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A remarkable growth turnaround in Africa (and
the rest of the developing world)

Growth performance of country groups since 1980
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FP growth rates are back to 1960s levels

FIGURE 2.8: GROWTH RATE OF TFP BY SUBREGION, 1960-2010

GROWTH RATE (%)

1960 1970 1980 1990 2000 2010
YEARS

Source: Calculations based on PWT8.0 (database) and Feenstra, Inklaar and Timmer (2013).
Source: UNECA (2014)



But many countries still have to catch up to
Income levels of some decades ago

Economic performance in Sub-Saharan Africa, 1960-2012
(GDP per capita, constant 2005 $)
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Is growth temporary or permanent?
Reasons to be wary

Last two decades have been particularly favorable to
developing countries

- high commodity prices

- low Interest rates

- plenty of foreign capital

- recovery (from civil wars and macro instability)
- the Chinese impact

So future may not look like recent past
Need to understand drivers of economic growth
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Convergence is historically the exception
rather than the norm
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Unconditional versus conditional convergence

Latecomers have access to
- technology
- capital
- markets
But face other headwinds, specific to each country
- bad policies
- weak Iinstitutions
- geographical disadvantages
- poverty traps

So conventional theory: convergence is conditional:

e




he growth “fundamentals”

Long-term convergence is conditional on:

- Institutional quality
- governance
- rule of law
- “business environment”

- Human capital
- education, skills, training

Need not take a position on debate as to which is more
fundamental than other



Africa’s fundamentals: better policies

FIGURE 2.11: TRENDS IN AFRICA’S FOREIGN CURRENCY BLACK MARKET PREMIUMS AND INDEX POLICY

REFORM, 1960-2010
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Africa’s fundamentals: democratization

FIGURE 2.12: TRENDS TOWARDS DEMOCRACY AND ELECTORAL COMPETITION, 1960-2010
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Africa’s fundamentals: fewer civil wars
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Figure 1. Armed conflicts in sub-Saharan Africa by type, 1960-2008.

Source: Straus (2012)
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Figure 4. Battle deaths in civil wars in sub-Saharan Africa, 1960-2008.



The empirical disconnect between
fundamentals and growth

- Empirical relationship between fundamentals and growth
strong in levels (i.e., in long-run), but not so much Iin
growth rates
- there is only weak relationship between growth and

- Improvements in institutional quality,
- standard measures of economic reform (except in the extremes),
- increases in educational attainment

- High-performing Asian countries have been weak on

many of the fundamentals during much of their growth

- Latin American growth post-1990 has been subpar
despite significant improvements in governance and
policy

- e.g. Mexico



The policy disconnect between fundamentals
and growth

FE N1

- Institutions: measured as “rule of law,” “expropriation risk”

- broadly defined, these have large effects on long-run levels of
Income

- but no clear, easily exploitable mapping from institutions as “rules
of the game” to institutions as “policy”

- Democracy, as example
- recent paper by Acemoglu et al. (2014) finds full democratization
produces =20% increase in GDP per capita over 30 years

- growth effect is 0.6 percent per year -- not insignificant, but it's
temporary and phased out over time
- typical cross-country findings (in levels) with “expropriation risk,”
“rule of law” suggest much larger magnitudes

- “as much as 75% of the [income] gap between high and low institutions
countries” (Acemoglu, Gallego, Robinson, 2014, p. 3)



Another look at convergence

So standard growth equation does not do a very good job
of describing growth miracles

A complementary perspective: structural change

- economic dualism
- sectors that have different productive trajectories

- unconditional convergence in modern industries



There Is unconditional convergence -- in (formal)

manufacturing industries
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--- regardless of period, sector, or aggregation

Labor productivity in 2-digit manufacturing Labor productivity in aggregate manufacturing
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B = 2.9% (tstat ~ 7), implying a half-life for full convergence of 40-50 years!

Notes: Data are for the latest 10-year period available. On LHS chart, each dot represents a 2-digit manufacturing industry in a specific
country; vertical axis represents growth rate of labor productivity (controlling for period, industry, and period xindustry fixed effects).
Source: Rodrik (2013)



African manufacturing seems no different (1)

Full sample: 115 countries Sub-Saharan Africa: 20 countries
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African manufacturing seems no different (2)

Full sample Sub-Saharan Africa
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Putting it together
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Putting it together

9 <= B(ny*(®) —Iny) ®

+ aytyPu(Inyy — Inyy) (8)

+ (my —mp)day (©)

(A) Conditional convergence, dependent on accumulation of fundamental
capabilities (human capital and institutional quality)
-- a slow process



Putting it together

y = f(ny*(@) —Iny) (A)
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(B) Unconditional convergence in (formal) manufacturing
-- rapid, but quantitatively small due to small initial share of
manufacturing



Putting it together

y = B(ny*(@) —Iny) (A)
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(C) Structural change
-- industrialization in particular



A typology of growth processes/outcomes

Structural transformation, industrialization (da)

slow rapid
slow (1) episodic growth
Investment in (1) nogrowth
fundamentals
(human capital,
institutions) rapid (1) slow growth (1) rapid, sustained growth




Industrialization in Africa

Table 2. GDP, employment, and relative productivity levels across countries and sectors, 1960 -2010

Value added Employment Relative productivity
levels
1960 1975 1990 2010 | 1960 1975 1990 2010 | 1960 1975 1990 2010
Agriculture 376 292 249 224|727 660 616 498 05 04 04 04
Industry 243 300 326 278 93 131 143 134 44 37 35 26
Mining 8.1 6.2 11.2. 89 1.7 1.5 1.5 09 | 157 224 233 195
Manufacturing 9.2 147 140 101 | 4.7 7.8 89 83 | 25 28 24 1.6
Other industry 71 92 73 89 |30 38 39 42 |85 58 53 29
Services 38.1 40.7 426 498 | 180 209 241 368 2.7 25 24 16
Market services 245 255 281 340 | 88 103 129 235 | 45 34 3.0 1.8

Distribution services 215 208 227 254 | 82 95 114 201 | 46 32 27 15
Fin. and bus. ser. 30 47 54 86 | 06 08 15 34 | 61 89 104 81
Non-market services 136 152 144 158 | 9.2 106 112 133 18 17 18 13
Government services 195 117 115 122 | 42 50 64 87 | 28 25 25 17
Other services 3.1 35 29 35| 54 61 53 54|09 09 1.0 10
Total economy 100 100 100 100 | 100 100 100 100 1.0 1.0 1.0 1.0

Source: de Vries, Timmer, and de Vries (2013)



...Is lagging behind, even controlling for incomes

Manufacturing employment and GDP per capita Manufacturing value added/GDP and GDP per capita
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Africa: Botswana, Ethiopia, Ghana, Kenya, Mauritius, Malawi, Nigeria, Senegal, Tanzania, South Africa, and Zimbabwe.

Asia: Hong Kong, Indonesia, India, Japan, Korea, Malaysia, the Philippines, Singapore, Thailand, Taiwan, and Vietnam.



Structural change in Vietham versus...
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Africa
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Structural change in Africa has not been always
conducive to growth

1990-1999 post-2000

Figure 4.c. Decomposition of Productivity Growth by Country

Figure 4.a. Decomposition of Productivity Growth by Country Group. Post 2000 (unweighted)
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L
Informality dominates in African manufacturing

Manufacturing employment shares, GGDC and UNIDO datasets, 1990

(percent)

year UNIDO GGDC ratio
BWA 2008 3.6 6.4 56%
ETH 2008 0.3 5.3 6%
GHA 2003 1.0 11.2 9%
KEN 2007 1.5 12.9 12%
MUS 2008 16.3 21.5 76%
MWI 2008 0.7 4.3 16%
NGA 1996 1.4 6.6 21%
SEN 2002 0.5 8.9 6%
TZA 2007 0.5 2.3 22%
ZAF 2008 7.0 131 53%
ZMB 1994 1.5 2.9 52%

Difference in coverage between two data sets: GGDC (which covers
informal employment) and UNIDO (which is mostly formal,
registered firms)



Which may be why (aggregate) manufacturing
In Africa Is not converging

Figure 1. An international perspective on productivity (USA = 100)
A. manufacturing
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Formal/wage employment very low and often
declining across entire economy

Table 3: Distribution of employment by sector (share of the labourforce %)

Tanzania Uganda Nigeria

1992 2001 1992 2000 1999 2006

Wage Employment 7.9 7.8 15.3 13.3 19.5 12.4
Government S § 3.0 54 34 12.5 7.0
Private 2.2 4.7 9.9 9.9 7.0 54
Self Employed/Family 10.9 18.7 7.6 10.3 30.2 28.1
Agriculture 80.4 72.3 76.2 79.5 48.4 57.3
Unemployed 0.8 1.3 0.9 0.9 4.6 3.6

Sources: Kingdon et al. (2006), Haywood and Teal (2009).

Notes: For Nigeria, private wage employment includes NGOs and international organizations.

Source: Golub and Hayat (2014)



Patterns of structural change

- agriculture manufacturing services

informal

organized




Patterns of structural change: East Asia and
advanced countries

- agriculture manufacturing services

organized




Patterns of structural change: Africa

- agriculture manufacturing services

informal

organized




High-growth scenarios for Africa

1. Revive industrialization?

2. Agriculture-led growth through non-traditional
agricultural products?

Raise productivity in services?
4. Growth based on natural resources?



1. Revive industrialization?

- Is “poor business climate” the main culprit?
- costs of power, transport, corruption, regulations, security, contract
enforcement, uncertainty... (Gelb, Meyer, and Ramachandran 2014)
- If so, remedy is clear-cut

- for tradable industries, an undervalued exchange rate compensates
for these costs

- where culprit for slow industrialization is market failures, undervalued
exchange rate also substitutes for industrial policy,
- The obstacles that industrialization faces are more deep-
seated

- premature de-industrialization a common feature across developing
world

- driven by global competition, demand patterns, and technology



With appropriate exchange rate, Africa can compete
with China and Vietnam in certain industries

Table 3.1 Relative wages and productivity in manufacturing, 2011

China Vietnam Ethiopia Tanzania

Wage (monthly) relative to China

Polo shirts 100 42 24 48
Wooden chairs 100 51 23 27
Leather loafers 100 27 12 37

Productivity (items produced per day) relative to China

Polo shirts 100 42 49 47
Wooden chairs 100 6 1 1
Leather loafers 100 70 80 100

Unit labor cost (wages-productivity ratio) relative to China

Polo shirts 100 101 50 102
Wooden chairs 100 888 2,592 1,884
Leather loafers 100 39 15 37

Source: Constructed using data from Dinh and others (2012).

Source: African Center for Economic Transformation (2014)



Premature industrialization is a general problem

for today’s developing countries

Peak manufacturing levels
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De-industrialization in Africa

Africa
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2. Non-traditional agricultural products?

- Agricultural diversification hindered by many of the same
obstacles as manufacturing

- “poor business climate” (e.g., Golub and Hayat 2014)
- Plus, it requires extensive government effort in technology, land
Issues, standard setting, input provision,
- Again, role for exchange rate policy as compensatory tool

- Diversification and productivity growth in agriculture have
played important role in Asia in early growth
- China, Vietham

- But few successful cases of:

- sustained growth based on agricultural exports
- which is what agricultural diversification entails
- slowing down of outmigration from rural to urban areas
- S0 creation of high-productivity urban jobs will remain a challenge



3. Raise productivity in services?

« Remember: services are not an escalator sector like manufacturing
* Requires steady and broad-based accumulation of capabilities in
human capital, institutions, and governance
« “technologies” less tradable and more context-specific
« complementarities across policy domains

Structural transformation, industrialization (da)

slow rapid
slow (1) episodic growth
Investmentin (1) nogrowth
fundamentals /\
(human capital,
institutions) rapid < (1) slow growth > (1) rapid, sustained growth
N /

T



4. Growth based on natural resources?

- Downsides are well known:
- resource sectors are capital intensive and absorb little labor

- crowding out of other tradables (Dutch disease)
- volatility of terms of trade
- difficulty of managing/sharing resource rents
- Very few countries have succeeded
- A few small countries with atypical situations



Sustained rapid growth based on natural
resources has been exceedingly uncommon

Countries that have grown at 4.5 per annum per capita (or faster) over 30 years or more

Before 1950 After 1950
fastest growth fastest growth
rate achieved rate achieved
overthres over three

Country decades (%) pericd LCountry decades (%) period
Before 1900 Italy 55 1545-1975
Australia 5.8 1823-1853 Spain 4.9 1945-1980
Mew Zealand 7.1 1840-1870 Fortugal 4.6 1550-1580
Gresce 7.3 1945-1975
Eatwaen 1900 and 1950 Israel 4.7 1953-1983
Venezuela 5.5 1507-1539 Yugosiavia 4.9 1952-1982
ireland 4.6 1976-2006
/ iraq 5.3 1950-1980
Saudi Arabia €1 1950-1980
Libya 7.4 1550- 15980

% L1 L] ?'d

Industrializers in the Gocswans 73 1sso1een
Cape Verde 55 1577-2007
European periphery Equatorial Guinea a3 1874-2004
" Japan . 194E-197¢E
and EaSt ASla North Korea a7 1951-1981
Taiwan 7.2 19461976
South Korea 7.3 15965-1995
\ Singapore 67 1954-1995
Hong Kong &0 195E8-198E
Malaysia 51 1967-1997
Indenesis a.7 1957-1997
Burma 4.9 1977-2007

China 6.7 1976-2007




Is an African miracle possible?

- Balance of evidence suggests caution

- Much of recent high growth is due to temporary boosts:
- highly advantageous external context
- making up of lost ground

- Main benefit of continent’s improved institutional/macro
framework is to establish stability (rather than ignite take-
off)

- Best we can expect is moderate, but steady growth

- sustained 2% growth per annum is not bad!

- If we do get growth miracles, they will look very different

from those we have experienced to date, which have
been based on rapid industrialization



