competition and pursuit of revenue,
while Western Africa is more attached to the Paris
Club countries, promoting transparency but giving
the best offers to the most loyal governments with
a lot of loans being politically driven.

Reciprocal. Key trading partners of Eastern African
countries are rapidly developing Asian economies
willing to allocate capital to cover future demand.
Overall positive expectations backed by strong
demographics and economic indicators fuel the
debt expansion process.

The domestic debt of Africa

Most African countries have traditionally relied on
external debt in the form of long-term, concessional
financing from multilateral and bilateral lenders or
non-concessional private financing. In an effort to
diversify their financing sources and reduce the risk
of external debt vulnerability, they have turned to
domestic debt markets in recent decades. Although,
the amount of external financing continues to
exceed that of domestic funding.
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Domestic debt refers to the portion of a country's
total debt that is owed to creditors within its own
borders. Domestic debt can therefore be described
as debt which is issued in the sovereign’s local
currency, or debt which is governed by the domestic
sovereign laws. It can also be defined as debt which
is held by residents of the issuing sovereign.

Significant share of the domestic debt is held by the
entities borrowing themselves from abroad. Most
of the domestic debt issued by low-incomes sub-
Saharan African countries is held by commercial
banks which, in turn, often have foreign shareholders.
In2022, the size of domestic debt

in Egypt was estimated at 72% of

GDP, while in Zambia it was 40%

of GDP and in Zimbabwe it was

12% of GDP.

The structure of domestic debt also differs. In
Benin, government bonds account for 91% of the
domestic debt, in Senegal itis 67% and in Zimbabwe
it is 30%. Government bonds and eurobonds
account for a significant portion of Egypt’s domestic
debt. In Rwanda, they make up 50% of the total, in
Mauritania 68%, and in Nigeria 79%. In Mali, they
account for an even larger percentage — 92%.

The detailed structure of the holders of domestic
debt is rarely disclosed. For example, in Kenya, 43%
of the debt is owed to commercial banks, 33% - to
pension funds, while 7% to insurance companies,
and 4% is held by the Central Bank®. The main
buyers of Tanzanian government bonds are pension
funds, commercial banks and the Bank of Tanzania.
Together, these three financial institutions account
for almost 80% of the total volume of loans on the
financial market. Approximately 29% of this volume
is accounted for by commercial banks and pension
funds, with the Bank of Tanzania accounting for 22%%.

Domestic debt has several advantages, especially
for African countries. First of all, most of the

domestic debt in Africa is denominated in local
currencies, which means that it is shielded
from exchange rate fluctuations and currency
mismatches. In addition, issuing debt in domestic
currency gives central banks and governments the
flexibility to use monetary policy tools for domestic
debt management. For decades, businesses and
households have preferred to invest money abroad,
and capital flight remains a critical issue for most
African economies, co-existing with extensive
external borrowing. Investing in domestic debt is
a good alternative, especially if intermediated by
strong local banks.

The reason is that authorities have more options
for dealing with domestic debt, such as inflating it
away, rather than resorting to outright default. In
the event of a debt default, domestic debt is usually
easier to restructure, as it is subject to domestic
court jurisdiction. A case study conducted by the
IMF on debt restructurings between 1988 and
2020 concluded that domestic debt restructuring
took considerably less time to complete compared
to external debt restructuring, largely due to
a greater sovereign control of the terms and
laws governing domestic debt®. Moreover, by
restructuring domestic debt, countries can avoid
the potential reputational costs associated with
external debt restructurings and, in some cases,
maintain access to international financing.

Well-developed domestic public debt markets
offer local investors opportunities to invest
in government securities, providing a two-
fold advantage. First and foremost, domestic
investors have the opportunity to participate in
the economy and receive a reasonable return
on their investments, given the relatively low risk
associated with government securities.

28  REPUBLIC OF KENYA THE NATIONAL TREASURY AND PLANNING. Annual Public Debt Management Report For Financial Year 2022/2023. URL: https://www.treasury.go.ke/

wp-content/uploads/2024/01/Annual-Public-Debt-Report-2022-2023-Sept-2023.pdf

29  World Bank. 20th Tanzania Economic Update. URL: https://documentsworldbank.org/en/publication/documents-reports/documentdetail /099031124044543127/p179610

1f356d10falb47215b969e1205b2

30  UN. World Economic Situation and Prospects: April 2024 Briefing, No. 180. URL: https://www.un.org/development/desa/dpad/publication/world-economic-situation-and-

prospects-april-2024-briefing-no-180/



Levels of development in local capital markets
differ® — from more than 100% of GDP in Egypt,
Morocco, Mauritius and South Africa to below 40%
in Cameroon, DR Congo, Ethiopia, Madagascar
and Uganda®% in the more developed economies,
governments have more opportunities to raise
funds domestically.

Secondly, by attracting financing from the domestic
market, governments provide residents an alternative
for capital outflows. Some countries combine
borrowings with the measures to reduce capital
outflow exposure. For example, Zambia, which has a
relatively higher level of non-residents participating in
the domestic debt market (above 20%), has enacted
measures to limit non-residents’ participation in the
government bonds primary market to 5%.

Nevertheless, domestic debt can have several
long-term implications that can negatively impact
the economy of a country. One of the main
disadvantages of domestic debt is that it can
lead to significant crowding out effects for the
domestic private sector. This is because when the
government is a major borrower, the credit available
to the private sector from banking and non-banking
financial institutions can decrease.

Another challenge is the maturity structure of
domestic debt instruments, as many governments are
unable to issue long-term instruments at reasonable
interest rates. In 2022, in Zambia and Kenya short-
and medium-term securities comprised 78.5% and
78% of the domestic debt portfolio respectively.
The proportion was even higher in Ghana, where
short- and medium-term securities accounted for
approximately 90%. This short-term debt structure
increases the risk of rollover, where governments
continuously borrow to pay off maturing debts.

In leading economies like Egypt, Ethiopia, and
Nigeria the financial sector is partly publicly
owned. Consequently, the authorities may
attempt to maintain the debt at a manageable
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level through various financial measures.
However, the side effects can include crowding
out lending to the private sector with long-term
detrimental effects on economic performance
and competitiveness.

In some countries, the high burdens of domestic
debt service place a heavy strain on government
finances, leading to further reductions in spending
that could be allocated to investments in crucial
sectors. For example, in Kenya, Mozambique,
Tanzania, Uganda or Zambia domestic debt service
cost was higher than external debt service, despite
domestic debt stock being lower than external debt
stock. In 2023, the cost of servicing domestic debt
in Uganda was 2.8% of GDP, while external debt
was only 0.9%.

Debt service payments in selected
economies in Africa, 2022

@ Domestic debt stock as a percentage of total debt (LHS)
External debt as a percentage of total debt (LHS)

== Domestic debt service as a percentage of GDP (RHS)

== External debt dervice as a percentage of GDP (RHS)
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Source: prepared by the HSE University Center for African
Studies and Intexpertise based on IMF and UN DESA data.

31  The size of the financial system can be determined by various indicators, such as the total assets of the banking sector, market capitalisation of banks, credit facilities,
insurance, and investments. Other indicators include the financial transactions of capital markets, the ratio of private credit to GDP, and the percentage of adults who have
formal bank accounts. Additionally, the stability of financial institutions is also a factor in determining the size of the system.

32 S&P Global. African Domestic Debt: Reassessing Vulnerabilities Amid Higher-For-Longer Interest Rates. URL: https://www.spglobal.com/research/articles/231101-african-
domestic-debt-reassessing-vulnerabilities-amid-higher-for-longer-interest-rates-12900489
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Ghana's debt default (external and domestic) and the subsequent restructuring has put the
spotlight on domestic debt in Africa. Domestic debt grew from 22% of GDP in 2015 to approximately
40% of GDP in 2021 mainly because of government borrowing to finance the energy sector and
to bail out the finance sector following the 2018-2019 financial crisis.

At the time of default in December 2022, domestic debt stood at 46% of GDP. Some of the factors
contributing to the default included an inflated import bill due to effects of the Ukrainian crisis,
drastic depreciation of the Ghanian cedi and increased cost of debt service. At the same time,
external shocks triggered significant capital outflows, which diminished access to international

financial markets. Moreover, foreign exchange reserves dwindled to 2.7 months of import cover at
end-December 2022, down from 4.3 months at end-December 2021.

In December 2022, the Ghanian government initiated a domestic debt exchange programme, aimed
at restoring sound public finance management and debt sustainability. Domestic bondholders were
offered an option to exchange their holdings with a fresh issuance of bonds with longer average
maturities and lower coupon rates. New bonds were issued at a coupon rate between 0% and 10%.
Before the exchange, interest rates for two-six years notes ranged between 21.5% and 29.85%.
Although the programme managed to lower interest rates on government securities and lengthen
their maturities, analysis by the country’s financial sector regulators showed that it adversely affected
the solvency of some banks and insurance companies. The government formed the Ghana Financial
Stability Fund to minimise impacts of the restructuring process to the financial sector and to avoid
risks of a potential financial crisis. The restructuring also took a relatively short time, with the domestic
debt exchange programme concluded in 2023. Inflation declined from 54% in December 2022 to
23% in February 2024. The economy also grew at an average of 3% in 2023.

Since 2020, two African countries (Ghana and
Mozambique) have defaulted on domestic
obligations, while five (Angola, Ethiopia, Kenya,
Uganda, and Nigeria) have engaged in non-
commercial debt exchanges.

Africa's trade: a terrible
scarcity or a huge opportunity

Africa relies heavily on international trade, and this
reliance has increased over the past decades. Trade
serves as a source of foreign exchange, which is
needed to import the capital goods required by
local producers. Additionally, it has the potential
to enhance productivity and to contribute to job
creation and economic growth. In 2000, Africa’s
total trade was around USD 500 billion. By 2023, it
had grown to over USD 1.3 trillion.

The trade dependence index®® has increased
significantly in all regions of the world, including Africa,
over the past three decades. The trade dependence
index demonstrates the importance of trade for a
particular country and also characterises the degree
of openness of the economy, which involves both,
risks and opportunities. Africa’s average trade ratio
has increased from 45% in 1991-2000 to 59%
between 2020 and 2023. However, there is a wide
variation in index ratios among economies, ranging
from 8% in Sudan to Djibouti and Lesotho with their
ratios of 264% and 125%, respectively, in 2023.

For 25 countries the trade dependence index is
still below 50% level, for 22 it ranges from 50% to
100%. In Djibouti, Lesotho, Libya, The Gambia and
Namibia the index exceeded 100% in 2023. While
Dijibouti, Lesotho and the Gambia are re-exporting
extensively to the neighbouring countries, Namibia

33 Calculated by the authors on the basis of World Bank and ITC Trade Map data using the formula:

ZsXastlaMad 1, where d — country under study, s — is the set of all other

countries, X — total bilateral exports of country d, M —total bilateral imports of country d, GDP — gross domest\c product of country d.
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Trade dependence index for African countries, 2023
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Studies and Intexpertise based on ITC Trade Map data.

and Libya are both the exporters of natural
resources with relatively small populations.

However, the increased role of international trade
in African economies was accompanied by growing
trade deficits in many countries on the continent.

The increasing trade deficits pose challenges for
job creation and poverty reduction efforts especially
when the deficits are caused by rising imports of
consumer goods that can be produced by domestic
industries. The trade deficit often co-exists with the
current account deficit, which in turn may increase
debt burden. Growing current account deficits often
presage disruptive economic trends such as sudden
stops in capital flows, severe decreases in credit and
spending and sharp economic slowdowns, which
generate high unemployment and poverty.

A trade deficit is sustainable as long as there are
sufficient funds to finance it. In last decades
African countries had probably better access to
international finance than ever. However, with
growing interest rates and slowing growth, the
continent faces risks of much more complicated
access to finance which will make financing of the
deficits increasingly challenging.

In 2023, the overall external trade deficit of Africa
amounted to USD 84.8 billion. Although some
countries experience a high surplus in their trade
balance, the large deficit recorded by most negates
these surpluses, resulting in a deficit trade balance
for the continent. In 2023, the sum of the trade
deficits was USD 169.5 billion.

Only 15 out of 54 countries on the continent
recorded a trade surplus, their total was 84.9
billion. The top five countries with the largest trade
surpluses in 2023 were Angola (USD 25.8 billion),
Algeria (USD 17.9 billion), Libya (USD 12.7 billion),
Gabon (USD 8.5 billion) and Equatorial Guinea
(USD 4.4 billion). All these countries are oil and
natural gas exporters.

On the other hand, the five largest countries
in terms of trade deficit were Egypt, Morocco,
Ethiopia, Kenya and Tanzania. Collectively, these
five countries recorded the total trade deficit of
USD 102.8 billion. Among the deficit countries,
there has been a deterioration in the trade deficits
over the time. Between 2013 and 2023, the trade
deficit in Morocco increased by 26%, in Ethiopia by
21%, in Senegal by 75% in Uganda by 44% and in
Niger by 124%.
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Africa's trade balance per capita, 2023
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In per capita terms, three countries had significant
surpluses: Gabon (USD 3,469 per person), Equatorial
Guinea (USD 3,469 per person) and Libya (USD
3,469 per person). In 2023, Nigeria's per capita
trade surplus was USD 0.3. The island countries had
the highest trade deficit per capita, with Seychelles,
Mauritius and Cabo Verde topping the list.

Exports and imports of most countries are highly
volatile as they depend on commodities. So, the
accumulated trade balances of the individual
countries would provide a clearer picture of their
role in international trade.

Africa's cumulative trade deficit over the period
from 2014 to 2023 amounts to USD 839 billion

Over this ten-year period, Angola has been a
significant leader with a trade surplus of USD 234.3
billion. By a wide margin, Libya (USD 83 billion),
Nigeria (USD 81 billion), South Africa (USD 62
billion), Equatorial Guinea (USD 50 billion), Djibouti
(USD 48 billion), and Gabon (USD 46 billion) were

the next on the list of African countries with a trade
surplus. Most of the countries that have a trade surplus
are resource-rich (Angola, Libya, Equatorial Guinea,
Gabon, Nigeria, etc.) or serve as the logistics hubs
for neighbouring countries (Djibouti, Ghana). In total,
only 16 countries on the continent were identified
with a long-term positive trade balance.

However, the number of countries with persistent
trade deficits is considerably higher. Egypt accounts
for almost half of Africa’s total trade imbalance,
which amounts to USD 455 billion. Morocco
(USD 217 billion), Ethiopia (USD 127 billion), Kenya
(USD 112 billion), Tunisia (USD 64 billion), Tanzania
(USD 55 billion), Sudan (USD 44 billion), Senegal
(USD 42 billion) and Uganda (USD 41 billion) have
also become leaders in the cumulative trade deficit.

A number of African countries have recorded
relatively low trade deficits, up to USD 5 billion:
Guinea-Bissau (USD 0.8 billion), Democratic
Republic of the Congo (USD 1.1 billion), Sao Tome
and Principe (USD 1.5 billion), Comoros (USD 2.3
billion), Central African Republic (USD 4 billion)
and Botswana (USD 4.7 billion). But if USD 1.1 billion
in 10 years seems to be close to nothing for DRC,
USD 1.5 billion for Sdo Tomé is huge.

The most balanced trade®* over a ten-year period is
recorded for Nigeria (0.08), Céte d'lvoire (0.05),
Zambia, South Africa, Eswatini and Ghana (with
0.3 for each country), as well as Algeria (-0.02),
Botswana (-0.03), and DRC (-0.04). Guinesa,
Angola, and Chad have a tendency towards a
large surplus in their accumulated trade balance.
In contrast, Gambia, Cabo Verde,
Sao Tome and Principe, Liberia,
Somalia and the Comoros tend
toward a deficit in their trade
balances.

Persistent and increasing trade deficits are
explained differently from country to country.
Chronic trade deficits can be evidence that
domestic producers cannot compete with imports
and/or their competitors in the global markets.

34  The index is compiled by the authors. It is calculated according to the formula: export+import/ (export-import) for a 10-year period.



Trade deficit in some cases results from a country
investing in physical capital (through imports of
intermediate goods) and productive capacity,
which has the potential of boosting employment
and reducing poverty, provided the investments are
effective and allocated to job-creating activities®®.
The top ten importers of capital goods in Africa in
2023 were: South Africa, Egypt, Morocco, Nigeria,
Algeria, the DRC, Angola, Tunisia, Ethiopia and
Tanzania. Of these countries, one half experienced
a trade deficit in 2023.

Although Africa’s share of manufacturing value
added to GDP is expanding, Africa’s market share
in manufacturing exports lags far behind the global
average, accounting for roughly 1.3% of world
exports. This gap in exports is largely responsible
for the widening trade deficit. While the end of the
commodity super cycle in 2014-2016 highlighted the
cost of external imbalances, the lockdowns triggered
by Covid-19 underscored the risk of depending
excessively on imports for manufactured products.
The above mentioned sectoral Hirschmann index
fits well to measure the level of diversity in African
exports.

In 2023, a group of 13 countries on the continent
recorded a relatively high level of export
diversification. This includes both major players in
trade, such as Egypt (0.34), Morocco and South
Africa (0.38 each), Tunisia (0.39) and Senegal
(0.41), as well as transit hubs like Djibouti (0.36),
Mauritius and Togo (0.43 each) alongside Uganda,
Kenya (0.46 each) and Zimbabwe (0.49) having
shown impressive performance in implementing
their export diversification strategies.

In 2023, a total of 21 African countries recorded
a low level of export diversification. The index in
this group ranged from 0.50 in Tanzania, 0.55 in
Ghana and Rwanda, and to 0.7 in the DRC to 0.73
in Guinea-Bissau. In 2023, 19 countries recorded
the lowest levels of export diversification. This
group included countries such as Central African
Republic (0.77), Burkina Faso (0.79), Botswana
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and Mali (0.8 each), Republic of Congo (0.83),
Ethiopia (0.86), Algeria (0.93), Angola (0.94),
Libya and Eritrea (0.97 each).

The exports of these countries mainly consist
of minerals such as oil, gas and gold, as well as
agricultural crops like coffee. Among primary
commodities, exports are concentrated in products
with relatively low levels of value-added or
processing, which further limits the low potential
for employment typical of commodity outputs.
Consequently, the fluctuations in global commodity
prices can severely impact their trade balance.

If we take the average value of the sectoral
Hirschmann index over ten years and the trade
balance index, we will get the following picture.

Firstly, a group of oil and gas exporting countries with
a low level of export concentration and a high trade
surplus can be clearly distinguished. A relative trade
surplus above 1.05 (Cote d'lvoire level) can only
be found in countries with an export concentration

35 UNCTAD. Trade and Current Account Balance in Sub-Saharan Africa: Stylised Facts and Implications for Poverty. URL: https://unctad.org/system/files/official-document/

webaldc2016d2_en.pdf
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Trade balance index and sectoral Hirschmann index
of African countries

The trade balance index and the sectoral Hirschmann index value over a ten-year period from 2014 to 2023 are used.
The index ranges from O to 1, with higher values indicating that exports are more concentrated in fewer sectors.
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Source: prepared by the HSE University Center for African Studies and Intexpertise based on ITC Trade Map data.

of 0.7 or higher. The high level of export concentration
also leads to a significant capital outflow, as there are
less export-oriented promising industries to invest
in. This group includes, inter alia, Angola, Libya and
Equatorial Guinea.

The second group includes Ghana, South Africa,
DRC and Cote d'lvoire. These are exporting countries
with relatively well-developed industries and a high
degree of diversification, as well as a trade surplus.
However, Ghana was in default due to economic
policy distortions and government waste.

The third group includes small economies, such as
Liberia, Central African Republic, the Comoros and
Somalia. These countries are vulnerable due to high
trade deficits and lack of export diversification. As
a result, they are at risk and need to either reduce

their trade deficits or diversify their exports in order
to ensure their economic stability.

The fourth group also includes countries that
are almost exclusively dependent on exports of
raw materials. Botswana, Algeria, Mali and Burkina
Faso spend a significant amount of money on
imports. Therefore, their governments may need to
carefully monitor their imports, as they should focus
on investments aimed at import substitution or the
development of new export industries.

The larger economies like Egypt, Kenya, Tanzania
and Morocco have relatively diverse exports and

experience a relative trade deficit.

It is also worth considering how African countries
cover their trade deficits.

HSE University Center for African Studies



Unilateral transfers (both current and capital)
have been the main source of external finance in
Africa for decades. Their weight increased during
the 2000s from 2.6% of GDP in the 1990s to 4.4%
in 2013 - driven by the strong rise of workers’
remittances and capital transfers that more than
compensated for the decline in current transfers in
the form of aid, donations and official assistance.

In 2022, remittances accounted for an average of
7.6% of GDP in Western Africa, 6.8% in Eastern Africa,
4.4% in Northern Africa, 3.7% in Southern Africa and
1.4% in Central Africa®. In 2022, the World Bank
remittance inflow data reported that Egypt is the
largest recipient market (USD 32 billion), followed
by Nigeria (USD 21 billion) and Mereceo (USD 11
billion). These three markets account for 65% of all
remittances to African countries. Most in the top 12
in terms of remittances in 2022 have chronic trade
deficits, with the exception of Nigeria and Ghana.

In 2023, the total amount of remittances sent
by migrants to and within Africa was almost

USD 95 billion®’

The high reliance of most African countries
on unilateral transfers reflects their increasing
dependence on external sources. It is clear that for
some countries remittances are vitally important to
their economies. This particularly applies to Gambia
(27% of GDP in 2022), Somalia (23%), Comoros
(22%), Lesotho (20%), Cabo Verde (16%) and
Guinea-Bissau (11%). Although these transfers
represent a substantial source of external finance
that can be an important tool for poverty alleviation,
they also entail significant costs. The strong reliance
on income generated from external sources increases
the economic vulnerability of
recipient countries and exposes
them to the economic cycle of
the source countries.
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Beside unilateral transfers, Foreign Direct Investment
(FDI) is also one of the main sources of external
finance for Sub-Saharan Africa.
FDI is often seen as the preferred
and safer alternative source of
private foreign capital for developing
countries because of its ‘non-
debt’ character. In addition, as FDI
inflows do not involve the direct payment of principal
and interest charges, they are a preferred method of
financing deficits, especially in developing countries,
where these deficits can be large and sustained®®.

Since 2000, FDI flows replaced “other investments”
(mainly foreign loans) as the main source of external
finance other than unilateral transfers. Net FDI flows
more than doubled their share to GDP from 0.9% in
the 1990s to 2% in 2013, while net flows of foreign
loans registered a drastic fall, reaching high negative
values as a consequence of the debt relief initiatives.

In 2021, there was an all-time high inflow of FDI
into Africa, reaching USD 82 billion, but this

decreased to USD 53 billion by 2023*°

36 RemitSCOPE. Africa. URL: https://gfrid.org/wp-content/uploads/2023/06/RemitSCOPE__Africa_preliminary_release.pdf
37  IFAD. Improving the management of remittances and their use for development impact in Africa. URL: https://www.ifad.org/en/prime-africa#:~:text=Remittances%20

sent%20by%20migrant%20workers,quarter%20is%20invested%200r%20saved
38 Demekas et. al.,, 2005, p. 209.

39 UN. 2024 World investment report. URL: https://unctad.org/system/files/official-document/wir2024_en.pdf
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In 2023, almost 50% of all foreign direct investment
flows to Africa were directed towards Northern and
Western Africa. Investments in the East accounted
for 21.3% of the overall volume, with the South
receiving 17.3%, and the Central receiving 11.2%.

Foreign direct investment
in Africa, 2023

Inflow of foreign direct investment, USD million
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In 2023, the accumulated amount of foreign direct
investment into Africa reached USD 1.04 trillion.
The leaders are Egypt, South Africa, Nigeria and
Morocco.

Althoughitis true that FDl does notinvolve the direct
repayment of capital and interest, foreign direct
investors do not invest without the expectation of
profit and the eventual repatriation or relocation of
the investment. Actually, the return on FDI is the
highest compared to that of other external sources
of financing as the rates of profit of foreign firms
largely exceed the rate of interest on foreign loans
or the rate of profit related to portfolio investments.

However, for many projects with foreign investment,
there are also shareholder loans and transfer pricing
to avoid taxes. The actual price of raw materials is
underestimated, and a country’s budget does not
receive the taxes that should be paid. Investors
earn on access to cheaper, unmarketable raw
materials so formal returns on investment are no
longer as important to them. In addition, investors
lend to their companies at commercial rates, as
debt repayment is easier than income from capital.
It is difficult to assess the impact of transfer pricing
and undervaluation of exports on the balance of
payments in African countries, but this can reach
tens of billions of dollars per year.

The diversity of Africa is in its
currencies

The currency and exchange rate play an important
role in assessing the economic stability of developing
countries.

- The Moroccan dirham is classified as having a
pegged exchange rate within horizontal bands,
which since 2020 has been pegged to the euro
and the US dollar in a ratio of 60% and 40%,
respectively (basket of currencies).

- The Botswana pula is classified as having crawling
pegs (in terms of a soft peg) with a bucket of
the special drawing rights (SDR) and the South
African rand.

HSE University Center for African Studies



- The soft pegged exchange rates of five
countries (Malawi, Mozambique, Nigeria, Sudan
and Tanzania) are categorised as peg stabilised
arrangements.

- The crawl-like arrangements category includes
12 African countries (Algeria, Kenya, Mauritius,
Tunisia, Rwanda, etc.).

- The conventional peg is the largest category,
including 21 countries. Of these, 17 have
currencies pegged to the euro: the Central African
CFA franc and the West African CFA franc. Three
countries are pegged to the South African rand,
including Lesotho, Namibia and Eswatini. One
country’s currency, Nakfa (Eritrea), is pegged to
the US dollar.

The floating exchange rate is used by seven
countries: Angola, Egypt, Zambia, Madagascar,
Seychelles, the Republic of South Africa and Uganda.
The Somali shilling’s exchange rate is free floating.
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The exchange rates of four countries (South
Sudan, Zimbabwe, Liberia, and Sierra Leone) are
categorised as “other managed arrangements”.

Also, based on IMF data, African countries can
be classified according to the main principles of
their monetary policies. There are four of them:
exchange rate anchor, monetary aggregate target,
inflation-targeting framework, and other.

Exchange rate anchor means that the monetary
authority buys or sells foreign exchange to maintain
the exchange rate at its predetermined level or
within a range. The exchange rate thus serves
as the nominal anchor or intermediate target of
monetary policy. This type includes the WAEMU
and CEMAC countries, along with Lesotho, Eswatini,
Namibia and Botswana.

Monetary aggregate target is the measure when the
monetary authority uses its instruments to achieve a
target growth rate for a monetary aggregate, such as

Exchange rate regimes of African countries

Soft pegs

Crawl-like arrangements

Pegged exchange rates

Stabilized arrangement

within horizontal bands

Kenya = Rwanda

= Ghana X Ethiopia B Morocco

B Algeria Mauritania

= Gambia Tunisia Crawling pegs
»=« Burundi = Mauritius

11 Guinea 2z DR Congo = Botswana

Conventional peg

= Malawi

= Mozambique E= Sudan

11 Nigeria 2 Tanzania
Residual

Other managed arrangement

= Zimbabwe = Sierra Leone
Euro The Central = Liberia E= South Sudan
The West African African CFA franc
Floati i
CFA franc = Gabon E= Sao Tome and Principe oatng regimes
k= Benin B Cameroon = Comoros Floating = Egypt
= Burvkina Fe?so - C';:Rd = Laiotete Pz Seychelles B Angola
[ & GLA,unea-Bls'sau 1l Cha e & Uganda B Madagascar
11 Céte d'Ivoire = Equatorial Guinea Rand = South Africa B Zambia
11 Mali 74 Congo an
= Niger = Lesotho Free floating
Il Senegal US Dollar Z Namibia B Sormali
= Togo Eritrea Eswatini omalia

Source: prepared by the HSE University Center for African Studies and Intexpertise based on IMF data.



T Africa 2025: Prospects and Challenges

reserve money, M1, or M2, and the targeted aggregate
becomes the nominal anchor or intermediate target
of monetary policy. This monetary policy framework
is implemented by 13 counties, including Nigeria,
Algeria, Zimbabwe, Angola, Ethiopia, Rwanda, etc.

Inflation-targeting framework involves the public
announcement of numerical targets for inflation,
with an institutional commitment by the monetary
authority to achieve these targets, typically over
a medium-term horizon. Additional key features
normally include increased communication with
the public and the markets about the plans
and objectives of monetary policymakers and
increased accountability of the central bank
for achieving its inflation objectives. This type
includes Kenya, Seychelles, Ghana, Uganda and
South Africa.

The other monetary policy framework category
means that the country has no explicitly stated
nominal anchor, but rather monitors various
indicators in conducting monetary policy. This
category is also used when no relevant information
on the country is available. This group includes
Malawi, Mozambique, Sudan, Tunisia, etc.

This can make debt servicing more vulnerable to
exchange rate fluctuations. Fluctuations in the
exchange rate can significantly impact the debt
servicing costs. For example, if the local currency
depreciates against the currency in which the debt
is denominated, the cost of servicing and repaying
that debt increases in local currency terms. This can
strain the country’s financial resources and balance
of payments. However, countries with a fixed
exchange rate regime or a currency peg might face
challenges if they have high levels of external debt.
Maintaining the peg can be costly, especially if the
country faces a balance of payments crisis or needs
to defend its currency.

Since 2022, a number of African currencies have
recorded significant depreciation against the US dollar.
Currency depreciation leads to an increase in foreign
currency-denominated external debt. For example,
Nigeria's external debt in 2023 increased by 100.1%
over a year because of the depreciation of the national
currency — the exchange rate of the Nigerian naira
fell by 70% against the dollar®®. In Kenya for instance,
as of December 2023, external debt — 67% of which
was dollar denominated — increased by USD 1.3 billion
owing in part to depreciation of the Kenyan shilling.
Also, approximately 98% of Ghana's external debt
stock growth in 2023 was a result of the Ghanian cedi’s
depreciation against the dollar.

The CFA franc is pegged to the euro, which has two
consequences for the respective national debt. Given
that external debt and international trade are both
denominated in the US dollar, a depreciation of the
euro relative to the dollar leads to an automatic increase
in the value of the external debt of the countries that
use the franc. On the other hand, an appreciation of
the euro also leads to a decrease in external debt,
but this can have harmful effects, such as a loss of
competitiveness and market share for products being
exported from these countries. In addition, this stability
attributed to the franc does not
necessarily reflect the reality of the
economies that use it.

Thus, we see that the pegging to

the euro has apparently saved the
countries in the CFA franc zone from high levels of
debt (as in East Africa). However, these countries are
experiencing slower economic growth.

Nowadays, an increasing number of African countries
are turning to gold to hedge against global political
risks and protect themselves against currency
losses. Several countries are trying to increase
their foreign currency reserves. For instance, Nigeria
has launched a plan to buy gold domestically to
boost its reserves. Tanzania has announced a plan
to spend USD 400 million on six tonnes of gold.
The central bank of Uganda has announced a programme
to buy gold directly from local artisanal miners.

40  Bloomberg. Understanding Nigeria's Currency Slump, and What Happens Next. URL: https://www.bloomberg.com/news/articles/2024-07-30/why-nigeria-s-naira-currency-

ngn-usd-slumped-and-why-it-matters
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However, in some countries, there is a discussion Africa's digital currency

about tying the national currency to gold. For

example, the Vice President of Ghana, Mahamudu The digitalisation of financial services in Africa
Bawumia, has said that if he is elected president and their transfer to mobile platforms is a natural
in the upcoming December election, he plans to step towards expanding public access to financial
introduce a new exchange rate system that will link services. This is particularly important in a region
the Ghanaian cedi to gold. where less than half of the population over the age

of 15 has a bank account.
However, for gold-backed currencies to function

effectively, African countries need to have sufficient African countries account for 66% of the global
reserves in order to maintain the stability and longevity volume of money transfers through the electronic
of these currencies. In addition, linking a country’s mobile payment systems. In 2022, more than 50% of
currency to gold can make its economy vulnerable to new accounts worldwide were opened by users from
fluctuations in the price of the precious metal. Sub-Saharan Africa®. In 2023, there were 835 million

In 2024, the Reserve Bank of Zimbabwe launched ZIG — a new currency backed by gold, as it seeks
to tackle high inflation and stabilise the country’s long-floundering economy. The Zimbabwean dollar
lost almost 100% of its value against the US dollar in 2023.

ZiG (literally Zimbabwean Gold) started trading on 8 April 2024, at an exchange rate of 13.56 ZiG to
the dollar. All Zimbabwean dollar account holders had their balances converted to ZiG. The change
also affected stock prices on the Zimbabwe Stock Exchange, as it rebased 56 of its listed securities.
In order to comply with international standards, the Reserve Bank of Zimbabwe began the process of
changing the currency code from ZWL to ZWG (also Zimbabwe Gold).

The Reserve Bank of Zimbabwe claimed that the new currency would be fully backed by USD 100
million in cash and 2,522 kilograms of gold worth USD 185 million. Meanwhile, the central bank added
that it would also adopt a tight monetary policy, linking money supply growth to growth in gold and
foreign exchange reserves.

On 30 April, new banknotes were released, and the Reserve Bank of Zimbabwe launched a publicity
campaign to raise awareness about the new currency. In order to stimulate demand, Zimbabwe made
it compulsory for companies to pay at least half of their quarterly taxes using the new currency.
Certain taxes can only be paid in ZiG.

However, in practice, ZiG is still a rare occurrence, as public confidence in the new currency has not
yet been fully established. Zimbabweans continue to prefer using US dollars for transactions, and
most consumer goods are still priced in dollars. Although there are no major obstacles to paying for
goods with the new currency or receiving change in ZiG at the Central Bank's official exchange rate.
The authorities say that dollar-denominated transactions have declined to around 70% from 85%
when it was introduced.

41 Bloomberg. All About ZiG, Zimbabwe's Latest Shot at a Stable Currency. URL: https://www.bloomberg.com/news/articles/2024-08-08/zimbabwe-s-new-zig-currency-how-
does-it-work-and-can-it-last

42 GSMA. The Mobile Economy Sub-Saharan Africa. URL: https://www.gsma.com/solutions-and-impact/connectivity-for-good/mobile-economy/wp-content/
uploads/2023/10/20231017-GSMA-Mobile-Economy-Sub-Saharan-Africa-report.pdf
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M-Pesa

One of the most successful examples of introducing e-finance technologies in Africa is the M-Pesa.
This mobile phone-based money transfer and payment service was launched in Kenya in 2007
by Vodafone and Safaricom. After 14 months since the launch of the service, its user base had grown
to 2.7 million. Two years later, it reached seven million, which is about 40% of the adult population.
In 2014, it had grown to 19 million users.

The app provides payment services for subscribers of mobile operators in Kenya, Tanzania, Democratic
Republic of Congo, Egypt, Ethiopia, Ghana, Lesotho and Mozambique®. More than 60 million M-Pesa
customers conduct transactions worth over USD 314 billion annually. Outside of Africa, M-Pesa has also
been used in countries such as Afghanistan (until 2022) and Romania. In Afghanistan, the service has
been used to pay the salaries of police officers and social workers.

In Kenya, the percentage of the population with access to financial services increased to 83% in
2019, while the percentage of people completely excluded from these services decreased from 41%
to 11%*. Out of the 26 million people in Kenya who own cell phones, 22 million use M-Pesa, which
represents almost every adult Kenyan.

In 2021, Nigeria became the first African country to issue its own digital currency, eNaira. The
exchange rate of the digital naira is linked to that of the regular naira and its circulation is controlled
by the Central Bank. By 2023, the number of transactions increased by 63% and reached 22 billion
naira (approximately USD 48 million) due to the currency crisis that occurred earlier this year.

However, eNaira faces several challenges that need to be addressed before it can be widely adopted
in the country. Some of these challenges include the lack of necessary technological infrastructure,
the need for additional training for financial institution employees who will manage the system,
concerns about data privacy, the current electricity crisis and fears of potential financial crimes.

registered mobile money accounts in Sub-Saharan
Africa and USD 912 billion in transactions made.

The adoption of mobile communication and wireless
internet has opened up a plethora of opportunities
for the development of payment services, money
transfers, peer-to-peer lending and micro-insurance.
Global payment giants such as Visa, Mastercard
and American Express are planning to expand their
presence into this niche market. African operators
such as MTN (South Africa) are successfully
competing with these global players.

However, mobile payments do have some
serious drawbacks. Reliability and security issues
contribute to the challenges businesses face in
Africa when converting to mobile banking. While
many mobile payment platforms available in East
Africa rely on SMS, it remains the least secure
messaging option. While mobile technology is
definitely more prevalent in Africa than it once
was, it can still be a challenge for people in more
rural areas to gain access to a mobile phone,
thus enabling them to participate in mobile
payments.

43 M-PESA. URL: https://www.m-pesa.africa

44 FinAccess. 2019 Finaccess Household Survey. URL: https://www.centralbank.go.ke/uploads/financial_inclusion/2050404730_FinAccess%202019%20Household%20

Survey-%20Jun.%2014%20Version.pdf



In the long term, the growth of mobile money
settlements preserves the dependence of economies
and budgets on foreign trade. Mobile money is
deposited in the accounts of operators (mostly
foreign). Transaction fees are taxed - but not the
transactions themselves, which are usually treated
as private transfers. As a result, governments are still
unable to develop a sustainable tax base that could form
the basis of their financial sovereignty. The ultimate
beneficiaries of mobile money platforms are banks and
telecom operators, both foreign, while governments
remain dependent on foreign trade and credit.

Is there anything to know
about Africa’s foreign
exchange reserves?

Foreign exchange reserves are an essential part of
a country’s policy toolkit regardless of the type of
exchange rate and national currency, serving as a
buffer against economic shocks and complementing
monetary policy to maintain price and financial
stability. In recent years, changes in foreign
exchange reserves in African countries have been
driven by policy responses to fluctuations in export
revenues, transfers, and capital flows. For example,
the decline in oil prices in 2014 led to a 33%
reduction in the foreign exchange reserves of oil-
exporting countries as authorities resisted pressure
to devalue their currencies. Political instability is
also a significant factor, especially in lower-income
nations. This can lead to uncertainty and volatility in
foreign exchange markets, impacting reserves.

As for 2021, Libya with USD 81 billion had the
highest nominal foreign exchange reserves among
African countries, followed by South Africa (USD
50 billion), Algeria (USD 46 billion), Nigeria, Egypt,
Morocco, and Angola®.

In a vast majority of African countries, the total
amount of foreign exchange reserves has increased
over the period from 2019 to 2024. In dollar terms,
Algeria’s foreign exchange reserves have increased
to USD 64.4 billion at the beginning of 2024.
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According to the Central Bank of Egypt, the country’s
international reserves increased to USD 41.1 billion
in April 2024. The growth of reserves was also
noted in the Republic of Congo, Guinea, Kenya, the
Seychelles, the Republic of South Africa, and Zambia.

However, in some countries, there has been a
noticeable trend of a decrease in the nominal value
of foreign exchange reserves. Foreign exchange
reserves are now frequently being drawn down

Dynamics of foreign exchange reserves
change in selected African countries
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as central banks endeavour to fight currency
depreciation while households withdraw reserves
from the formal financial system. For example,
in Botswana, reserves decreased from USD 5.4
billion in 2021 to USD 4.3 billion in 2024, in Ghana
reserves decreased from USD 11 billion in 2021 to
USD 6.6 billion in 2024. Countries with significant
reductions in foreign exchange reserves also
include Angola, Nigeria and Uganda.

In general, foreign exchange reserves form an
integral part of a country’s self-insurance, especially
in low-income countries where the government
often provides insurance against foreign currency
shortages. These reserves provide several benefits,
including a buffer to finance necessary imports or
repay foreigh exchange debt in case of unavailability
or extreme expense of foreign exchange funding.
Additionally, foreign exchange reserves allow for
policy flexibility to maintain price and financial
stability during large exchange rate fluctuations.

Having sufficient foreign exchange reserves to
cover imports for several months is a top priority.

Comoros had reserves that could cover imports for
about seven months, Cabo Verde for six months,
Morocco and South Africa for five months. The
shortest import coverage period was observed
in Zimbabwe (0.7 months), followed by Djibouti
(1.4 months), Eswatini (1.9), Mozambique (2.1)
and Sao Tome and Principe (2.6 months).

The fall in the import cover ratio was widespread during
2022-2023 because of rising global food and energy
prices and, as a result, rising inflationary pressures.
Countries with the most significant decline during 2022
and early 2023 included Angola, Gambia, Mauritius,
Mozambique, Kenya, Ghana and Nigeria*. However, in
2024, there was a gradual recovery in the volume of
foreign exchange reserves for these countries.

While foreign exchange reserves offer crucial
benefits, holding them comes at a cost for the
economy. From the perspective of the consolidated
public sector balance sheet, accumulating reserves
amounts to issuing debt to invest in foreign currency
assets. From an accounting perspective, foreign
exchange reserves are typically held on the central
bank’s balance sheet in African countries, so these
costs are borne — above all — by the central bank.
The financial cost of foreign exchange reserves
depends on the difference between the return
earned on reserve assets and the interest paid on
the corresponding liabilities.

In simpler terms, to place the amount in advance in
international reserves, countries need to withdraw
this amount from their national economy and
transfer it to the EU and the US for safekeeping.
This accumulation of reserves has a downside, as
countries may refuse to honour their loan obligations,
as has happened with Libya. The Libyan Investment
Authority (LIA), set up under Muammar Gaddafi in
2006 to manage the country’s oil wealth, has been
under a United Nations asset freeze since the 2011
riot that toppled Gaddafi. This
means that in order for Africa’s
largest sovereign wealth fund to
make new investments, or even
move cash from negative interest
rate accounts, the LIA needs UN Security Council
sign-off. In 2020, the LIA said that the freeze had cost
it some USD 4.1 billion in potential equity returns.
Libyan assets are effectively confiscated and cannot
be considered sovereign assets.

It is very rare for central banks in African
countries to disclose information about which
currencies their reserves are held in, where
these reserves are located and in what share.
Non-disclosure helps to prevent speculative
attacks on national currencies as precariously
low reserves may trigger further withdrawals.
African reserves are typically held in major
international currencies such as the US dollar, the
euro and the British pound.

46  S&P Global. Sub-Saharan African currencies will be more vulnerable to exchange rate pressures in 2023. URL: https://www.spglobal.com/marketintelligence/en/mi/

research-analysis/-subsaharan-african-currencies-will-be-more-vulnerable-to-exch.html



Some information about reserves is available from
the South African Reserve Bank. According to the
bank’s report for January 2024, the Republic of
South Africa’s total reserves in dollar terms amount
to USD 61 billion. This includes USD 46.7 billion in
foreign exchange reserves, which consist of foreign
currency deposits and other assets, USD 8.2 billion
in gold reserves and USD 6.2 billion dollars in
holdings with special drawing rights.

Against the backdrop of a general lack of transparency
regarding the foreign exchange reserves of African
countries, also the Central Bank of Egypt stands
out. The regulator publishes annual financial reports
on Egypt's external position, including detailed
information on foreign exchange reserves. According
to the bank’s report for the end of 2023, Egypt's net
international reserves amount to USD 35.2 billion. This
includes USD 27 billion in foreign exchange reserves,
USD 8.4 billion in gold reserves and USD 36 million in
holdings with special drawing rights.

Overall, Africa’s foreign exchange reserves are
crucial for managing economic stability and growth,
but their effectiveness can be impacted by global
economic conditions and internal economic policies.
Some African countries may use their reserves to
service foreign debt or secure additional borrowing.

The Libyan example clearly shows that it is not
the size of sovereign reserves that guarantees
sovereignty. Much more important is where and in
what form these reserves are held. One of the most
reliable forms of reserves is gold - if stored in the
country itself. An expensive but worth considering
alternative is to invest in reserves of exchange-
traded commodities, on the import of which the
country is critically dependent. Of course, these
reserves cannot be considered as foreign exchange
reserves, as their international liquidity will be
limited. However, for the macroeconomic stability
of many countries with foreign trade deficits, in
terms of ensuring their financial sovereignty, as
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well as their food and energy sovereignty, the
investments in such reserves should be recognised
as a necessary and important measure.

African money -
dynamic space for research

Thus, African debt has increased not only in
absolute terms but also relative to GDP. Secondly,
it remains mostly external and concentrated in
ten countries, which are essentially the largest
economies. External debt has become more
private, which increases the cost of borrowing
and may complicate future restructurings. In turn,
the domestic debt market is underdeveloped,
even though it is easier to pay off than external
obligations. China, which had significantly decreased
lending to Africa, is starting to return in the region;
however, the pattern is unclear so far. The analysis
of African trade reveals a prevalence of trade
deficits and low export diversification for most
countries, which generates additional pressure
on public debt. Overall, 14 countries are already
troubled with their debt levels and 15 more
countries are prone to have debt problems if the
global conditions worsen.

There are questions that require further
investigation and research. Does Africa need its
own credit rating agency, and what approach should
be used to evaluate national creditworthiness of
African states? What is the relation between trade
imbalances, financial flows and economic growth? Is
there any political backing of decisions on external
debt? How do currency regimes affect debt
sustainability and availability? Where are foreign
exchange reserves of African countries stored and
who benefits from them?

And, finally, can financial sustainability be achieved
without financial sovereignty, and how can the latter
be structured, measured, and achieved?
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Food for Africa: from food security
to food sovereignty

Is there a food crisis in Africa
now?

Food issues, deficits, hunger and famines seem to
come handinhand with Africaalong the way. However,
many international organisations tend to showcase
that the food situation in Africa is how getting even
worse. At first glance, such
claims seem correct — according
to FAO classification in 2023%,
the number of undernourished
people in Africa has increased
by more than 100 million (to 298 million) compared
to 2005. The number of undernourished over the

Undernourishment dynamics in Africa,
2004-2024 (% of population)
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Source: prepared by the HSE University Center for African Studies
based on UN DESA, GHI and FAO data.

world has decreased, except for in Africa where
this number has increased. However, in relative
terms, the number of undernourished in Africa has
been hovering between 15-20% of the population
for the past 20 years, and the number of 'non-
undernourished’ people in Africa is also increasing
every year.

Those advocating a pessimistic view on the food
situation in Africa turn to big data and look at the food
situation on a continental scale. However, behind the
bignumbers and the isolated — albeit disturbing — cases
of Nigeria and DR Congo (which together accounted
for almost half of the increase in the number of
undernourished people in Africa), success stories do
exist. For example, the number of undernourished
decreased in Senegal, Cameroon, Céte d'lvoire and
Ethiopia (in both absolute and relative terms), as did
the share of undernourished people in Mali, Rwanda
and Tanzania. At the same time, the productivity of
African agriculture is growing — in 2003, it amounted
to USD 138 billion, while in 2022 reached USD 327
billion (in current USD).

Indeed, while population growth, coupled with
ineffective agricultural policies and Africa’s
dependence on imports of certain basic food
commodities, has meant that the number of
undernourished may be rising in quantity (including
as a result of population growth), it is staying the
same in relative terms. Moreover, the increase in
the number of undernourished in Africa did not start
in 2022 after the crisis in Ukraine or even in 2020
with the COVID-19 pandemic. Indeed, the last time
the number of undernourished fell year-on-year in
Africa was in 2009, and it has been rising ever since.

47  FAO. The State of Food Security and Nutrition in the World 2024. URL: https://openknowledge.fao.org/server/api/core/bitstreams/06e0ef30-24e0-4c37-887a-

8caf5a641616/content



Not only is the number of undernourished people
in Africa increasing, but so is the number of
articles on food security — in both academia and
the media. The topic has become trendy’, thus
impacting interpretations and increasing securiti-
sation.

The problem of hunger is often reduced to climate
change. For instance, in the SIPRI report dedicated
to the issue of food insecurity in Africa, ‘climate’ is
mentioned 93 times, while fertilisers’ or ‘reserves’
are totally absent*®. That said, the impact of climate
change has not yet been fully studied and assessed,
which means that its regional impacts may differ —
i.e. improvements in one region and crises in
another. One study, published in 2015, found
that rainfall in Sahel had increased by 10% in the
preceding decades and that it could be due to
climate change®. This caused Lake Chad to fill
up with rainfall — in October 2020 the first peak
of 700 cm (October 2) and a second peak of
711 cm (October 15), above the recorded peaks
in the last decade, were reached on the lake. The
rainfall helped farming in several areas; however,
there ensued an overflow of major rivers, which
in turn led to flooding and significant losses and
internally displaced persons in the region®.

Food situation in Africa is not deteriorating,
but rather is not improving fast enough

So far, neither ’'external shocks’, which occur
regularly in the world, nor climate change, nor even
internal conflicts have been able to radically worsen
the food situation in Africa. All this suggests that
the food situation in Africa is not deteriorating, but
rather is not improving fast enough. The extensive
model of growth - through increased imports
on the one hand and the area of land involved
in agriculture on the other (since 2000, Africa’s
agricultural area has increased by 100 million
hectares, almost as much as from 1964 to 2000) —
will continue to maintain the 'food status quo’ in
Africa, unable to keep pace with population growth.
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Source: prepared by the HSE University Center for African Studies
based on data from Cowtan, Kevin & National Center for Atmospheric
Research Staff (Eds). "The Climate Data Guide: Global surface
temperatures: BEST: Berkeley Earth Surface Temperatures.” Retrieved
from https://climatedataguide.ucar.edu/climate-data/global-surface-
temperatures-best-berkeley-earth-surface-temperatures. Calculated
by the Data for Children Collaborative with UNICEF.

New approaches are needed to
the discussion of food issues in
Africa.

Agricultural potential of Africa remains mainly
underexploited, while agriculture in Africa is
characterised by low technical capacity and
mechanisation (lack of agricultural machinery) and
productivity level with irrigation systems (average level
of irrigation is 1.5-3% of agricultural lands per country;
Morocco has 5.9%) and fertilisers are being a rare sight
(average fertiliser consumption in Sub-Saharan Africa is
estimated at 17 kg of nutrients per hectare of cropland
compared to a world average of 135 kg/ha).

Developing nations becoming self-reliant and
establishing sustainable food systems is a rare

48  SIPRI. Food insecurity in Africa: drivers and solutions. URL: https://www.sipri.org/sites/default/files/2023-01/2301_sipri_rpp_food_insecurity_in_africa_1.pdf
49  Carbon Brief. Factcheck: Is climate change 'helping Africa’? URL: https://www.carbonbrief.org/factcheck-is-climate-change-helping-africa/
50 HumAngle. 2022 Rainy Season Has Increased The Volume Of Lake Chad — Report. URL: https://humanglemedia.com/the-2022-rainy-season-has-increased-the-volume-of-

lake-chad-report/
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Percentage of GDP generated by agriculture and share of working population

employed in this sector, 2022
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case that requires a combination of factors,
measures and tools. India and Russia are recent
examples one could cite of countries becoming
not only self-reliant, but also food exporting
nations. Most African countries have a potential
for similar success stories, but are yet to harness
it. Indeed, food access is one of the key issues
that will determine the long-term development of
African nations, which influences the dynamics of
outbound migration, urbanisation and FDI inflow.

The notion of food security is the primary one used
through the world today to discuss food related
issues. In 1996, the Rome Declaration of the
Food and Agriculture Organisation of the United
Nations (FAO) defined food security as “when all
people, at all times, have physical and economic
access to sufficient, safe and nutritious food to
meet their dietary needs and food preferences
for an active and healthy life".. Since then, this
perception has become mainstream. However, this
interpretation reduces food security primarily to
issues of access and provision, thereby stressing
the importance of uninterrupted food supply.
That said, purchasing from established producers

is always cheaper in the short-term than investing
in local production and infrastructure, “giving the
fish without teaching how to catch it”. Under this
umbrella, global suppliers are actively involving
themselves in the securitisation of food value
chains, establishing surplus food stocks on their
territory and purchasing agricultural land in develo-
ping countries®.

Food sovereignty as an alternative approach may be
suggested. Food sovereignty is not the alternative
but is the next level of food security. The very
wording highlights the role of the local, national
and regional actors, focusing on local agricultural
production, developing and sharpening the tools
for state support and interventions (subsidies,
protection measures, logistical and infrastructure
projects, etc.), establishing its own strategy for
developing the food system. The desired model
can be network-centric, which will allow a more
dynamic response to food crises — e.g. through
the formation of food reserve systems on the side
of importers rather than exporters. At the same
time, network-centricity should be maintained
not only at global level, but also at intra-country

51  The Food and Agriculture Organization of the United Nations (FAO). Rome Declaration on World Food Security. URL: https://www.fao.org/4/w3613e/w3613e00.htm
52 Sviridov V., Andreeva T. Russian Fertilizers as an Element of Strengthening Africa’s Food Sovereignty. URL: https://africajournal.ru/wp-content/uploads/2024/07/Sviridov-

Russian-Fertilizers.pdf
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level - it is necessary to create conditions and
infrastructure (primarily transportation) for the
equal distribution of food products throughout
the country to prevent the overconcentration
of the food stocks within the metropolitan areas
surrounded by wastelands.

However, transition to food sovereignty, which
in extreme form proposes food autarky is still
unachievable due not only to the globalisation
of food markets, but also climate and other
natural conditions that make the production of
some food staples in Africa impossible. Instead,
collective food sovereignty solutions may
become an option corresponding with the notion
of self-reliance developed by prominent African
philosophers and leaders Kwame Nkrumah®® and
Leopold Senghor®. That said, no system can
develop in a vacuum, and external contacts are
required to enable technology and knowledge
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transfer, logistics solutions and critical supplies
like fertilisers.

Almost all African countries today are dependent
on food imports to varying degrees. In most
regions, the share of food imports in the GDP
structure does not exceed 1%. However, there
are exceptions, such as Eswatini (with food
imports amounting to 12% of GDP), Céte d’lvoire
(food imports amount to 8.5% of GDP) and
Mauritania (6%), as well as a number of countries
whose share of food imports in GDP is 2-4%
(Cabo Verde, Malawi, Ghana, Mozambique and
Zimbabwe).

Import elimination or reduction cannot be an end
in itself. It should be about import restructuring —
assessing the feasibility of maintaining imports
of certain food categories at the previous
level (e.g. wheat), replacing their part in the
diet with food crops grown inside Africa; more
active involvement of states in the formation
of consumer habits and preferences, diet;
partial localisation of the production of certain
food categories. The answer to solving Africa’s
excessive food import dependency, while
seemingly paradoxical, is to increase imports,
but of higher value-added goods — not finished
goods, but first semi-finished products, then
fertilisers, seeds, vaccines, raw materials and
industrial processing equipment.

Network-centricity implies much more active
cooperation between the countries of the
region than is currently the case. So far, the
main contribution to food cooperation has
been made by smugglers or middlemen who
supply food across borders, often illegally, and
by nomadic herders. There is a need for more
active cooperation on food issues at the level
of regional economic communities or at least a
sustained dialogue between countries on major
commodity categories. A shift towards regional
or country-wide specialisation could be one
aspect of the transition.

53 Nkrumah K. Africa must unite. Melbourne: Hassell Street Press, 2021.

54 Senghor L.S. Négritude et civilisation de I'Universel (Liberte tome 3). Paris: Seuil, 1977.
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Population growth and hunger:
demography matters.
But not as one would think?

Africa’s population is currently approaching
1.5 billion. By 2050, this number is expected to
reach 2.5 billion, and by 2100 - 4 billion®.

It is worth noting that Africa is still a relatively
sparsely populated continent. With an area of
30 million square kilometres, the population
density is about 44 people per square kilometre.
By this indicator Africa is behind not only Asia
(104 people persq.km), butalso Europe (73 people
per sg. km.)%. Excluding the Sahara and Kalahari
deserts, as well as a number of uninhabitable areas
(about 11 million square kilometres in total), Africa
will still remain in third place among the parts of
the world with a population density of 66 people
per square kilometre. If the population grows to
2.5-3 billion, its density in the habitable part of the
continent will still be three times lower than, for
example, that of India today.

Many expert papers and reports on Africa start with
theses that population growth would challenge
regional stability and contribute to food crises,
outbound migration and political turmoil. Africa’s
demographic transition has been later in coming
than in other regions; it is in the early stages of
transition, causing the population to grow rapidly.
That is perceived as a threat and has led to attempts
to control the process.

In1992, areport Beyond the Limits®” published by the
Club of Rome — one of the most influential behind-
the-scenes non-profit organisations, notorious for
its struggle with overpopulation — was released.
It warned about the threat of overpopulation and
has strongly influenced how conflicts in Africa
are viewed by the world. One example given to
demonstrate the danger of overpopulation in the
views of the Club of Rome and numerous Western
publications was the genocide that devastated
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Rwanda in 1994. The case of Rwanda was presented
as a precursor of similar catastrophes in bigger
“overpopulated” countries®.

Publications of leading international organisations
systematically built in the public consciousness
the connection of population growth with crises
and hunger. Among the signature papers are
Demographic Change in Sub-Saharan Africa (1993),
Briefing Note Population and Development in Africa
(prepared by the Organisation of African Unity
(OAU) and the UN Economic Commission for Africa
(UNECA) in 1994), Harnessing the Demographic

55 UNICEF. Generation 2030. Africa 2.0. URL: https://data.unicef.org/resources/generation-2030-africa-2-0/

56  World Bank. Population density (people per sq. km of land area). URL: https://dataworldbank.org/indicator/EN.POPDNST

57  Meadows D., and Randers J. Beyond the limits: confronting global collapse, envisioning a sustainable future. Vermont: Chelsea Green Publishing, 1992.
58  Prunier G. The Rwanda Crisis: History of a Genocide (2nd ed.). Kampala: Fountain Publishers Limited, 1999.
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Thirty years have passed since the Rwanda genocide. Following a significant population decrease —
from seven million people in the late 1980s to five million by the end of 1994 — by now, the
population of Rwanda has surged to 14 million. Rwanda remains the most densely populated
in continental Africa and is also one of the leaders in terms of economic growth. In terms of
population density in Africa, Rwanda is surpassed only by Mauritius — which could well be the most
prosperous country on the African continent. In Rwanda itself, economic growth is evident. In the
past 30 years, crop production has increased more than sixfold, both due to increased agricultural
productivity and fertilisers intake growth, as well as because of new land included in agricultural
turnover. Development of agriculture was combined with other infrastructure investments: the
length of paved roads has doubled to 1,200 km and the capacity of power plants has increased
sevenfold to 230 MW. The growth of the Rwandan economy is not just a result of the balanced
development of infrastructure but is also due to the consistent development of the tertiary sector

of the economy.

Dividend for Africa’s Socio-Economic Development
(prepared by AU in 2012), Synthesis Report on
the Demographic Dividend in Africa (by African
Institute for Development Policy and UNFPA,
2015), UNECA's Demographic Profile of African
countries (2016) and more. The ideas developed in
these works create a negative image of population
growth, while suffering from

ambiguities and lacunas, ignoring

possible positive population

growth impacts on the food situation.

However, the bread riots and general destabilisation
of Africa engendered by population growth has
never happened and the prospects of such are
quite low. In contrast to the pessimistic view of
the correlation between population growth and
access to food, an alternative positive vision can be
considered.

Population growth makes agriculture more profitable:
the number of consumers increases, as does the
number of workers. In this way, both consumption
and production growth can and should be combined
with investments in fertilisers, irrigation systems and
resource allocation, leading to multiplicative effects.
Rising urbanisation together with the population

leads to a gradual change in consumer habits, the
emergence of supermarkets, the development of
the bulk purchasing segment and, consequently, the
consolidation of farms (it is easier for large chains to
work with a limited number of suppliers with similar
standards) and, finally, an increase in their technical
equipment and productivity.

Therefore, it is worth considering a positive
option: the larger a population is, the easier it
is to feed. A growing population would lead to
a more evenly distributed population, bridging
the gaps (i.e. unpopulated areas) between
"food hubs’, increasing not only the size of the
workforce and arable land, but also development
of infrastructure®. Low population density results
in low-quality infrastructure (including roads),
and food is not brought into remote areas due
to insufficient demand and high transportation
costs.

To initiate the discussion about the positive impact
of population growth on food availability, the
correlation between undernourishment rates and
population growth was studied.

59  World Bank Blogs. Can rapid population growth be good for economic development? URL: https://blogsworldbank.org/en/africacan/can-rapid-population-growth-be-good-

for-economic-development?page=1
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Population growth and undernourishment in Africa, 2004-2024
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For the study, the sample was taken both from
countries suffering from acute food crises and
countries with a stable economic and political
situation. This sample made it possible to assess
the magnitude of the trend and the hidden factors
affecting the correlation. Overall, the statistics
show that demographic growth may work in favour
of food systems, but food access still remains
extremely sensitive to changes in the political and
economic environment.

In the long term from 2004 to 2024, with
population growth in many African countries,
undernourishment among the population is
decreasing. Even in those countries where the
share of undernourished is

rising, the rate of increase,

with a few exceptions, does

not appear to be catastrophic.

However, the correlation of population growth
with hunger reduction is still very sensitive
to changes in the political and economic
environment. In some countries this has occurred
as a result of civil wars or unrest that have led to
disruptions in the food system, primarily in terms
of food delivery, while in others the situation
has worsened as a result of overdependence
on external supplies of basic food commodities.
However, such spikes are often short-term and
levelled off in the long run.

Thus, the expected growth of Africa’s population
to 3 billion people in the coming decades is likely
to contribute to food deficit reduction through
market growth, infrastructure development and
agricultural production®®. However, population
growth is both the challenge and the opportunity.
What does seem obvious is that a strategy of
eliminating hunger through the birth rate control
is not an option. Instead, it is worth producing
working strategies of development based on the
realistic and positive assumptions of population

Africa 2025: Prospects and Challenges IEENNT

growth. It is also necessary that the per capita
food availability not fall with population growth.
The basic conditions for these demands increase
in domestic production and redistribute food,
hence intensifying agriculture by supplying
fertilisers and improving infrastructure for supplies
to remote areas. There seems to be no other
actors but the governments to produce these
workable strategies and implement them.

If destructive factors prevail (such as lack
of infrastructure investments and fertilisers,
dependence on import, etc.), a demographic surge
may have the opposite effect (rising unemployment,
excessive urbanisation, environmental problems).

That is why the food crises in Africa need to be
addressed in a comprehensive manner, given that
the demographic factor is ambivalent. Technically
itis almostimpossible to eliminate the other factors
and calculate correlation between demographic
growth and undernourishment. Nevertheless, it is
worth further research, based on the particular
case studies as it is clearly seen that population
growth generally does not lead to food situation
deterioration.

What does matteris the population

and supply balance between cities

and food producing agricultural

areas. Cities are growing faster
than the population itself. Malnutrition drives people
to the cities, there food distribution works better to
prove the concept ‘the more people the more food
available’, but the fertility rate is higher in the rural
areas leading to food crises there.

60 RT. Maslov A. The myth of overpopulation: More people in Africa are the solution, not the problem. URL: https://www.rt.com/africa/591953-africa-population-growth-west-

worried/
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Main trends in agriculture

1. New diet trends

Per capita kilocalorie consumption®! per day varies
across Africa: with a global median consumption
of 0.61 (in an index where the highest indicator
is assighed a value of 1) in 2022, some countries
performed strongly, such as Algeria (0.83) and
Morocco (0.78). In Sahel and Western Africa,
perceived by many as food crises prone, the
indicator is average at 0.61 in Mali, 0.54 in
Burkina Faso and 0.53 in Senegal®%; South Africa’s
kilocalorie consumption is around the same level at
0.58. The deficit in kilocalorie intake is registered
in Central and Southern Africa: 0.4 in Angola, 0.38
in Zambia, and 0.23 in Zimbabwe. By comparison,
the US figure in the index above is 1, China’s is
0.77, and Europe’s average is 0.8 to 0.9.

These indicators, first of all, allow us to draw
conclusions about the diet. In some countries, a
low-calorie diet is common due to the prevalence
of vegetables, fruits, sometimes poultry or fish,
and the lack of dairy and meat products.

Kilocalories per person per day
(highest score = 1), 2000-2022
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based on World Bank data.

Overall, it is not only about food availability,

but what is available as well

In recent years, there has been a shift from a low-
calorie diet to a new high-fat, high-sugar diet,
which brings certain risks®®. With rapid urbanisation,
higher incomes and female employment
opportunities, the demand for convenience foods
is growing rapidly and supply chains are undergoing
a transformation, with production shifting to low-
cost processed foods. Consumption of processed
and ultra-processed foods is increasing not only
in urban but also in rural Africa due to, among
other things, the mechanisation of agricultural
production, increased income from non-farm

employment and the associated

increase in the opportunity cost
of time. Many processed foods are high in sugar,
salt, saturated fats and/or preservatives and, thus,
contribute to overweight and non-communicable
diseases such as diabetes, cardiovascular disease
and cancer. At the moment, Africa has not seen a
surge in fat consumption, and it would be premature
to claim a shift to an unhealthy dietary pattern, but
the risk in the form of a slow but steady increase
in sugar consumption remains: thus, total African
consumption of sugar (raw equivalent) in 2010
was 13.9 million tonnes, in 17.9 million tonnes in
2016 and 19.8 million tonnes in 2022%,

61  World Bank. Kilocalories per person per day (highest score=1). URL: https://prosperitydata360.worldbank.org/en/indicator/IDEA+GSOD+v_23_03
62 One of the reasons why calorie intake in the Sahel zone is higher than in Sub-Saharan Africa may be the abundance of dates in the diet. The caloric value of dates is about
25 calories per fruit (about 274 kcal per 100 grams of product), which with the production volumes (e.g. Niger - 16.6 thousand tons in 2020, Chad - 21.2 thousand tons in

2020) makes dates an important source of calories for local population.

63 Global Food Research Program. Ultra-processed products make up nearly half of low-income South African adults’ diets. URL: https://www.globalfoodresearchprogram.org/
ultra-processed-products-make-up-nearly-half-of-low-income-south-african-adults-diets/

64  FAOSTAT. Food Balances (2010-). URL: https://www.fao.org/faostat/en/#data/FBS



Grains

Africa has the potential to become a major
producer of cereal crops: for 2022, the area
planted with maize is 41.8 million hectares with
a production of 92.9 million tonnes. For 2022,
16.5 million hectares have been allocated to rice

Import of rice, maize and wheat in Africa,
2023, USD million
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(production of 39.9 million tonnes) and 29 million
hectares to sorghum with a yield of 29.6 million
tonnes®. However, due to a lack of fertilisers,
field yields are not sufficient to meet the
growing needs of the population. Africa spends
up to USD 80 billion annually on food imports,
and up to USD 16 billion of this is wheat.

Nigeria is a textbook example of the
“wheat trap” (after the title of a 1985
book by Swedish researchers Gunilla
Andrae and Bjérn Beckman, The Wheat
Trap: Bread and Underdevelopment in
Nigeria)®”. Since colonial times wheat
(poorly suited to the country’s climatic
conditions) has been replacing traditional
crops in the African diet. The process
intensified with gaining independence
and the influx of petrodollars, which
created a westernised class of urban
dwellers, consumers of wheat products.
They in turn created a demand for wheat
imports, which is extremely difficult
to replace with local production. The
most consumed cereal crop in Nigeria
is maize, accounting for almost 40%
of consumption in quantity terms, rice
and sorghum have roughly equal shares
of 22% and wheat only 15%. Wheat
is the only cereal in Nigeria for which
imports are the main source of supply.
25 times between 2000-2020, rice
consumption increased 2.5 times,
maize consumption increased 2 times,
and sorghum consumption is stagnant®’.
Urbanisation and the gradual globalisation
of food behaviour standards together
with population growth is leading to a
gradual increase in the consumption and
importation of wheat.

65  USDA. International Production Assessment Division. URL: https://ipad.fas.usda.gov/Default.aspx
66 Andrae G, Bjorn B. The Wheat Trap: Bread and Underdevelopment in Nigeria. London: Zed Books, 1986. 192 p.
67 FAOSTAT. Crops and livestock products. URL: https://www.fao.org/faostat/en/#data/QCL
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Food use of main crops in Sub-Saharan Africa, 2007-2024, thousand t
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Source: prepared by the HSE University Center for African Studies based on FAO data.

Wheat is not a traditional crop for most African
countries, and compared to other regions, Africa
ranks last among consumers
of bakery and confectionery
products. Nevertheless, imports
of this particular crop account
for a significant portion of African
government and consumer expenditures. The reason
lies in the artificial increase in demand as part of the
"wheat trap”.

The way out for African countries may be to
consistently support more domestically adapted
crops like sorghum, cassava, etc. Such measures
could include imposing obligations on flour
producers to replace a share of wheat flour with
sorghum, introducing more pest and climate-
resistant varieties and seeds.

The way to African food sovereignty seems
to be in reducing dependence on wheat

Protein intake: dairy, fish, meat
and poultry

Although overall protein intake is not significantly
below the recommended and required amounts,
the problem lies in its composition

The average protein intake in Africa has decreased
over the last 10 years and stands at 65-66 g per
person per day, which is 20 g less than the world
average.

The majority of protein consumed in Africa is low-
quality plant proteins, with them constituing 77%
of the intake (37% in the EU). African countries
consume plant proteins almost as much as the
world average (50 g), but with animal proteins like
fish, meat, eggs, dairy products their consumption
is 2-3 times less. With the spread
of fast food — noodles and other
snacks — the share of low-quality
proteins will probably increase
even more.

in general, not only on wheat imports

44 HSE University Center for African Studies
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The Kenyan dairy industry is among the top in Africa and is the leading in Eastern Africa.
This case demonstrates the potential of the government interventions and investments in
food sovereignty. The dairy is contributing 4.5%, 14% and 44% to the national, agriculture
and livestock sub-sectors GDP, respectively. In 2023 total milk production in the sector is
estimated to be 4.6 billion litres (for comparison, about 2.9 million litres in 2000), and the
consumption of dairy products remains high (about 98 kg /capita/year in milk equivalent).
Such an increase was possible due to high demand for processed milk and milk products due
to a growing urban middle class and ongoing investments in value added products including
long-life milk and milk powder. A chain of production has been established - milk collection
from small farms is centralised in so-called ‘milk bars’, from where milk is either delivered
for processing or sold to consumers in raw form. A big role in establishing value-added
production is played by the government, that supports the industry through set of regulatory
measures and incentives. There are also support measures from the regional governments -
for example, in Murang’a the county government established a subsidy programme in early
2023 - milk producers are receiving 7 shillings (USD 0,054) per delivered litre of milk via

e-card®®.

Consumption specifics limit the continent-whole
approach. Here, even a country-by-country
approach is not sufficient, given the significant
differences in traditional diets in different regions
of the same country — for example, in the countries
of Western Africa coastal populations depend
primarily on fish, while those in the northern
regions depend primarily on dairy products and
beef. Moreover, the share of animal protein intake
is still so small and fluid that a single reform in one
country may have an impact on continent-wide
statistics.

Dairy products remain the main source of animal
protein in Africa, but this is primarily at the
expense of Northern Africa, where milk powder
has a significant market share, and Eastern
Africa, namely Kenya, where the government has
consistently supported local producers and the
dairy industry occupies an important position in
the economy (4.5% of GDP).

The low consumption of milk and dairy products
is due to low production levels, lack of canning
technology (for products on the domestic market)
and the high prevalence of lactose intolerance

among the African population. Overall, dairy
farming remains primarily subsistence, especially
for countries with a significant share of nomadic
population: Mali, Niger, South Sudan, Ethiopia.
Improving the efficiency of the dairy industry in such
countries is not only an issue of food sovereignty
and balanced diet, but also of security in its broader
sense. Government support to the dairy industry,
creation of additional jobs and infrastructure
will help to improve life conditions of herdsmen,
consequently, contributing to the resolution of the
centuries-old farmer-herder conflict.

Meat is generally less consumed in Africa compared
to other regions (about 20 kg of all meat species
per person per year in 2021 against 43 kg per
person globally and 67 kg per person in Europe®®)
due to its high price and additional production
costs in the pastoral sector, as well as the lack of
infrastructure (industrial slaughterhouses). The
variation in meat and poultry consumption in Africa
is very wide, ranging from an average of 5.4 kg per
person per year in Ethiopia to 60 kg per person
per year in South Africa, with an average of 20 kg
per person per year in Africa. Chicken is the main
meat for the vast majority of Africans, accounting

68  Kenya News Agency. Dairy, Mango Farmers To Access Subsidies Via E-Card. URL: https://www.kenyanews.go.ke/dairy-mango-farmers-to-access-subsidies-via-e-card/

69  FAOSTAT. Food Balances (2010-). URL: https://www.fao.org/faostat/en/#data/FBS
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Main source of animal protein
in Africa, 2024
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for around 30% of annual meat consumption. In
general, it is chicken that has accounted for most
of the growth in meat and protein consumption
in Africa. However, this consumer boom is largely
driven by imports - African countries spend more
than USD 2 billion a year on poultry imports.

Urbanisation and low efficiency of domestic
production in Africa, including feed shortages,

will remain the key drivers of chicken

consumption and import growth

Consumption is expected to increase as the
demand for chicken in Africa rises, with a projected
market volume of 11 million tonnes by the end of
20307°.

Because of pork’s limited potential as a source
of protein, engendered by climate and religious
taboos, what meat African cities will eat - chicken
(local or imported), beef, lamb, fish or goat meat
and in what proportions - depends on decisions with
little time to make. Global consumption standards
make the key role of chicken almost inevitable, but
whether it comes from Africa or abroad depends on
whether African governments can take measures
to support the industry, introduce more efficient
and crossbred types of poultry, support higher
input requirements (housing/shelter, commercial
diet, and strict disease/vaccination programmes)
associated with the more genetically efficient
breeds. Otherways, chicken may become the new
“wheat trap” for Africa.

Despite the fact that Africa provides approximately
10% of global fish catch™ and 10% of global
fishermen are Africans’, fish consumption is almost
2 times less than world average (9 kg per capita vs
20 kg™). According to IDH, the African continent
has been experiencing a seafood deficit since
2001 and this deficit has been growing by 13%
every year’. This is primarily due to the low level
of knowledge of African aquatic resources, lack of
skilled labor and infrastructure (storage, processing,
delivery to consumers). The most pressing issue is
aquaculture: fishing is haphazard, extensive and
often left to foreign companies.
At the same time, due to the
low efficiency of the fishing
industry in Africa, imports of fish
and seafood are increasing. Fish
imports have increased fivefold
in 20 years and almost reached
USD 5 billion by 2023. It is the development of
aquaculture and improvement of technological
equipment of the industry that will guarantee the
growth of fish consumption in Africa.

70  African Union Development Agency. Digitalising The Poultry Industry In Africa. URL: https://www.nepad.org/blog/digitalising-poultry-industry-africa
71  FAOSTAT. Food Balances (2010-). URL: https://www.fao.org/faostat/en/#data/FBS
72 FAO. The State of World Fisheries and Aquaculture 2018. URL: https://openknowledge.fao.org/server/api/core/bitstreams/6fb91ab9-6cb2-4d43-8a34-a680f65e82bd/

content

73 FAOSTAT. Food Balances (2010-). URL: https://www.fao.org/faostat/en/#data/FBS
74 IDH. Fish farming for African food security and job creation. URL: https://www.idhsustainabletrade.com/news/increasing-food-security-through-local-fish-production-and-

market-growth-in-africa/
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2. Shift away from subsistence As a consequence, there is a decrease in
-[-'arming opportunities for extensive growth (arable land,

pastures), an increase in demand for intensive
With urbanisation, there has been a shift away farming methods introduction. One of the main
from subsistence farming and, more widely, from methods of increasing the quality and quantity of
eating locally grown food. Land is increasingly given yield is the application of fertilisers.

to technical (cotton, rubber) and export crops,

while food is increasingly imported: wheat, rice, Fertilisers market in Africa:

corn. There is a decline in the food base in the towards agrlcultural intensification
wild, as well as in fauna, amidst . . . .
population growth, hunting and  Fertilisers will be the main trendsetter for African

insurgency. agriculture development in the forthcoming decades

Land dilemma exists as well, as alternative to agriculture options arise for land use. For instance, in
Tanzania in the period from 2022-2023, the territory of national parks amounted to 99.3 thousand
hectares, the revenue from these territories for this period amounted to USD 123.9 million’,
the average revenue amounted to USD 12.5 thousand/ha. While the approximate income from
agriculture does not exceed USD 1 thousand per ha.

Arable lands (ha per person), 2000-2021
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ha per capita
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Source: prepared by the HSE University Center for African Studies based on FAO data.

75  The Citizen. Tanapa revenue soars by 94 percent as tourism rebounds. URL: https://www.thecitizen.co.tz/tanzania/news/national/tanapa-revenue-soars-by-94-percent-as-
tourism-rebounds-4564600
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As of 2022, agricultural fertiliser use in Sub-Saharan
Africa is 17 kg/ha’® of active ingredients (compared
to APAC at 300 kg/ha), with some countries like
Uganda, Guinea, Republic of Congo, Niger and
CAR using less than 5 kg/ha. Following the meeting
of African Ministers of Agriculture in 2006 in Abuja
(Nigeria), a modest goal was set to increase the
average volume of fertiliser use from 8 kg/ha
to 50 kg/ha, which is still yet to be achieved in
most countries. According to the calculations of
the United Nations Development Programme
(UNDP), achieving the goal of increasing the use
of fertilisers could triple food production in Africa
in the near future, as well as reduce malnutrition by
almost 5%”. Fertiliser consumption in Africa is 7.5
million tonnes of active ingredients, and most of it is
imported nitrogen, potash and phosphate fertilisers.

Fertilisers have already contributed to food
sovereignty of several African countries. Among
them is Ethiopia, which has arranged an increase in
production due to the introduction of new wheat
varieties and an increase in the use of fertilisers.

African market share of imported fertilisers (6%
of global value) and exported (12%) is relatively

high, whereas indicators of several countries
(Morocco, Algeria, Egypt) are in position to
increase significantly this decade.

According to the Africa Fertilizer Map, the major
fertiliser producers on the African continent —
Morocco, Algeria, Nigeria, South Africa and
Libya — manufacture fertiliser not only for their
own consumption but also for export, including
intra-regional exports’. Africa is endowed with the
resources for fertiliser production. According to the
USGS, up to 80% of the world’s phosphate reserves
are concentrated in Africa. Africa annually produces
around 250 bem of natural gas (about 1 thousand
cubic metres of gas is needed to produce 1 tonne
of ammonia fertiliser). That proves the potential for
wider regional cooperation in fertilisers production’.

South Africa, Ethiopia, Zambia, Djibouti, Tanzania
and Zambia are the region’s leading fertiliser buyers
(the combined share of these five countries is
20% of total African imports)®. At the same time,
Morocco, South Africa, Egypt, Nigeria are among
the five leaders exporting to other countries of the
region: they account for 16.1% of external African
exports and 76.8% of intra-regional exports.

Ethiopia imports up to one million tonnes of wheat annually (500,000 tonnes in the first half of
2023 and 400,000 tonnes in the first half of 2024) with an average annual consumption of 6 million

tonnes for 2019-20208.

Increase in yields — the “wheat revolution” as some media refer to the phenomenon — has been
made possible by the nation-wide introduction of heat-tolerant wheat varieties combined with
increased mechanisaton, irrigation and fertiliser application. For instance, nitrogen fertiliser input
increased from 240,000 tonnes in 2014 to 426,000 tonnes in 2022 (from 14 kg/ha to 23 kg/ha),
contributing to wheat yield increasing from 2.5 tonnes/ha to 3 tonnes/ha. All measures combined
led to an increase in wheat production from 4 million MT to 5.6 million MT in 2023/24%,

76  Malpass D. A transformed fertilizer market is needed in response to the food crisis in Africa. URL: https://blogsworldbank.org/en/voices/transformed-fertilizer-market-

needed-response-food-crisis-africa

77  UNDP. Towards Food Security and Sovereignty in Africa. URL: https://www.undp.org/facs/publications/towards-food-security-and-sovereignty-africa

78  Africa Fertilizer Map. URL: https://www.africafertilizermap.com/

79  Sviridov V., Andreeva T. Russian Fertilizers as an Element of Strengthening Africa’s Food Sovereignty. URL: https://africajournal.ru/wp-content/uploads/2024/07/Sviridov-

Russian-Fertilizers.pdf
80  IFASTAT. URL: https://www.ifastat.org/

81 FAOSTAT. Food Balances (2010-). URL: https://www.fao.org/faostat/en/#data/FBS

82  FAOSTAT. Crops and livestock products. URL: https://www.fao.org/faostat/en/#data/QCL
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Production and trade of fertilisers in Africa (by nutrient), 2022, thousand t
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However, intra-regional fertiliser consumption and
distribution remain low. The main reasons include
low qualification of farmers and specialists involved
in the agricultural sector, dependence on subsidies,
shortage of foreign currency and the general lack
of government support for the sector.

It is the government that should be the main

Another critical reason for low consumption and
intraregional exports is the poor state of logistics.
For example, the main railroads and transport
trade corridors on the continent pass through
coastal countries, international ports and major
railway stations, almost completely ignoring the
inland countries (most affected
by the food crisis).

player in the emerging fertiliser markets

Given the small size of farms and their lack of
working capital and knowledge of soil conditions, it
is the government that should be the main player
in the emerging fertiliser markets. Examples of
separate states show that the set of these measures
is limited, but allows to achieve significant results
even in the short term.

However, the main reason remains the benefit
for large African producers of targeting external
markets. Countries with unstable economic and
political environment, as well as countries amidst
acute food crisis, cannot pay for sufficient volumes
of fertilisers at market price, which directs export
flows to other regions rather than inland.

The de facto ‘exclusivity’ of some
routes increases the price of fertiliser shipments.
Accordingto AfricaFertilizerMap’s 2021 calculations,
the transportation cost per tonne of fertiliser from
Dakar to Bamako averaged USD 54 (1,115 km), from
Beira to Lusaka USD 85 (1,055 km), from Durban to
Harare USD 115 (1,680 km) and from Dar es Salaam
to Lusaka USD 100 (1,940 km)®. Meanwhile, the
major railroads and transport corridors affect
intracontinental countries tangentially. This
increases the cost of transportation at the expense
of conveyance within the country itself (from the
transport hub to the periphery) and adds the risk
of a transport blockade if relations between states
deteriorate.

83 Africa Fertilizer Map. URL: https://www.africafertilizermap.com/#Interactive
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Russia, as the second largest producer of mineral fertilisers in the world, plays a significant role
in fertiliser exports to Africa. In value terms, their exports have grown almost 32-fold over the
past 18 years, reaching USD 511 million in 20218 in volume terms, exports have increased from
770,000 tonnes in 2018 to 1.6 million tonnes by 2022. Thus, Russia’s share in the African fertiliser
market has reached about 12%. For comparison, Russia’s share in the supply of hydrocarbons to
Africa is 3%, and 32% for wheat.

At the same time, the share of Russian exporters is still significantly inferior to the volume of supplies
from leading international companies. Thus, the Moroccan company OCP supplies about 2 million
tonnes of phosphate fertilisers to Africa annually, and the Norwegian company Yara supplies about
1 million tonnes (mainly urea, but also complex fertilisers).

Uralchem Group case: trade flows and humanitarian supplies

Several large Russian companies, including PhosAgro, EuroChem, Uralchem and others, currently
cooperate with African countries. An interesting example is the cooperation between African countries
and Uralchem Group.

Uralchem Group's efforts to gain a foothold in the Nigerian potash fertiliser market culminated in the
signing of a contract between Uralkali, part of Uralchem Group, and the Nigeria Sovereign Investment
Authority (NSIA) in 2019. As a result of the contract, Uralkali remained the sole supplier of potash
fertilisers to Nigeria from 2019 to 2021. In financial terms, such supplies amounted to USD 47 million in
2020 and USD 41 million in 2021.

In 2022, more than 260,000 tonnes of fertilisers belonging to Uralchem Group were blocked in Riga,
Ghent and other EU ports. Uralchem Group volunteered to use such blocked tonnages for gratuitous
deliveries to African countries: in March 2023, 20,000 tonnes of fertilisers were delivered to Malawi,
then 34,000 tonnes went to Kenya in May 2023, another 34,000 tonnes went to Nigeria in February
2024, and 23,000 more tonnes were shipped to Zimbabwe in March 2024. In total, this initiative has
resulted in more than 111,000 tonnes of supplies (and counting), which were made in cooperation
with the United Nations.

In fact, the humanitarian shipments of Uralchem Group to African countries made in late 2022 and
early 2023 paved the way for awider engagementin gratuitous deliveries of agricultural commodities
from Russia to Africa, with other suppliers stepping in. An example of such development was the
initiative on gratuitous deliveries of 25 to 50 thousand tonnes of grain to Burkina Faso, Zimbabwe,
Mali, Somalia, Central African Republic and Eritrea, which was announced during the Russia-Africa
summit in 2023.

Previously, Russian food aid to Africa was mostly limited to monetary contributions to intermediary
organisations, such as the WFP, FAO, the International Committee of the Red Cross and other
international bodies, which then provided targeted support.

84  Federal Customs Service of the Russian Federation. URL: https://customs.gov.ru/statistics
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Nigeria provides an example of the use of a range of government support measures for the
development of the sector. Fertiliser consumption trends are positive, but reflect the general
picture for Africa (less than 20 kg/ha). Nigeria's former president Muhammadu Buhari (2015-2023)
made the fertiliser programme a priority and several steps have been taken at state level in this
regard:

1. Establishing a legal framework for the development of the national fertiliser market segment.

— Presidential Fertiliser Initiative (2016), the objectives of which were, among others, to
rehabilitate local idle infrastructure and encourage domestic production (blending) of
fertilisers®.

— The National Quality Fertiliser Control Act (2019) to prevent substandard or counterfeit
products from entering the market®. One of the requirements of the act is for companies
operating in Nigeria to register and obtain certificates of registration and marketing authorisation
from the relevant agency. To this end, an electronic platform, The National Fertiliser Management
Platform, has been operationalised. The first certificates were issued in 2022.

2. Support for local producers of fertilisers and agricultural products.

— Non-tariff measures. Import bans on urea and NPK were introduced in 2016 and 2018,
respectively.

— Subsidies. Subsidies to increase the amount of fertiliser per hectare of cultivated land under
various schemes and programmes (including the Federal Market Stabilisation Programme, the
2010 Fertiliser Voucher Programme, and the Growth Enhancement Support Scheme) have
been used in Nigeria since 1977. However, after 2015, due to declining government revenue as
aresult of falling oil prices and the government'’s high debt obligations to agro-dealers, subsidies
were not used. In 2022, the subsidy system was partially brought back; in 2023, several state
governments in Nigeria announced the introduction of a 50% subsidy on fertiliser purchases.

3. Direct purchase by the government
Nigeria is using contracting for the supply of raw materials for local blending in Nigeria is done
through government procurement: in 2019, a contract was signed with Uralkali (a Russian
company, part of Uralchem Group), for the direct supply of potash component for NPK
fertilisers.

4. Introduction of a Seil Doctor programme to test soils and determine the level of fertiliser
requirement, with parallel training of specialists and opening of laboratories.

Despite the positive trend in fertiliser use, Nigeria remains dependent on external fertilisers,
the supply of which can be drastically reduced in times of crisis, leading to higher prices and
a reduction in already established local production. The only way for Nigeria to achieve food
sufficiency via increased fertiliser application is to harness its vast natural gas resources for
nitrogen fertiliser production.
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An USD 11 million soil fertility mapping project (launched in 2012) was completed in Ethiopia in 2019%”.
The maps, which contain soil characteristics and soil nutrient levels, have helped create recommendations
for a more balanced use of fertilisers and new mineral mixtures, instead of using one type for all soil types.
In this regard, Ethiopia has abandoned some fertilisers that did not suit the soil type in terms of nutrient
composition (in particular DAP was completely replaced by NPS and its varieties in 2015)%.

SSA trade corridors

Mombasa (1,1-1,600km/3-7 days): e Maijor rail lines

Kenya, Uganda, Rwanda, South Sudan

Dar es Salaam (1,5-2,100km/3-7 days):
Tanzania, Burundi, Rwanda, Zambia, DR Congo
Beira (1,600km):

Mozambique, Malawi, Zambia, Zimbabwe
Abidjan-Dakar (1,1-2,500km/2-6 days):
Guinea, Mali, Burkina Faso, Senegal, Ivory Coast
Djibouti (800km/2-3 days):

Djibouti, Ethiopia

Togo (1,600km/4-5 days):

Togo, Burkina Faso, Niger

Benin (1,100km/2-3 days):

Benin, Niger

Durban (2,100km) Lobito (1,800km), Walvis Bay (2,500km):
South Africa, Angola, Namibia, Zambia, Zimbabwe, Mozambique

Dar Es Salaam to Lusaka: 1,940 km — 100 $/t
Beira to Lusaka: 1,055 km — 85 $/t

Durban to Harare: 1,680 km — 115 $/t

Dakar to Bamako: 1,115 km — 54 $/t

Abidjan to Ouagadougou: 1,153 km — 81 $/t

—— Trade corridors:
Mombasa, Dar Es Salaam, Beira,
Abidjan-Dakar, Djibouti, Benin, Durban

Source: prepared by the HSE University Center for African Studies based on Africa Fertilizer Map data.

The logistics of fertiliser distribution is also important:
small farms, those who primarily need fertilisers, find
it difficult to buy large batches of fertilisers coming to
ports. At the same time, it is unprofitable for suppliers
to divide batches of fertilisers into small portions.
Thus, investments are needed in a mechanism for
redistributing and packaging imported fertilisers on
the territory of ports or in the vicinity of them.

3. Subsidies and subventions

Many African countries, such as Algeria, Egypt
and others provide government subsidies on food
products, especially wheat and bread as a staple
(baguettes and loaves of white bread).

Subsidies are an important tool to fight hunger, which
is evident when comparing with

Africa’s food sovereignty through fertiliser supply  the Global Hunger Index indicators®.

should be complemented by educational and

research initiatives

These include additional courses, lecture series,
internships for farmers and government officials.

Thus, in Algeria and Senegal, where
subsidised products fully cover
the national average bread
consumption, the level of malnutriton among the
population has been gradually decreasing since

87  FAO. Using Soil Maps to Promote Efficient Use of Fertilizers Learning from the Ethiopian Experience. URL: https://www.fac.org/3/cb9452en/cb9452en.pdf
88  AfricaFertilizer. Ethiopia Fertilizer Dashboard. URL: https://viz.africafertilizer.org/#/ethiopia/wpContentPage/country-overview-8

89  Global Hunger Index. URL: https://www.globalhungerindex.org/



2000 and fluctuations in world grain prices have
not had a strong impact on the indicator. In
Morocco and Tunisia, where subsidised bread
meets about half of the demand, malnutrition rates
remain at the same level with slight fluctuations
(Morocco) or slightly decreasing (Tunisia).
This underlines the strong influence of international
conditions on regional bread markets that are not
subsidised by the state.

Nevertheless, bread subsidies are also a change-
sensitive instrument and cannot function in
isolation from other factors. For example, in Egypt,
where subsidised bread covers more than half of the
demand, the malnutrition rate has increased. This
process is linked to Egypt's dependence on wheat
imports as well as the country’s crisis phenomena -
food prices inflation rose by 60% between 2013
and 2023, along with foreign debt and the dollar’s
exchange rate to the national currency®.

High government subsidies on bread and flour
stimulate consumption but limit private sector

growth

Africa 2025: Prospects and Challenges IEENNT

Farmers and enterprises involved in bread
production (flour mills, bakeries) find it unprofitable
to work below or at par with the market price.
Subsidies are beneficial in the short term (instant
access to food for all segments of the population)
but can cause irreparable damage to the economy
in the long term. For example, the impoverishment
and ruin of bakeries operating at a loss leads to
less competition in the market, monopolisation of
the sphere, and deterioration of product quality.
Finally, all this leads to distortions in the distribution
of resources in the economy and, thus, social
inequality, which the subsidy system is originally
aimed to combat.

To increase the efficiency of subsidies for bread and
food in general, the most of the subsidy regimes
requires more flexibility with policies exclusive for
each individual country. Such a flexible system
should consider the level of self-sufficiency and
grain imports; the percentage of
the population below the poverty
threshold and the population
receiving minimum wages; the
level of logistical connection

Subsidies on bread in African countries

Il Morocco %R

% 12MAD /$0.12
® 16BMAD/$178B

B Algeria R%%%

%@ 8DZD /$0.060
® 250BDZD/ $1.858

Libya

B0 Mali
% 135 CFA /$0.22

= Niger

% 175 CFA /$0.29

Mauritania
%@ 5MRU/ $0.13

Burkina-Faso
@ 150 CFA / $0.25

BN Chad B= South Africa
%@ 85CFA/$014 || % $098 Breac price,
. 112
@ Bread price in national currency / USD per 1 c.u.
® Number of subsidies allocated by the government
per year in national currency / USD
@%@ market satisfaction with subsidized bread* 0.042

% 05LYD/$0.10
® 12BLYD/$252M

.

w

Tunisia @@

% 190 milim / $0.065
® 300M TND / $96M

— Egypt @%@

@ 20 piastres / $0.042
® 125BEGP/$2.668

EE Kenya B0 Senegal w2%%
@ $0.47 % 175 CFA /$0.29
® 11BCFA/$182M
B N Nigeria
@ $112 N B Céte d'Ivoire

% 150 CFA /$0.25
R 6.4BCFA/$1IM

*Ratio of average amount of subsidized bread
in year, c.u. and average amount of consumption
of bread in year, c.u.

Source: prepared by the HSE University Center for African Studies based on FAO data.
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between the centre and the periphery and other
indirect factors.

For instance, in Algeria, according to Algerian
researcher Bouchafaa Bahia, as of 2018, about
52% of the population on average risks poverty
and needs subsidised products, but 48% of the
population may not need subsidies®. Qualitative
analysis of existing risks and resources for the
introduction of subsidies can improve the situation
of all participants in the economic life of the state.

The dependence of many African countries on
importsand the resulting fluctuationsin world product
prices remains a major challenge to a flexible
subsidy system. Thus, rising prices for imported
wheat will inevitably lead to an increase in prices
for baked products, even subsidised ones. To mitigate
risks, it is very important to ensure a long-term
transition to own raw material resources. An option for
countries that cannot achieve self-sufficiency may be
the development of reservation systems.

4. Food reservation systems

Food availability remains one of the main
reasons behind most African food crises,
which is provoked in the first place by the
shortage of food not in the country as a whole,
but by its uneven distribution between regions.
In Africa, there has already been experience in
establishing reservation models at national level.
For example, Ethiopia has a reserve system (run
by the Ethiopian Food Security Reserve Authority
(EFSRA), established by the Council of Ministers;
renamed the Strategic Food Reserve Agency
(SFRA), but in fact it currently has no food reserve
policy®? and faces the inability to solve food crises
in regions affected by political turmoil — e.g. Tigray.
Issues related to the food reserve system are
addressed only in related strategies such as the
National Policy and Strategy on Disaster Risk

Management, Plan for Accelerated and Sustained
Development to End Poverty (PASDEP) and Growth
and Transformation Plans (GTP 1 and GTP 2)%.

Thus, countries face difficulties in establishing
national reserve systems — in fact, there is no
surplus to set aside as a reserve. A collective
reserve system could help to relieve the pressure
on national systems.

5. Water withdrawal dilemma

The state of water balance in Africa is an
important factor for forecasting economic
growth, overcoming the problem of hunger, and
progress on sustainable development goals.
According to the joint study by WHO and
UNICEF, only in 8 countries of Africa (Botswana,
Gabon, Djibouti, Egypt, Malawi, Namibia, Tunisia,
South Africa) the level of access to water sources
of acceptable quality exceeds 90%. The worst
situation with access to water is in Angola, DR
Congo, Mozambique, Equatorial Guinea, Chad
and Madagascar (less than 55%).

Access to drinking water is becoming a separate
problem. According to Aquastat, per capita availability
of freshwater is reducing across the continent; in
Angola, Botswana and Zambia, where per capita
access to freshwater was above the world average
in 2002, by 2021 the rates have fallen below the
world average. In some countries of the continent —
Gabon, Mali, Mozambique - total renewable water
resources per capita have almost halved in 20 years.
One of the main problems is water loss during
water withdrawal. On average on the continent,
between 80 and 95% of water withdrawals are from
agriculture, with losses through evaporation or return
to rivers and groundwater aquifers ranging from 40%
(in developed countries) to 80% (in developing and
least developed countries) due to inefficient water
systems.

91  Bahia B. Subsidizing Bread In Algeria? Yes, But... // Revue d'économie et de statistique appliquée. 2018. Vol. 15, N°1. Pp. 83 - 89.
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d?startDownload=20240930; Ethiopia Ministry of Finance and Economic Development. Growth and Transformation Plan I. URL: https://www.greenpolicyplatform.org/sites/
default/files/downloads/policy-database//ETHIOPIA%29%20Growth%20and%20Transformation%20Plan%201%2C%20Vol%201.%20%282010%2C11-2014%2C15%29.pdf
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Total renewable water resources per capita (m’/person)
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Source: prepared by the HSE University Center for African Studies based on AQUASTAT data.

For Africa, international water basins are the
norm: there are 63 in total, covering almost
two-thirds (64%) of the African continent. The
largest basins are the Congo, Nile, Niger and
Zambezi rivers. The most complex basin in terms
of combining the scale of water challenges and
political disagreements today is the Nile. The
population of the basin, which is shared by 11
countries, has quadrupled in half a century (from
143 million in 1971 to 564 million in 2021) and
continues to grow.

The first step to increase adaptability

to water challenges is solutions at the basin

management level

This is not only information exchange based on
geographic informations systems, Al and monitoring
technologies, but also harmonisation and
coordination of water withdrawal, mutual support
mechanisms, energy grid integration, joint food

HSE University Center for African Studies

reserves. Without such coordination, the struggle
for water quality and sanitation often makes no
sense at all or multiplies costs.

One of the ways to solve the problem of access
to drinking water in Africa is the construction of
desalination plants. Algeria is the regional leader, with
11 desalination plants already in operation, while 10
such plants are operating in South Africa. In 2021,
the Egyptian government has announced plans to
invest USD 8.5 billion by 2050 to build 47 seawater
desalination plants, and Morocco
has begun construction of the
continent’s largest desalination
plant powered by renewable
energy - the first phase is
expected to be completed by the end of 2026
with a capacity of 200 million cbm per year, which
will increase to 300 million cbm per year by 2030.
However, not all countries in the region can afford
to build infrastructure — desalination and the use of

I Food for Africa: from food security to food sovereignty
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Main river basins in Africa

Senegal

Limpopo

Source: prepared by the HSE University Center for African Studies
based on AQUASTAT data.

hard-to-reach water resources require significant
investments in the construction of plants and
facilities, but also in ensuring their uninterrupted
power supply, which, given the chronic shortage
of electricity, complicates efforts to ensure access
to drinking water.

The structural transformation of African
economies will inevitably raise the issue of new

water withdrawal dilemmas

Only a few countries can afford to divert water
to cities, energy or industry without improving
irrigation efficiency. Africa’s economic boom cannot
happen without investment in water conservation,
desalination for coastal megacities, and improved
water use efficiency, which starts with better
monitoring and reduced losses. These measures
may be supported via increasing agricultural
productivity and intensifying trade in water-
intensive food and goods. A modern solution to the
water problem could be the development of a new
multi-component system of water use, including not
only infrastructure but also rationalisation of water
use — policies to improve water efficiency and the
use of non-conventional sources.

New food sovereignty systems

As this chapter and the analysis of most
statistical indicators show, the food situation
in Africa is not worsening with population
growth, and the measures taken are just
enough for a “conservation scenario” - there
is neither improvement nor deterioration.
However, population growth gives Africa an
opportunity — growing consumer markets, and
thus attractiveness to foreign investors. How
African governments and businesses are able to
capitalise on this growth will determine the food
situation in the long term.

Local content should become an
integral part of international trade
in food products

For Africa, the issue of food sovereignty is broken
down into two circuits — external and internal. On
the external side, it is necessary to gradually reduce
dependence on the external environment, such as
global price fluctuations, political will of exporters,
development agenda imposed from outside.
If import substitution is impossible (e.g. with
wheat), African governments need to take a more
proactive stance and exert more
pressure on suppliers. The logic
of other sectors can be applied
to food as well - local content
should become an integral part
of international trade in food products, meaning
technology and knowledge sharing, food stocks
creation on the territory of importers, etc. Such an
approach is logical, given that the food situation
in the world is indivisible. Issues in the importing
country today mean problems for the exporting
tomorrow — and vice versa.

Another important issue is nutrition design and
involvement in shaping eating and consumption
habits. Urbanisation is bringing about significant
changes in eating behavior and the problem of access
to foodiswidely recognised, but the responsesto these
challenges must be conscious and long-term. It is not
just about the quantity of calories and protein, but also
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The case of Egypt demonstrates that even severe arable land deficit may be leveraged by the
investments in infrastructure. One should mention the long-standing policy of desert proc