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The African Economic Outlook is based upon the
experience and skills of the OECD and the African
Development Bank to provide an annual snapshot of
the economic condition of African countries. It is,
therefore, a reference point and a health check for the
continent as a whole, taking account of the international
situation and the influences of both internal factors
and of the global economy. In this Overview, we
provide an overall analysis of the state of Africa’s
economies in a continental and global context,
identifying and examining key features applied to the
review of each country making up our sample. In this
year’s edition, the special focus is on access to drinking
water and sanitation.
The 31 countries examined in this sixth edition of
the African Economic Outlook account for some 86 per
cent of Africa’s population and 91 per cent of its
economic output. The countries are classified by subregion:
• In North Africa: Algeria, Egypt, Morocco and
Tunisia.
• In West Africa: Benin, Burkina Faso, Côte
d’Ivoire, Ghana, Mali, Niger, Nigeria and Senegal.
• In Central Africa: Cameroon, Chad, the Republic
of Congo, the Democratic Republic of Congo,
Gabon and Rwanda.
• In East Africa: Ethiopia, Kenya, Madagascar,
Mauritius, Tanzania and Uganda.
• In Southern Africa: Angola, Botswana, Malawi,
Mozambique, Namibia, South Africa and
Zambia.
Ours is a comparative assessment and provides a
continent-wide perspective, drawing on the country
studies and supplementary analysis from the OECD
Development Centre and the African Development
Bank.
Economic activity in Africa is estimated to have risen
by nearly 5.5 per cent in 2006, and is expected to
© AfDB/OECD 2007

remain high, at 5.9 per cent and 5.7 per cent in 2007
and 2008, respectively. Oil-exporting countries, however,
are outpacing others by a substantial margin. Moreover,
some countries continue to face serious problems –
including the humanitarian catastrophe in the Darfur
region of Sudan, the economic collapse in Zimbabwe,
conflicts and political unrest in Ethiopia, Côte d’Ivoire,
Somalia, and security problems in the oil-rich delta
region of Nigeria, which are likely to dampen their
growth prospects. Nonetheless, the outlook for much
of Africa continues to be highly favourable. The
continued global expansion – albeit slowing somewhat
– continues to sustain demand for oil and other
industrial raw materials at relatively high prices. At the
same time, a significant increase in official development
assistance (ODA) to Africa, driven largely by debt relief
and emergency assistance, and improving
macroeconomic stability have all contributed to this
positive economic outlook. In addition, increased oil
and mineral production in Southern and Central Africa
and some improvements in the security situation have
boosted growth.
Inflation, however, has returned to double-digit
numbers in net oil-importing countries, mainly due to
increasing oil prices. Current account balances have
improved in many countries, with the largest gains for
exporters of oil and metal ores, while some countries
were adversely affected by higher import bills and lower
prices for some agricultural products, cocoa and cotton
in particular. The windfall gains from commodity prices
have improved public finances, notably in net oil-exporting
countries. These gains will need to be managed carefully
with a sizeable proportion used for investment in transport
and other infrastructure and in human resource
development to lay the basis for sustained economic
growth once the current commodity boom has run its
course. In that respect, the Outlook identifies recent efforts
by a number of oil-exporting countries to improve the
transparency of their petroleum-sector operations and
introduce fiscal rules for the use of oil revenue.
African Economic Outlook
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The challenge for net oil-importing countries is
altogether different. While GDP growth is expected to
remain buoyant in 2007 and 2008, inflation is now
running at double-digit levels, mainly due to a more
complete pass-through to consumers of the oil price
increases, and reducing inflation to single-digit levels
may have adverse consequences for growth. Moreover,
the GDP growth forecasts in this edition of the AEO
are associated with increases in current-account deficits
that result from sustained higher oil prices even while
the boom in non-oil commodity prices appears largely
to have run its course. Thus, the forecasts assume that
the additional funds required to finance the deficits will
be forthcoming. This set of challenges for
macroeconomic policy is one of the risks that must be
borne in mind in assessing the current economic outlook
for Africa.

14

Another challenge is associated with the widening
of the large imbalances in the global economy. Should
these unwind in a disorderly fashion, with sharp sudden
movements in exchange rates, a precipitous decline in
world output and, thus, demand for African exports,
cannot be excluded.
After a significant decline throughout much of the
last decade, aid levels have increased in recent years
and Africa is the continent that has benefited the
most. The launch of NEPAD, the Monterrey
consensus on financing for development in 2002,
and the implementation of the Enhanced Heavily
Indebted Poor Countries (HIPC) initiative and the
commitments made at the G8 Gleneagles Summit
(2005) which are expected to further ease external
debt burdens significantly – have all played important
roles in increasing flows of development finance to
Africa. Nonetheless, it remains to be seen whether the
amount of aid will continue to increase, once the
temporary surge in debt relief and emergency aid has
passed. The question is, therefore, whether donors will
be able to mobilise sufficient resources to meet their
commitments, which already fall well short of the
amounts required to help most countries attain the
Millennium Development Goals (MDGs) by 2015.
Thus, an assessment of progress on the MDGs
confirms the diagnosis of last year’s AEO; on recent
African Economic Outlook

trends, only six African countries – most of them in
North Africa – are likely to meet the key target of
halving the share of the population living on less than
one dollar a day.
In this regard, the years 2005 and 2006 witnessed
the development of a series of new initiatives aiming
at providing increased and more effective aid in the run
up to 2015. Outside the Doha Round, the lifting of
quota restrictions on trade in textiles and clothing from
the beginning of 2005 has presented a difficult challenge
to textile-exporting countries in Africa (including North
African countries, Madagascar, and Mauritius), due to
their vulnerability to competition from Asian countries,
and, in particular, China.
With the recognition of its critical role in economic
growth and poverty alleviation, the focus on promoting
good governance has intensified in recent years. The
NEPAD has played an important role here. Thus, the
African Peer Review Mechanism is expected to provide
a candid assessment of African countries and to foster
progress in governance. Ghana, Kenya and Rwanda have
already completed such a review. The Outlook notes that
democracy has started to take root in a number of
countries in the last decade, through, for example,
substantial progress in the electoral process, while
conflicts have started to subside. Corruption, however,
continues to be prevalent in many countries and, despite
progress in macroeconomic management and the
regulatory environment, more needs to be done to
ensure an environment conducive to private-sector
development.

International Environment
Growth in the OECD Area
GDP growth strengthened somewhat to 3.2 per cent
in 2006, the fifth year of the current expansion in
OECD countries, up from 2.7 per cent in 2005 despite
the persistence of sharply higher oil prices. Prospects
are for some slowing of growth, to 2.5 and 2.7 per
cent in 2007 and 2008, respectively (Figure 1), with
growth rates becoming more similar across OECD
© AfDB/OECD 2007
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regions1. A sharp slowdown of growth in the United
States was precipitated by a sharp correction in
residential investment that began in the second quarter
of 2006 and is expected to continue in 2007. However,
other components of domestic demand remain robust.
The expansion in Japan, led initially by exports, has
spread to fixed investment by enterprises and household
consumption, but GDP growth is expected to be
considerably slower than in 2005 and 2006. Domestic
demand in the euro zone accelerated markedly in the
second half of 2006. Investment followed by
consumption is now driving growth as the employment
performance has strengthened. By and large, GDP
growth in the OECD countries in the near term is
expected to exceed or closely approach potential growth,
thus eliminating the output gap and leading to an
increase in fixed capital formation. Growth has
continued to be underpinned by accommodative fiscal

policies, low long-term interest rates, and a stable
outlook for inflation. However, prospects for 2007
and 2008 are for some tightening of monetary policies
in most countries and less expansive fiscal policy.
Outside the OECD area growth has continued to be
especially buoyant in Asia, led by continued rapid
growth in China and India. World trade growth
accelerated to 9.6 per cent in 2006, up from a strong
7.3 per cent in 2005 and is expected to remain buoyant
averaging about 8 per cent in 2007 and 2008.
This strong growth in the OECD area and in Asia
has helped sustain African economic activity in 2005
and 2006, led by growth in export volumes, which
averaged about11.5 per cent per year. The robust growth
in import demand expected for the OECD countries
and Asia in 2007 and 2008 augurs well for sustaining
demand for African exports during the next two years.

15
Figure 1 - Growth in OECD Countries
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1. Source: OECD (2006), OECD Economic Outlook, December.
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Exchange Rates
Concerns over the sustainability of flows needed to
finance the US current account deficit persist. They had
already led to significant exchange rate adjustments,
which strengthened the competitiveness of US exports
vis-à-vis the euro area and Japan during the three year
period, 2002 – 2004. After strengthening by about

12 per cent against the euro in 2005 due to large inflows
of financial capital, the US dollar shed those gains in
the course of 2006 and continued to weaken in early
2007. Thus in January 2007, one euro purchased nearly
48 per cent more dollars than in January 2002
(Figure 2). Changes against other currencies, however,
have been more moderate; and, overall, exchange-rate
adjustments have remained orderly.

Figure 2 - US$ per Euro and per Rand
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Source: www.x-rates.com.
http://dx.doi.org/10.1787/330475308837

The weakening of the US dollar against the euro
during 2006 led to a modest appreciation of the effective
exchange rate in the Franc Zone, in the real effective
exchange rates of the West African Economic and
Monetary Union (WAEMU). However, the South
African rand and those countries whose currencies are
pegged to it weakened against the US dollar and even
more so against the euro. These developments partly
reversed the sharp appreciation of these same currencies
that had occurred in 2002/04, strengthening the
competitiveness of non-traditional exports.
Raw Material Prices
Strong world demand and supply shortages were
responsible for commodity prices rebounding sharply
during the global recovery. In nominal dollar terms,
metals and minerals, and oil prices increased the most
between 2000 and 2006 (up about 159 and 128 per cent,
African Economic Outlook

respectively). In domestic currency terms, however,
the impact of these price hikes was dampened somewhat
for many countries because of the depreciation of the
dollar over the same period.
The general rise in global commodity prices has had
a positive impact on the trade balances of many African
countries, although higher oil prices have hurt oil
importers. The countries with the largest gains have
generally been exporters of oil and metal ore. For most
other countries, gains from higher-priced commodity
exports vis-à-vis the prices of manufactured imports have
been roughly equivalent to losses from higher priced
oil imports. However, a number of countries have faced
net losses reflecting lower prices for some agricultural
products – cocoa (down nearly 12 per cent between
2003 and 2005) and cotton (down about 14 per cent
over the same period). The dependence of many
countries on commodity market developments remains
© AfDB/OECD 2007
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a key vulnerability over the medium term. Careful
management of the windfall gains from the increase in
commodity prices is key to avoiding boom-bust cycles
that can result from price volatility.

average $/barrel 60 per year in both 2007 and 2008.
High oil prices have slowed but not derailed the global
expansion; however, oil price uncertainty will continue
to be a major risk factor for economic growth in the
near term.

Oil
Metals
The rise in crude oil prices to record nominal
highs has been accompanied by higher price volatility
(Figure 3). This surge in prices in 2005, which was
largely unanticipated, reflected a number of factors,
including: the level and growth in the global demand
for oil as the global recovery has taken hold; the
disappointing growth in oil production and the
tensions in oil-exporting nations – particularly Iraq,
Nigeria, Russia and Venezuela – and a confrontational
stance with Iran; the low levels of spare oil production
and refining capacity temporarily aggravated by
hurricane-related damage in the Gulf of Mexico; and
the low inventories of crude oil in the OECD
countries. Weather-related problems did not figure in
2006, and there was some easing of political tensions.
But with excess capacity still very low, prices are likely
to remain high, especially if the global expansion
remains solid. The average crude oil price (Brent)
increased from $/barrel 38.2 in 2004 to $/barrel 54.4
in 2005 and $/barrel 65.2 in 2006. The assumption
used in this report is that it will fall back slightly to

Metals prices continued to increase in 2006 to
reach average levels 127 per cent higher than the average
price in 2000, in large part because of China’s high
demand for metals. They are expected to decline slightly
(by 6 per cent) in 2007 and by a further 17 per cent
in 2008, but to remain higher than in 2004. The price
of gold has escalated since mid-2001, triggered by the
reduction of producer hedging – as interest rates lowered
– and by international uncertainty; this benefited South
Africa, the world’s leading producer, and other African
gold producers, such as Ghana and Mali – although
the strength of the rand and the CFA franc dampened
the impact of buoyant commodity prices in South
Africa and Mali especially in 2005.
Prices of other metals also rose substantially in
2005 and 2006. Copper prices rose by 83 per cent in
2006 following a 28 per cent increase in 2005 as the
market remained in deficit on strong demand and
marginal growth in supply; since then, prices have been

Figure 3 - Prices of Oil and Metals
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volatile and began to decline in the second-half of
2006. Prices in 2007 are expected to fall by about
14 per cent and by a further 25 per cent in 2008. Gains
in aluminium prices have been more modest over the
last two years but continued to strengthen in 2006,
because of the large expansion of primary aluminium
capacity and exports to China. Zambia (for copper) and
to a lesser extent Mozambique, Ghana, Cameroon and
Guinea benefited from these increases. Metals prices
are expected to decline cumulatively by about 18 per
cent in 2007 and 2008.

Agricultural Products
Prices of tropical commodities have been volatile
and have generally performed poorly (Figure 4). Cocoa
prices reflected the uncertainties generated by the civil
conflict in Côte d’Ivoire, the world’s largest cocoa
producer and exporter. Following record lows in early
2000, prices recovered to reach new highs in early
2003, then fell sharply as a significant supply response
occurred, and fluctuated around a narrow range during
the period 2004/06.

Figure 4 - Prices of Tropical Beverages
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Source: World Bank.
http://dx.doi.org/10.1787/807530736514

The prices of coffee, exported by many African
countries, increased substantially in 2002; they held
fairly steady (increased for the Arabica variety) in 2004
and then increased sharply in 2005 (by 41 and 43 per
cent for Robusta and Arabica varieties, respectively),
recovering the levels of early 2000. They fluctuated
around these higher levels throughout 2006, with the
Robusta variety moving sharply upward in the second
half of the year. Little change in their current levels is
expected in 2007 and 2008 because the fundamentals
for coffee remain weak, with little growth expected in
consumption while global stockpiles remain abundant.
Tea prices in 2006 were little changed compared
with 2004 or 2005, but are still about 12 per cent
below their 2000 levels, and are expected to remain at
African Economic Outlook

about the same levels in 2007 and 2008. The outlook
is not favourable, given the declining trend in
consumption growth and the continued growth in
output.
Cotton prices rose by slightly more than 4 per cent
in 2006 recovering a small part of the losses in 2004
and 2005. By the end of the year, they were about
where they had been in mid-2003 (Figure 5). They are
not expected to improve much in 2007 and 2008,
perhaps gaining another 3 or 4 per cent cumulatively.
This drop has substantially lowered export earnings in
countries like Mali, Benin, and Burkina Faso for the
past two years. The cotton price illustrates the problems
encountered by some of the poorest sub-Saharan
countries in the context of trade distortions. West and
© AfDB/OECD 2007
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Central African countries produce low-cost, high-grade
cotton, but face unattractive world prices, which have
been dampened by the provision of substantial subsidies
from developed countries in recent years. An additional
burden for the cotton-producing countries in the CFA
zone has been the appreciation of the euro against the
US dollar since 2000.

The “cotton initiative” launched in September 2003
by four West African countries (Benin, Burkina Faso,
Mali and Chad) to end cotton subsidies in WTO
member countries was finally included in the WTO
General Council decision reached in mid-2004 on the
framework to proceed with agricultural negotiations.
At the WTO Ministerial Meeting in Hong Kong,

Figure 5 - Price of Cotton
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further progress was made, including setting a timetable
for its implementation. However, with the suspension
of negotiations this potential improvement is on hold.
In the meantime, there is a need to speed up the
process of providing assistance to African producers
until the removal of subsidies results in higher world
prices. In the present situation of low prices, distorted
by subsidies, African production costs are above the
world price, which threatens cotton production in
countries where the sector is key – an estimated
12 million people are dependent on cotton for their
livelihood in West Africa.
Official Development Assistance (ODA)
Official Development Assistance has been
growing steadily since the beginning of the decade,
with net ODA disbursements reaching $107 billion

in 2005. This represents 0.33 per cent of the
combined gross national income of members of the
OECD’s Development Assistance Committee
(DAC), up from 0.26 per cent in 2004 and the
highest ratio since 1992.
About 70 per cent of the real increase between
2004 and 2005 ($18 billion out of $25 billion) is
explained by debt relief, heavily dominated by the
Paris Club settlements for Iraq and Nigeria. Thus the
increase was heavily concentrated by recipient country,
and delivered in a form which does not provide new
transfers to the recipient. Humanitarian aid also
increased for the second successive year. Much of this
increase was concentrated in Iraq and Afghanistan.
As a result, ODA other than humanitarian aid and debt
relief to the vast majority of recipients rose only very
slightly in real terms.2

2. OECD (2007), DAC, 2006 Development Co-operation Report, Paris.
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If all the commitments made in 2005 to increase
aid are met, including the pledge to double aid to
Africa announced at the G8 summit in Gleneagles,
ODA from DAC donors alone will rise by almost
$50 billion in real terms between 2004 and 2010, to
nearly $130 billion (at 2004 prices and exchange rates)3.
Yet the expected increase of ODA is less impressive
when measured as a share of gross national income
(GNI). The estimated figure for 2010 (0.36 per cent
of total DAC GNI) would only marginally exceed the
average level of 1980-92 (0.33 per cent), and would
still fall short of the estimated financing required for
countries to attain the MDGs by 2015.
In addition, according a partial survey of DAC
members carried out in 2006, aid commitments to
2008 appear to fall well short of the trend increases
required by many DAC members to reach their 2010
targets. The sharp rise of ODA in 2005 is likely to be
short-term, since future debt deals are unlikely to match
the scale of relief granted to Iraq and Nigeria.
20
This issue is particularly worrying in the case of
Africa, to which donors have promised to double
ODA between 2004 and 2010. Debt relief to many
African countries is now complete, and total debt
relief is likely to fall sharply from 2007. To date, debt
reduction packages have been approved for 30
countries, 25 of them in Africa, providing $35 billion
(net present value terms as of the date of reaching the
decision point) in debt-service relief over time4. Other
forms of aid will therefore need to rise very fast – on
the order of 10 per cent per year in 2008-10 – to
compensate. This will mean increasing tax payerfunded aid faster than almost all other forms of public
expenditures in donor countries.
According to the DAC Development Co-operation
Report, a particularly significant test of donors’

intentions will be their willingness to increase the
funding for the next replenishments of the World Bank
and African Development Bank soft funds, the
International Development Association and the African
Development Fund. These institutions also need to
be compensated for the costs of the Multilateral Debt
Relief Initiative (MDRI)5.
Some encouraging signs of additional aid volumes
have come from the launch of innovative forms of
development assistance. In January 2006, six OECD
countries established the International Finance Facility
for Immunisation, which is expected to scale up the
annual spending on vaccines to $500 million, averting
up to 500 000 child deaths a year. 19 OECD and
non-OECD countries have undertaken initial steps
to introduce an air-ticket solidarity levy, and which
may raise a total of $1 to 1.5 billion a year for
development purposes. Three OECD countries have
also agreed on Advanced Market Commitments – a
market based mechanism to support research and
development of vaccines.
Flows from charitable and philanthropic
foundations are also on the increase, from $7 billion
in 2000 to over $11 billion in 2004. They seem likely
to continue to rise, especially in the areas of
humanitarian aid and research into vaccines and tropical
diseases (for example in 2004, the Bill and Melinda
Gates Foundation spent over $800 million on
international health programmes).
Although aid from DAC members will continue
to account for close to 90 per cent of total ODA, nonDAC members are also helping to increase total aid
volumes. For example, Korea has decided to increase
its ODA to 0.10 per cent of its GNI by 2010, which
implies more than doubling its aid to around $1 billion
in that year. Other non-DAC OECD member countries

3. OECD (2007), DAC, 2006 Development Co-operation Report, Paris.
4. IMF Fact Sheet December 2006
5. The MDRI was proposed by the G8 countries in June 2005 to cancel all the multilateral debt held by the World Bank’s International
Development Association (IDA), the IMF and the African Development Bank’s African Development Fund (ADF), incurred before 1
January 2005 with the IMF and the ADF, and before 1 January 2004 for the IDA.

African Economic Outlook

© AfDB/OECD 2007

SYNTHESE2 gb 07:SYNTHESE2 gb 07

17/04/07

13:20

Page 21

Overview

such as Turkey, Mexico and several European countries
also have ambitious plans to scale up their aid by 2010.
The non-DAC OECD members of the EU (the Czech
Republic, Hungary, Poland, and Slovakia) and the
other new EU members committed themselves to reach
0.17 per cent of GNI by 2010 and 0.33 per cent by
2015. Official flows from Middle East and other OPEC
countries are also expected to increase, mainly in the
form of loans for project finance. China is also becoming
an important donor. The November 2006 “Beijing
Action Plan” launched in the Forum on China-Africa
Cooperation (FOCAC) resulted in commitments to
double the size of China’s assistance to African countries
by 2009. Although increasingly important, China’s
ODA programmes are likely to be less significant to
developing countries than the effects of its trade, direct

investment and non-concessional financial flows. There
may be a risk, however, of compromising debt
sustainability efforts in the poorer and more aid
dependent countries.
While non-DAC and non-traditional donors are
augmenting the resources available to help developing
countries to reach all the MDGs, this recent trend
poses new challenges for harmonisation and alignment
with recipient country priorities. Non-DAC donors
are a heterogeneous group; the degree to which nonDAC donors apply DAC approaches and norms as
regards the provision of aid varies from country to
country. In addition, the limited data on non-DAC
ODA makes it difficult accurately to assess aid volume
and prospects from these sources.

Figure 6 - DAC Members’ ODA: 1990-2005 and Simulations to 2006 and 2010,
based on Commitments at Monterrey and Since
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Growth of Aid to Africa
Africa’s share of total ODA, which had fallen to
36 per cent by 1999, recovered to 42 per cent in 2004056. This rise was driven largely by debt relief and
emergency assistance, which reached 27 per cent and
11 per cent of total ODA respectively in 2005, more
than tripling their shares since 2000. Emergency aid
from DAC countries, the World Food Programme,
the European Commission and UNHCR has been
channelled to relief and reconstruction in areas affected
by drought, especially in Southern and Western Africa,
and in fragile states, notably in Sudan.

22

Nigeria was the top recipient of ODA in 2005,
receiving about 16 per cent of total aid to Africa (about
$6 billion out of total commitments to Africa of
$37 billion). About 85 per cent of aid to Nigeria was
accounted for by debt relief. The other largest African
recipients included several among the 17 which have
achieved their Heavily Indebted Poor Countries
initiative (HIPC)7 completion point or are in the
process of doing so. Debt relief accounted for more than
50 per cent total aid in Zambia, about 40 per cent in
Ghana, and about 30 per cent in the Democratic
Republic of Congo.

The challenge of the HIPC initiative, and of the
Multilateral Debt Relief Initiative (MDRI), is to
ensure that the resources that are freed from debt
repayment are channelled to expenditures on health,
education and other social services. Although most
of the HIPC countries have increased their spending
in social sectors, difficulties remain to ensure that
money is redirected to social priorities in fragile states.
For example, in Rwanda and Ethiopia, large new
loans are being contracted to meet pressing
reconstruction needs while old debt is simultaneously
being retired. Other countries face challenges to meet
the criteria for reaching the HIPC decision point due
to uneven policy records or poor governance resulting
from civil conflict.
Finally, even after debt relief under the HIPC and
MDRI initiatives is fully implemented, maintaining a
sustainable level of debt service while seeking the
additional financing needed to make progress towards
the MDGs will be a challenging task. For example,
some countries might be tempted to use their improved
creditworthiness to access international capital markets
or export credits and loans with low levels of
conditionality, including from non-DAC donors, risking
a return to high and unsustainable debt levels.

Box 1 - Public Debt Management and Bond Markets in Africa8
The volume of government debt as a percentage of GDP varies across African countries. Some countries have low to moderate burdens,
while in others the level is well in excess of 100 per cent of GDP. In between are countries where the level is in line with that of many
OECD countries. The difference, however, is that the economies of African countries are typically more susceptible to shocks, which
affects the ability of governments to service their debt. This is the case even after benefiting from external debt relief, as many African
countries have under multilateral initiatives.
Modern public debt management practices are used by only a handful of countries. As a result government securities markets in
Africa generally remain rudimentary compared with markets in middle-income and more developed economies. Going forward, riskbased debt sustainability needs to remain a focus of debt strategy in Africa because volatility in the macroeconomic environment is high,
often due to external shocks.

6. Based on region-allocable ODA only.
7. The HIPC initiative, started in 1996, is a comprehensive approach to debt reduction for heavily indebted poor countries pursuing IMF
and World Bank supported adjustment and reform programmes.
8. This analysis is based on an OECD project on African Public Debt Management and Bond Markets. The authors, Greg Horman and
Hans Blommestein, are Financial Analyst and Project Manager, respectively.
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Box 1 - Public Debt Management and Bond Markets in

Africa8

(cont.)

Foreign-currency debt is more important than local-currency debt in most African countries. Foreign-currency borrowing typically
offers lower interest rates and longer tenors than local-currency borrowing. The predominance of foreign-currency debt in general reflects
the availability of, and continued reliance on, concessional multilateral and bilateral funding but this may entail a currency mismatch
with foreign exchange earnings that can increase a country’s vulnerability. The lack of a developed domestic debt market can lead to
budgetary volatility if the government is unable to draw on domestic funding sources in the event of drop-off in external funding or
grants. A few African countries borrow successfully on the international bond markets, but they tend to be the ones with more developed
domestic markets as well.
A number of African countries have used local-currency funding to some degree since the 1980s, and more recently many countries
have taken steps to develop their domestic markets. The few countries where local-currency debt constitutes the larger share of the debt
portfolio have higher levels of per capita GDP, investment, and savings; stronger financial and banking sectors; more diverse private sectors;
and a lower reliance on concessional funding from external sources.
In much of Africa, however, the issuance of debt in the domestic market often remains erratic and in small volumes, leading to
problems in developing liquid instruments and benchmarks. Local-currency debt is also primarily short-term. One consequence is that
African governments are exposed to significant levels of refinancing risk in respect of their local-currency debt.
Although a few countries issue bonds with tenors of 10 or even 20 years, in many African countries government yield curves do not
extend beyond five years at the longest, and even in those countries where the curves do extend over longer periods, liquidity tends to
be concentrated in the shorter maturities.
Interest payments on local-currency debt often consume a higher share of the budget than interest payments on foreign-currency
debt, even though local-currency debt makes up a lower share of outstanding debt. This is because the interest rates in African domestic
markets tend to be relatively high compared with the interest rates prevailing for foreign-currency borrowing, although borrowing in
local currency has the advantage of avoiding exposure to exchange rate risk. An important policy question for African governments is
the appropriate balance between minimising cost and risk, in particular taking account of the major risks (interest rate, exchange rate,
and refinancing) and the possibility of other budgetary shocks, such as from a sudden drop-off in aid inflows.
In most African countries, local commercial banks represent the largest category of holders of government securities, often in excess
of 50 per cent of outstanding debt. Participation of institutional investors and non-residents is relatively limited in most countries. This
reflects, among other factors, capital account restrictions, limited information on creditworthiness, a perception of high country risk,
and weak legal and regulatory infrastructures. Narrow investor bases, a tendency to hold to redemption, and the absence of entities prepared
to commit risk capital to dealing in government securities contribute to a general lack of secondary market liquidity.
An important policy question for many African countries is what priority to give to stimulating a diverse investor base and developing
market-based instruments, trading facilities, and distribution networks that suit the needs of investors.
Source: Public Debt Management and Bond Markets in Africa, OECD, Paris (forthcoming).

Much of the recent increase in ODA to Africa was
accounted for debt forgiveness and emergency aid,
with loans and grants for programmes and projects
remaining almost unchanged in 2005 (see Figure 7).
The social sectors and governance accounted for about
30 per cent of ODA in 2005 while aid for economic
infrastructure and production sectors was about 17 per
cent, compared to 36 per cent and 18 per cent
respectively in 2004. Programme aid accounted for
about 9 per cent of total ODA compared to 12 per cent
© AfDB/OECD 2007

in 2004. It remains to be seen whether the absolute
amount of this core development aid will rise once the
temporary surge in debt relief and emergency aid has
passed.
The European Commission, France, the United
States, and the United Kingdom are the leading donors
in Africa, accounting for 51 per cent of total aid in the
region, followed by Germany, Japan and the
Netherlands.
African Economic Outlook
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Figure 7 - Net Official Development Assistance to Africa
■ Other ODA

■ Bilateral debt forgiveness

(all donors, constant 2004 $ billion)

■ Emergency aid
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Donors have continued to focus on a small number
of countries which have historically benefited from
large aid flows: Egypt accounted for 37 per cent of
flows to North Africa, while Nigeria, Ethiopia, Sudan,
the Democratic Republic of Congo, Tanzania, the
Republic of Congo, Mozambique and Zambia
accounted for half of total ODA to sub-Saharan
countries in 2005.

Declaration on Harmonisation of 2003 to reduce the
transactions costs associated with in aid, encourage
more harmonised, joint efforts among bilateral and
multilateral donors, and enhance aid effectiveness
through results-based approaches. It is particularly
noteworthy that all G-20 countries signalled their
support for the Paris Declaration at the G-20 meeting
in Melbourne in November 2006.

Despite the encouraging trend of increasing aid to
Africa, the MDGs remain underfinanced and most of
Sub-Saharan Africa is far from reaching most of the eight
goals.

The aid effectiveness agenda stresses ownership by
recipient countries, alignment of external aid to local
priorities and local delivery channels when these meet
adequate standards, harmonisation and simplification
of donor procedures, a stronger focus on achieving real
results by both recipient countries and donors, and
greater mutual accountability for those results. A set
of indicators has been established to measure progress
in this regard.

Progress in making aid more effective
In addition to the commitment by donors to
increase ODA volumes, steps have been taken by the
international community and African governments to
improve the quality of aid. The international effort on
aid effectiveness has been gaining momentum since
2005 when over 100 partner countries and donors
endorsed the Paris Declaration on Aid Effectiveness.
The participants renewed pledges made in the Rome
African Economic Outlook

According to the 2006 Baseline Survey on
Monitoring the Paris Declaration, about 60 countries
have undertaken actions in support of the Paris agenda.
Substantial progress has been made in a number of
African countries including Burkina Faso, Ethiopia,
© AfDB/OECD 2007
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Ghana, Mozambique and Tanzania in terms of
harmonisation actions (joint analytical work, joint
programming and assistance strategies, programmebased approaches, pooling of financing among donors
and use of country systems when feasible) which have
helped reduce transaction costs.
Nevertheless, the survey suggests that greater
attention is needed in aligning aid flows with national
priorities and improving the transparency of the flows.
There are still substantial discrepancies between the
funds disbursed by donors and the information recorded
in the recipient’s budget9. In addition, the survey
suggests that only a minority of countries have put in
place mechanisms of mutual review of progress on aid
effectiveness commitments.

Against the prospect of scaling up of aid, progress
in the Paris agenda and especially more co-ordination
among aid delivery channels (bilateral funds, multilateral
funds, global funds, and private funds) will be all the
more crucial. In particular, global funds need to support
country-led strategies and priorities and avoid
undermining the capacity of national authorities for
coherent planning, financing and service delivery.
The principles of the Paris declaration have been
put at the heart of the Aid for Trade Agenda, aimed at
helping developing countries benefit from WTO
agreements and expand their trade. The WTO tasks
force issued its recommendations in 2006, calling for
donors active in the provision of aid for trade to abide
by the principles enshrined in the declaration.

Box 2 - Dealing with Complexity: Health Financing in Ghana
The international development finance system has become complex, with a proliferation of financing instruments and new actors,
both public and private, entering the scene. How does this complexity affect a “donor darling” like Ghana, where ODA accounts for a
large percentage of GDP (12 per cent in 2003)?

25

A recent Development Centre case study identifies three major trends in Ghana’s health sector.
Firstly, donors have diversified their financing instruments. Secondly, household spending on health is growing and bypassing the
Ministry’s budget and purview. Thirdly, new actors have emerged as funding sources and implementing organisations.
This new complexity has important implications for policy makers in developing and donor countries alike. Firstly, they must work
together to strengthen information systems that can capture all flows and help craft effective policies. Strengthening information implies
building capacity in data collection and monitoring. More generally, it also requires that local actors and donor agencies recognise the
high potential of non-aid flows for development.
Secondly, further efforts are needed in implementing the Paris Declaration. Global programmes, for example, have attracted criticism
for contributing to a proliferation of co-ordinating mechanisms at country-level. HIV/AIDS matters, for instance, are now discussed in
meetings of the Ghana Aids Commission (GAC), the Partnership Forum, the Business Meeting, the UNAIDS Technical Working
Group, the GAC Sub-Committee, the Regional Aids Committee, and the District AIDS Committee.
Finally, it must be recognised that the major challenge for decision makers does not relate to finance alone, but to larger issues of
governance and administrative capacity. If recipient-country governments are to take the lead in managing development finance strategies,
they must improve co-ordination and communication between their own national public entities. As donors move to general budget
support in Ghana, for example, the Ministry of Health will need to develop new communication and negotiation skills vis-à-vis the
Ministry of Finance.
Source: Denis Drechsler and Felix Zimmermann, “New Actors in Health Financing: Implications for a Donor Darling”, OECD
Development Centre, Policy Brief No. 33, 2006.
11
12
13

9. OECD (2007) , DAC, 2006 Development Co-operation Report, Paris.
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Box 3 - Improving the Effectiveness of Aid for Trade in Africa
The international community has long recognised the need to provide targeted trade-related technical assistance and capacity
building to promote the integration of developing countries, especially the least developed ones, into the multilateral trading system.
Donors have always provided substantial support to productive sectors and infrastructure to varying degrees long before the emergence
of the Aid for Trade concept. New is the recognition of trade as part of the overall development strategies of countries. Moreover, there
is increased awareness in the trade community of the importance of the so-called “supply side” constraints that hamper the ability of
developing country enterprises to reap the opportunities created by trade liberalisation.
The Doha Development Agenda adopted at the 2001 WTO Ministerial meeting reaffirmed this commitment stressing that the
successful trade integration of LDCs “requires meaningful market access, support for the diversification of their production and export
base, and trade-related technical assistance and capacity building (paragraph 42)”. Following the launch of the Doha round, the OECD
and WTO improved the monitoring of aid flows to strengthen trade capacities, or “aid for trade” (http://tcbdb.wto.org). Provision of
aid for trade has expanded significantly over the last few years, witnessing an increase in funding and in the number of donors and agencies
with explicit strategies and guidelines for aid for trade.
According to the WTO-OECD database, Africa is the largest recipient of trade-related technical assistance and capacity building,
receiving one third of the world total. In 2005 the international community committed $1.03 billion to the continent, a 6 per cent
increase in nominal terms over 2004. Africa also received $3.8 billion of aid to finance infrastructure, placing it as the second largest
recipient after Asia.

Aid commitments for Trade Related Technical Assistance and Capacity Building
and Infrastructure to Africa ($ million, 2005)

26

$ million

Share of Global TRTA (%)

Trade Policy & Regulations

361

39.2

923

Trade Development

667

30.1

2 220

1 029

32.7

3 143

$ million

Share of Total Infrastructure (%)

Total Infrastructure

3 810

31.2

12 197

Total TRTA

Infrastructure

Global TRTA

Source: WTO/OECD Trade Capacity Building Database.
In October 2006, the WTO General Council endorsed the recommendations of the WTO Aid for Trade Task Force. The
recommendations make several proposals to broaden the scope and enhance the effectiveness of trade-related development assistance.
The Task Force also adopted a broader definition of aid for trade by adding to the “traditional categories” of trade-related technical assistance
(trade policy and regulations and trade development) four new categories: (1) trade-related infrastructure, (2) building productive
capacity, (3) trade-related adjustment and (4) other trade-related needs.
In particular, they called providers of aid for trade to abide by the principles agreed in the Paris Declaration on Aid Effectiveness
(including country ownership, aligning aid to national development strategies, donor co-ordination, and harmonisation of donor
procedures). The recommendations insist on improved mainstreaming of trade into national development strategies and in country structures,
using country-based processes such as PRSP and Consultative Groups. In addition, they include proposals for mainstreaming trade and
growth issues in donor programming, including strengthening the trade expertise of donors. At global level, the recommendations point
at strengthening monitoring and evaluation, including by establishing a monitoring body in the WTO, reporting by recipient countries
on trade mainstreaming, reporting by bilateral donors, multilateral and regional agencies and the private sector on aid-for-trade activities.
Source: WTO/OECD Trade Capacity Building Database; Aid for Trade: Making it Effective. OECD (2006); The International Architecture
of Aid for Trade, joint SECO-OECD Development Centre Report (2007), forthcoming.
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In parallel, with initiatives to improve aid effectiveness,
G8 Heads and African leaders agreed on a comprehensive
package of measures to support Africa’s development.

They set up the African Partnership Forum, a process
intended to give fresh political and strategic impetus to
the currents of cooperation for Africa.

Box 4 - The African Partnership Forum
The Africa Partnership Forum (APF) is a unique international body established following the Evian G8 Summit in 2003 as a way
of broadening the existing dialogue between the G8 and the New Partnership for Africa’s Development (NEPAD) to include other African
institutions and Africa’s major bilateral and multilateral development partners. Its core remit is to catalyse action at the highest political
level in favour of African development. The APF monitors progress achieved in delivering on commitments its membership have
undertaken, identifies bottlenecks, and signals priorities for follow-up action. Members of the APF include “Personal Representatives”
of the Heads of State and Government of African and G8/OECD countries, as well as representatives of the Chairperson of the African
Union Commission and of regional and international institutions. The Forum is governed by four co-Chairs, two from Africa and two
from development partners.
At their October 2006 meeting in Moscow, APF members assessed progress achieved to-date regarding infrastructure, HIV/AIDS
and agriculture across the African continent. The analysis indicated that while encouraging advances had been made in the first two
areas, progress in achieving higher agricultural output and food security – a critical sector for poverty reduction — was lagging behind.
It urged African governments to intensify their efforts and development partners to provide increased and more effective support to this
sector in line with Paris Declaration principles.
Two additional papers on energy poverty and infectious diseases – related to 2006 G8 St Petersburg discussion topics – were also
discussed, and the following recommendations were agreed:
• While energy issues in Africa have not been high on the international agenda, secure and sustainable access to energy is essential
to achieving the MDGs. Mobilising the necessary investment – from both public and private sources – will require African
governments and donors to take concrete steps aimed at improving financial viability in the sector, creating a more hospitable
business climate to reduce risk and attract investors, and bolstering regional co-ordination and integration.
• Infectious diseases impose a heavy burden on Africa: the continent accounts for two-thirds of global mortality from AIDS, malaria
and tuberculosis. While the APF applauded efforts to tackle the “big three” – including through concerted government policy
implementation and the creation for special delivery mechanisms and funds – it warned that the continuing neglect of other major
debilitating diseases constitutes a ticking time bomb. The importance of reinforcing human resources in the health sector was
stressed, as well as the capacity of health systems at national level to tackle the infectious disease burden. APF members acknowledged
the importance of addressing the worrying gender dimensions of the escalating increase in sexually transmitted diseases (including
HIV/AIDs), and asked members to work more resolutely on promoting women’s empowerment and self-determination.
The Africa Partnership Forum will maintain a watching brief on developments in these areas and will report back to the membership
at regular intervals. At its spring 2007 meeting in Berlin, the APF will address investment, climate change, peace and security, and gender.
APF reports may be accessed at www.africapartnershipforum.org

Foreign Direct Investment
After a downturn in 2002, FDI flows to Africa
recovered in 2003 (+ 39 per cent) and remained relatively
stable in 2004 ($18 billion)10. Still, Africa’s share in world

FDI inflows remained small at 3 per cent. High prices
for minerals such as copper, diamonds, gold and
platinum, and particularly for oil, along with the
resulting improved profitability of investment in natural
resources encouraged foreign investment in the region.

10. Sources: UNCTAD (2006a), World Investment Report, Geneva, and UNCTAD (2006b), Global Investment Prospects Assessment
2005-2008, Geneva.
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Inflows rose in 40 out of the 53 countries in Africa,
though they fell in 13, including in some of the region’s
top FDI recipients such as Angola, Morocco and
Nigeria. Cross-border mergers and acquisitions (M&As)
in the mining industry increased to more than three
times their 2003 value. The five top home countries
of FDI for Africa in 2004 were France, the Netherlands,
South Africa, the United Kingdom and the United
States, together accounting for well over half of the flows
to the region.

28

Africa received record high foreign direct investment
(FDI) inflows in 2005 of $31 billion, but this was
mostly concentrated in a few countries and industries,
says the UNCTAD World Investment Report 2006, FDI
from Developing and Transition Economies:
Implications for Development. A sharp rise in corporate
profitability and high commodity prices over the past
two years helped produce a growth rate of 78 per cent
in FDI inflows to the region. Prospects are good for
another increase in 2006 given high project
commitments, large numbers of investors eager to gain
access to resources, and a generally favourable policy
stance for FDI in the region. FDI continued to be a
major source of investment for Africa as its share in gross
fixed capital formation increased to 19 per cent in
2005. However, the region’s share of global FDI
remained low at about 3 per cent in 2005. In the
manufacturing sector, a number of transnational
corporations (TNCs) in the textile industry pulled out
of Africa because quota advantages for African countries
declined after the end of the Multi-fibre Arrangement
(MFA) in 2005.
South Africa was the largest FDI recipient in the
region in 2005, experiencing a sharp jump in inflows
to $6.4 billion from only $0.8 billion in 2004. South
Africa accounted for about 21 per cent of the region’s
total. This was mainly due to the acquisition of
Amalgamated Bank of South Africa by Barclays Bank
(UK) for $5.5 billion. Africa’s top 10 recipient
countries – South Africa, Egypt, Nigeria, Morocco,
Sudan, Equatorial Guinea, the Democratic Republic
of Congo, Algeria, Tunisia and Chad, in that order
– accounted for close to 86 per cent of the regional
FDI total. In eight of these countries, FDI inflows
African Economic Outlook

exceeded $1 billion (more than $3 billion for Egypt,
Nigeria and South Africa in particular). Inflows to
South Africa were also the most diversified:
investment was channelled into energy, machinery
and mining, as well as into banking, which received
the largest share.
At the other extreme, FDI inflows remained below
$100m in 34 African countries. These are mostly least
developed countries (LDCs), including oil-producing
Angola, which witnessed a drastic decline in FDI
receipts in 2005. Many of the low FDI recipients in
the region have limited natural resources; lack the
capacity to engage in significant manufacturing, and,
as a result, are among the least integrated into the
global production system. Some countries have also
experienced political instability or civil war in the recent
past, which destroyed much of their already limited
production capacity.
FDI inflows to the region were concentrated in
a few industries, such as oil, gas, and mining. Six oil
producing countries (Algeria, Chad, Egypt,
Equatorial Guinea, Nigeria and Sudan, in descending
order of the value of FDI) accounted for about 48 per
cent of inflows to the region. Although countries such
as Kenya, Mauritius, Lesotho, Swaziland and Uganda
had begun to receive FDI for their textile and apparel
industries due to the African Growth and
Opportunity Act (AGOA), the trend changed
following the end of the MFA in 2005. In Mauritius
there was a 30 per cent contraction in the volume
of garments manufactured in 2005 following the
departure of Hong Kong (China)-owned companies.
In Lesotho, six textile TNCs closed, with a loss of
6 650 jobs. The setback demonstrates that the impact
of trade-related initiatives can be short-lived in
Africa, where domestic capabilities are inadequate
for quickly absorbing and continuing production
processes. It also underscores the fact that Africa’s
industrial progress requires competitive production
capacity, in addition to better market access and
more welcoming regulatory frameworks. The
persistence of the critical capacity problem may
continue to hamper the region’s ability to attack and
retain FDI in the manufacturing sector.
© AfDB/OECD 2007
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FDI outflows from Africa in 2005 remained small
and originated from a few countries. Six home countries
– Egypt, Liberia, Libya, Morocco, Nigeria and South
Africa – accounted for over 80 per cent of total outflows.
The largest African TNCs are also from a small number
of countries. In 2004, Orascom Construction (Egypt)
also made it onto the list. South Africa’s top TNCs
were: Sasol Ltd (industrial chemicals); Suppi Ltd (paper);
MTN Group Ltd (telecommunications); Steinhoff
International Holdings (household goods); Barloworld
Ltd (diversified); Naspers Ltd (media); Nampak Ltd
(packaging); Gold Fields Ltd (metal and metal products)
and Datatet Ltd (diversified). (UNCTAD.org-World
Investment Report 2006)
Continued high demand for commodities, a more
stable policy environment and increasing participation
in infrastructure networks by African multinational
corporations (MNCs) boosted FDI in 2005. In the
short run, expectations for FDI inflows to Africa
remain fairly positive, although investment promotion
agencies are more optimistic than foreign MNCs.
Both experts and MNCs believe that North African

countries have greater potential to attract FDI than
those in sub-Saharan Africa. South Africa and China
were the most frequently cited as potential sources of
FDI. In recent years, Chinese MNCs have expanded
their resource-seeking and manufacturing activities
on the continent, and Indian firms have begun to
invest in IT-related services.
A relatively new phenomenon is the increase in
FDI outflows (as opposed to portfolio flows and
capital flights, that have long been worryingly high)
from African countries, which more than doubled in
2004. With the purchase of Italy’s second-largest
telecom operator in 2005, Orascom of Egypt joined
the list of African MNEs, hitherto largely limited to
South Africa.
Is Africa the next financial frontier to be explored
by private equity? CDC, an emerging markets private
equity investor owned by the UK government, and
Citigroup has agreed to invest at least $200 million.
They join a small group of specialists who put money
to work south of the Sahara.

Box 5 - Private Equity in Africa
Private equity funds raised $557 million in Africa in 2005, a decrease of 42.7 per cent from 2004. In 2005 government and aid agencies
were the largest source of capital. Over half the funds raised were for additional investments in companies by investors who had invested
in the same companies at an earlier stage (so-called late stage funds).
Direct and portfolio equity investment combined reached $948.3 million in 2005 across Africa, of which South Africa recorded the
largest amount. The vast majority of total investments (96.5 per cent) was provided by domestic investors. Transportation services overtook
consumer products to account for most of the value of investment, attracting 132 domestic investments.
In 2006, a handful of emerging market specialists active in Africa raised new funds in international capital markets. Ethos closed subscriptions
to a $750 million fund in October 2006, Aureos Capital, which already runs three funds which total $140 million, is aiming to raise $400 million
and Citigroup also established a dedicated fund to invest at least $200 million in Africa.
Source: African Venture Capital Association, 2006 Yearbook and other sources

On paper, Africa has attractions. It certainly needs
capital. Local equity markets, however, are small.
Excluding South Africa, sub-Saharan market
capitalisation is about $75 billion, even after some eyewateringly speculative recent rises. Raising debt,
© AfDB/OECD 2007

meanwhile, is a “major problem”, even for cashgenerative companies, says the founder of Celtel, a
private equity-backed mobile company recently sold
to Kuwait’s MTC for $3.4 billion. And private equity,
out of the public eye, may handle risk better than most.
African Economic Outlook
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Macroeconomic Performances in
Africa
Economic Growth
Africa as a whole exhibited real GDP growth of
5.5 per cent in 2006 – well above the long-term trend
for the fourth consecutive year – and GDP per capita

grew by about 3.5 per cent. The main factors supporting
this growth performance were strong external demand
for oil and non-oil minerals, increased investment in
these sectors, and good growing conditions for
agriculture in most countries. The continuation of
sound macroeconomic polices in most of the countries
in the continent has also increased business confidence
leading to a pickup in private investment generally.

Table 1 - Average Growth Rates of African Regions
Region

30

(annual % change)

1998-2004

2005

2006(e)

2007(p)

2008(p)

North Africa
West Africa
Central Africa
East Africa
Southern Africa
Total Africa

4.5
4.0
5.0
4.0
3.0
4.0

4.6
5.6
4.9
6.4
5.6
5.2

6.3
4.8
3.9
5.1
5.4
5.5

6.0
5.9
5.2
5.8
6.1
5.9

6.0
5.1
6.3
6.0
5.3
5.7

Memorandum Items:
Net Oil exporters
Net Oil importers

4.5
3.6

5.9
4.7

5.9
5.2

7.4
4.7

6.7
4.8

SANE * Countries
Other Countries

3.8
4.1

5.2
5.3

5.1
6.0

5.4
6.5

5.2
6.2

* South Africa, Algeria, Nigeria, Egypt
Note: Due to lack of data, these aggregates do not include Liberia and Somalia
Source: Various domestic authorities; IMF World Economic Outlook and authors' estimates (e) and projections (p).
http://dx.doi.org/10.1787/185107384555

Growth also appears set to accelerate somewhat on
average in 2007, and to remain buoyant in 2008
notwithstanding the recent softening of commodity
prices most of which are expected to weaken further
in the course of 2007 and 2008. However, this
continent-wide average masks considerable differences
between net oil-exporting and other African countries,
groupings that face very different challenges. The
challenge for the former and for some non-oil mineral
exporters is to ensure that a large proportion of the
proceeds from the minerals sector are invested in
infrastructure and human capital development to
support their medium- and long-term needs for
diversification. For many of the others, especially in
the second half of 2007 and in 2008, it will be to
contain inflationary pressures now running at doubledigit rates as a result of the recent oil price increases,
and to finance or contain the expected increases in their
trade deficits.
African Economic Outlook

As in the previous two years, GDP growth was
particularly strong in net oil-exporting countries, at
5.9 per cent in 2006, the same as in 2005, largely due
to the increase in oil prices and, in some countries,
increases in production as well. However, the growth
differential between these and net oil-importing
countries remains large with average GDP growth in
the latter of 5.2 per cent in 2006 (4.7 per cent in 2005).
This generally strong GDP growth performance is
expected to strengthen somewhat in 2007, when the
average real GDP growth rate for the continent as a
whole is expected to be 5.9 per cent, with net oilexporting and net oil-importing countries exhibiting
real GDP growth of 7.4 and 4.7 per cent, respectively
– a growth differential of more than 2.5 per cent. The
projections for 2008 are for slightly lower growth for
the net oil exporters and about the same for the net oilimporters as in 2007.
© AfDB/OECD 2007
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These forecasts are based on a number of plausible
but somewhat optimistic assumptions, suggesting that
they are subject to significant downside risk. Apart
from assuming continued moderate growth in the
global economy, they also assume that oil prices stabilise
at $60 per barrel in 2007 and 2008; that growing
conditions in agriculture will be favourable in 2007 and
2008; that oil output will increase in 2007 as stability
is restored to the Niger Delta region; that no new
regional conflicts having significant macroeconomic
impacts emerge; and that the worsening current account
balances forecast for many of the net oil-importing
countries will be fully financed. In this respect the
implementation of debt relief agreements for a number
of the HIPC countries that began in 2006 will continue
to be particularly helpful.
North Africa
Real GDP growth in North African countries
averaged 6.3 per cent in 2006, significantly higher
than the 4.6 per cent registered in 2005. It is expected
to remain high at.6 per cent, in both 2007 and 2008.
The high growth rates recorded in 2006 were largely
due to the exceptionally high growth rates estimated
for Mauritania (13.9 per cent) and Sudan (12.1 per cent)
mainly due to increases in oil and gas production, as
well as strong growth in Morocco (7.3 per cent) due
to a recovery of agricultural output with the ending of
the drought, as well as in Egypt (6.8 per cent). The 2007
and 2008 growth rates in most North African countries
are projected to be about the same as in 2006, or higher,
sustained by high prices for oil and gas, and strong
growth in tourism.
West Africa
Economic growth in the countries of West Africa
was 4.8 per cent in 2006, substantially less than in 2005;
it is projected to accelerate to 5.9 per cent in 2007 and
to remain high, at 5.1 per cent in 2008. In the West
African Economic and Monetary Union (WAEMU),
consisting of Benin, Burkina Faso, Côte d’Ivoire,
Guinea-Bissau, Mali, Niger, Senegal and Togo,
economic performance continued to be negatively
affected by the continued political turmoil in Côte
© AfDB/OECD 2007

d’Ivoire – the largest economy within WAEMU.
Growth also slowed in Senegal, due mainly to sharp
reductions in the output of cereals and groundnuts,
as well as industrial output, especially phosphates and
fertiliser. The major positive development in the
WAEMU was the sustained growth in agricultural
production in several of them. In addition to buoyant
agricultural output, Mali benefited from high gold
prices, with the result that GDP growth remained
high at 5 per cent in 2006 after an exceptionally strong
6.1 per cent in 2005.
Within the five non-WAEMU members (The
Gambia, Ghana, Guinea, Nigeria and Sierra Leone),
Nigeria – by far the largest economy in West Africa –
exhibited GDP growth of 5.3 per cent in 2006 down
from 6.5 per cent in 2005 due to disruptions of oil
production in the Niger Delta. Projections for 2007
indicate an acceleration of Nigeria’s growth rate to
7 per cent, mainly due to the recent increase in oil
prices, but also to increased production. Guinea’s growth
performance strengthened in 2006 (5 per cent up from
3.3 per cent in 2005), while Sierra Leone’s and Ghana’s
performance continued to be relatively strong in 2006
(7.4 per cent and 6.1 per cent, respectively) with
particularly good performance in cocoa production
and processing.
Central Africa
Average GDP growth in Central Africa slowed to
3.9 per cent in 2006. Projections indicate an increase
in real growth to 5.2 per cent in 2007 and an acceleration
of growth to 6.3 per cent in 2008. The slower growth
in 2006 was due mainly to an end of the rapid expansion
of oil production in Chad and Equatorial Guinea.
Thus, the trends among Central Africa’s ten countries
are very different, with the Central African Republic,
Rwanda and São Tomé and Principe showing clear
upward trends, while Chad, the Republic of Congo,
and Gabon are expected to exhibit GDP growth of
only about 2 per cent, at least in 2007. Growth is
projected to remain broadly at 2006 levels for the
Democratic Republic of Congo (6.2 per cent) due
mainly to donor-supported reconstruction efforts, and
to accelerate in Burundi (6.6 per cent in 2007 up from
African Economic Outlook
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6.1 per cent in 2006). The projections for Cameroon
and Equatorial Guinea show some strengthening of
growth for 2007 and 2008.
East Africa

32

Economic growth in East Africa averaged 5.1 per
cent in 2006, and is projected to accelerate to 5.8 and
6 per cent in 2007 and 2008, respectively. Ethiopia,
Tanzania, and Uganda continued to be the fastest
growing countries within East Africa, growing at 5.9 per
cent, 5.7 per cent, and 5.4 per cent, respectively, in 2006.
All three countries are also projected to broadly maintain
or increase these high growth rates in 2007 and 2008,
exhibiting broad-based growth, but led in some cases
(Uganda) by the agricultural sector. However, these
forecasts are subject to considerable uncertainties due
to the unstable political situation in some countries.
The Comoros, Djibouti, Kenya, Madagascar and
Mauritius, which have recently been exhibiting slow
growth, are expected to experience an acceleration of
GDP growth in 2007 and 2008, reaching about 5.2 per
cent on average in this period. The growth prospects
of Mauritius and Madagascar continue to be negatively
affected by the increased competition from Chinese,
Indian and Bangladeshi textile producers and the end
of the Multi-Fibre Agreement. Eritrea is projected to
improve its growth performance from 1.5 per cent in
2006 to 2 per cent and 3.3 per cent in 2007 and 2008,
respectively, while in the Seychelles GDP growth is
expected to be low as well.
Southern Africa
Economic growth in Southern Africa was 5.4 per cent
in 2006, about the same as in 2005, reflecting rapidly
increasing output from new oil fields in Angola and the
coming on stream of a large number of mega-projects
in the mining sector in Mozambique. In South Africa
growth – at 5 per cent, its highest since the end of
Apartheid – has been broad-based and mainly driven by
domestic demand. In Malawi and Namibia growth
increased as well in 2006, but it slowed in Botswana. In
2007 and 2008, Botswana is expected to grow by slightly
more than 4 per cent per year, and Malawi and Namibia
by about 5 per cent per year. In Zimbabwe, economic
African Economic Outlook

activity continued to decline in 2006, contracting by
about 5 per cent. The projections for South Africa
indicate that GDP growth should remain robust at about
4.5 per cent in both 2007 and 2008, marking an
important break from the relatively slow growth rates
experienced over the past ten years. Overall, the average
growth rate for Southern Africa is projected to increase
from 5.4 per cent in 2006 to 6.1 per cent in 2007,
reflecting the projected near doubling of Angola’s growth
rate from 14.8 per cent in 2006 to 27 per cent in 2007
(largely due to rising oil sector activity in new oil fields,
and to a lesser extent by increased diamond mining).
Inflation
Following the historically low inflation rate of
7.5 per cent in 2004, inflation in Africa increased to
8.8 per cent in 2005 and to 9.1 in 2006, largely due
to the impact of increasing energy prices (although
partially offset by lower prices for imports of
manufactures), and by unfavourable weather conditions,
especially in Southern and West Africa which raised food
prices. This continent-wide average masks important
differences between net oil-exporters and net oilimporters. The latter experienced an upward surge of
inflation from 8.4 per cent in 2005 to 12 per cent in
2006, which is expected to increase further to 12.7 per
cent in 2007 and to 12.9 per cent in 2008.Although
low worldwide inflation still benefited countries with
pegged exchange rates (such as CFA franc countries),
this was far less the case in 2005 and 2006 than in earlier
years as the inflation differential between some CFA
countries and the Euro region increased considerably.
However, there were only 4 countries (Angola, DRC,
Guinea-Bissau, and Zimbabwe) that experienced
inflation rates at or above 20 per cent in 2005, and the
number remained the same in 2006 (DRC, GuineaBissau, São Tomé and Principe and Zimbabwe). The
forecasts assume that monetary authorities will not
need to tighten monetary policy significantly since oil
prices are not expected to increase further.
North Africa
Inflation in North Africa fell back to 4.3 per cent
in 2006 following a temporary increase to 5.9 per cent
© AfDB/OECD 2007
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Table 2 - Weighted Mean CPI Inflation of African Regions
Region

(annual % change)

1998-2004

2005

2006(e)

2007(p)

2008(p)

North Africa
West Africa
Central Africa
East Africa
Southern Africa
Total Africa

4.4
9.4
33.5
5.5
16.3
10.0

5.9
13.6
9.1
8.2
10.7
8.8

4.3
7.7
9.5
9.9
16.5
9.1

4.6
5.7
4.2
5.7
20.1
9.2

4.3
6.7
4.2
5.5
21.3
9.5

Memorandum Items:
Net Oil exporters
Net Oil importers

11.6
8.8

9.4
8.4

5.7
12.0

5.3
12.7

5.5
13.0

SANE * Countries
Other Countries

6.3
14.5

7.1
10.9

4.8
14.2

5.3
13.8

5.3
14.2

* South Africa, Algeria, Nigeria, Egypt
Note: Owing to lack of data, these aggregates do not include Liberia and Somalia.
Source: Various domestic authorities; IMF World Economic Outlook and authors' estimates (e) and projections (p).
http://dx.doi.org/10.1787/053866558216

in 2005 when inflationary pressures gained momentum
in Algeria, Egypt, and Mauritania. Inflation slowed in
Egypt (from 11.4 per cent in 2005 to 4.1 per cent in
2006) and in Mauritania (from 12.1 per cent in 2005
to 6.4 per cent in 2006). However, inflation increased
in Tunisia (from 2 per cent in 2005 to 4.5 per cent in
2006) and to a lesser degree in Libya (from 6.9 per cent
in 2005 to 8 per cent in 2006). The average rate of
inflation in North Africa is projected to remain low in
both 2007 and 2008.
West Africa
The average rate of inflation in West Africa declined
to 7.7 per cent in 2006 after experiencing inflation of
13.6 per cent in 2005. Increases in the prices of both
food, reflecting the impact of drought which provoked
a regional food crisis, and fuel in many WAEMU
countries had a negative impact on inflation.
Nevertheless, the WAEMU countries, whose currencies
are pegged to the Euro, still have a far lower average
inflation rate than the member countries of the West
African Monetary Zone (WAMZ)11, each of which
has inflation rates of at least 5 per cent. In Guinea,
inflation rates declined slightly from 31.1 per cent in
2005 to 25 per cent in 2006. The rate of inflation in

Nigeria also declined from 17.9 per cent in 2005 to
8.6 per cent in 2006. In Ghana inflation declined from
15.1 per cent in 2005 to 10.9 per cent in 2006 and in
Sierra Leone inflation declined from 12 per cent in 2005
to 9.5 per cent in 20006. In The Gambia inflation
rates were low in 2005 to 2006, at 3.2 and 2 per cent,
respectively. Projections for 2007 are for large decreases
in inflation rates, especially in Ghana and Guinea.
Central Africa
The average rate of inflation remained high in
Central Africa at 9.5 per cent in 2006 largely due to
continued high inflation in three countries: DRC
(22 per cent), Rwanda (9.3 per cent) and São Tomé
and Principe (19.8 per cent). In Burundi inflation
dropped from 13.5 per cent in 2005 to 5 per cent in
2006 as weather conditions normalised; and inflation
rates remained stable in the remaining Central African
countries (Cameroon, the Central African Republic,
the Republic of Congo, Equatorial Guinea, and Gabon).
The projections for 2007 and 2008 indicate that
inflation will decrease in Central Africa to 4.2 per cent,
much closer to the convergence target of 3 per cent,
largely due to a return to single-digit inflation rates in
all countries except São Tomé and Principe.

11. Nigeria, Ghana, Sierra Leone, Guinea and Gambia.

© AfDB/OECD 2007
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East Africa
Except for Djibouti, Madagascar and Seychelles,
inflation in each of the other countries of East Africa
increased from 2005 to 2006. As a result, the average
rate of inflation in East Africa increased from 8.2 per
cent in 2005 to 9.9 per cent in 2006. In Madagascar,
where inflation had increased to 18.3 per cent in 2005
due to increases in both food and fuel prices, it decreased
to 11.4 per cent in 2006, with the resumption of a
normal rice harvest. In Uganda, inflation decreased
from 8 per cent in 2004/05 to 6.6 per cent in 2005/06
with the ending of the drought. Mauritius, however,
experienced an increase in inflation of 4 percentage
points from 2005 to 2006. The outlook in East Africa
for 2007 and 2008 is for gradual reductions in inflation
rates in every country, except for Seychelles where
inflation is expected to remain low at around 2 per cent.
Thus, the average rate of inflation in East Africa is
expected gradually to fall to 5.7 per cent and 5.3 per
cent in 2007 and 2008, respectively.
34
Southern Africa
Southern Africa’s experience was mixed in 2006,
with 6 countries experiencing higher inflation rates
and 4 countries experiencing stable or lower inflation
rates. Reflecting the relative sharp decreases of inflation
rates in Angola (which thanks to a less expansive fiscal

policy, together with currency appreciation, declined
from 23 per cent in 2005 to an estimated 10 per cent
in 2006) and accelerating inflation in Zimbabwe, the
average inflation rate in Southern Africa accelerated to
16.5 per cent in 2006 from 10.7 per cent in 2005.
Moreover the 2006 inflation rate exceeded 1 200 per
cent in Zimbabwe, clearly pointing to hyperinflation;
and inflation remained above 10 per cent in Angola,
Botswana, Malawi and Mozambique, posing the risk
of accelerating rates. In all countries where inflation has
been high (except Zimbabwe) it is expected to return
to single-digit levels in 2007, and to remain close to
5 per cent in Botswana, Lesotho, Namibia, South Africa
and Swaziland.

Public Finances
In 2006 the overall fiscal balance (including grants)
of the group of net oil-exporting countries exhibited
a surplus equivalent to 8.2 per cent of GDP due mainly
to higher oil prices but also to increases in production.
The group of net oil-importing countries increased its
overall deficit slightly to the equivalent of 2.3 per cent
of GDP in 2006 from 1.9 per cent in 2005. The low
deficit of the net oil-importing countries reflects good
macroeconomic management and a higher level of
grants, including a portion provided in the form of debt
relief. On the one hand, projections for 2007 show a

Table 3 - Average Budget Balance to GDP Ratio
Region

1998-2004

2005

2006(e)

2007(p)

2008(p)

North Africa
West Africa
Central Africa
East Africa
Southern Africa
Total Africa

-1.4
-1.9
-0.6
-3.5
-2.6
-2.0

3.2
5.5
6.5
-2.9
0.4
2.4

5.0
5.7
8.3
-4.7
0.2
3.2

5.3
2.6
7.7
-3.4
0.2
2.7

4.9
0.5
7.8
-3.4
-0.3
2.0

Memorandum Items:
Net Oil exporters
Net Oil importers

-0.8
-3.1

7.0
-1.9

8.2
-2.3

7.3
-2.2

6.1
-2.4

SANE * Countries
Other Countries

-1.8
-2.3

2.5
2.3

2.9
3.5

1.4
4.1

0.6
3.6

* South Africa, Algeria, Nigeria, Egypt
Note: Due to lack of data, these aggregates do not include Liberia and Somalia.
Source: Various domestic authorities; IMF World Economic Outlook and authors' estimates (e) and projections (p).
http://dx.doi.org/10.1787/202878646475
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large but declining fiscal surplus for the group of net
oil-exporting countries (reaching 7.3 per cent of GDP)
and then declining somewhat in 2008. On the other
hand, the average deficit of the group of net oilimporting countries is expected to remain at about the
same level as in 2006 in both 2007 and 2008.
North Africa
In North Africa the average fiscal balance exhibited
a surplus equivalent to 5 per cent of GDP in 2006, as
the largest oil-exporting countries in the region, Algeria
and Libya, increased their surpluses to 13 per cent and
42 per cent, respectively. Egypt, Mauritania, Morocco
and Tunisia, on the other hand, experienced little
change in their fiscal deficits in 2006. Sudan is estimated
to have eliminated the small deficit exhibited in 2005.
In 2007 and 2008, nearly every country is projected
to improve its fiscal balance except for Algeria whose
fiscal surplus is expected to decrease somewhat.
West Africa
In 2006, fiscal balances deteriorated in 4 countries
in West Africa. However, The Gambia, Guinea-Bissau,
and Sierra Leone registered substantial reductions in
their deficits. In spite of some improvement, 6 countries
registered deficits of 4 per cent of GDP or more (Cape
Verde, The Gambia, Ghana, Guinea-Bissau, Niger,
Senegal). The projections for 2007 and 2008 are for
stable or improving overall fiscal balances in most
countries. In the case of Nigeria, however, the currently
very high fiscal surplus is expected to decrease in both
2007 and 2008.
Central Africa
In 2006 the average fiscal position in Central Africa
improved substantially for the second year in a row as
all countries but one reduced their deficits or increased
or maintained large surpluses. Chad exhibited a small
deterioration. The Republic of Congo, Equatorial
Guinea and Gabon also improved their fiscal balances
significantly, and São Tomé and Principe continued to
register a large surplus in 2006 due to revenue received
from oil exports. Projections for 2007 and 2008 show
© AfDB/OECD 2007

little change in Central Africa’s average fiscal surplus
as a percentage of GDP.
East Africa
Fiscal balances worsened in East Africa in 2006,
reaching -4.7 per cent of GDP. The deterioration was
largely due to increased fiscal deficits in East Africa’s
three largest economies, Kenya, Ethiopia and Tanzania,
accounting for about two-thirds of East Africa’s GDP.
In Kenya, fiscal balances worsened from a small surplus
of 0.1 per cent in 2005 to a deficit of 3.5 per cent in
2006; in Ethiopia, the fiscal deficit increased from
4.7 per cent in 2004/05 to 7.4 per cent in 2005/06;
while Tanzania’s deficit increased from 4.6 per cent in
2005 to 6 per cent in 2006. In 2007 fiscal deficits are
expected to improve somewhat and to remain at about
the same levels in 2008.
Southern Africa
The average fiscal balance of the countries in
Southern Africa exhibited little change in 2006 with
reduced deficits in Malawi, Namibia, and Zimbabwe
offsetting reduced surpluses in Angola and Lesotho. The
projections for 2007 and 2008 show little change for
the region as a whole. However, the fiscal deficits of
Mozambique and Swaziland are expected to worsen,
while the fiscal surplus of Namibia is expected to give
way to a small deficit.
Balance of Payments
In 2006, Africa’s average current account balance
exhibited a large surplus equivalent to 4.7 per cent of
GDP. This overall figure, however, masks large
differences among countries. On the one hand, net
oil-exporting countries recorded a current account
surplus of 12.8 per cent in 2006 (up from 11.7 per cent
in 2005); on the other hand, the group of net oilimporting countries experienced a significant average
current account deficit of 3.9 per cent of GDP in 2006
compared with an average of 2 per cent in the period
1998-2004. These developments in current account
balances were also far more homogenous within the
group of net oil-exporting countries than in the group
African Economic Outlook
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of net oil-importing countries. Among the latter, only
two countries improved their current account balances
significantly (Botswana by 2.5 percentage points as a
share of GDP and Mauritania by 8.7 percentage points).
The surplus in the current account balances of net oil-

exporting countries is projected to decrease slightly in
2007 and further in 2008. Meanwhile the average
current account deficits of the net oil-importing
countries in 2007 and 2008 are expected to be about
the same as in 2006.

Table 4 - Average Ratio of Current Account Balance to GDP
Region

1998-2004

2005

2006(e)

2007(p)

2008(p)

North Africa
West Africa
Central Africa
East Africa
Southern Africa
Total Africa

2.9
-3.6
-4.0
-3.3
-1.8
-0.4

10.5
5.3
0.9
-5.5
-2.4
3.6

12.5
3.2
5.2
-6.1
-1.3
4.7

11.9
4.1
2.4
-6.7
-1.4
4.3

10.3
3.7
4.7
-7.1
-3.4
3.1

Memorandum Items:
Net Oil exporters
Net Oil importers

1.4
-2.0

11.7
-3.9

12.8
-3.9

12.1
-3.9

10.0
-4.3

SANE * Countries
Other Countries

0.7
-1.8

4.9
2.1

5.0
4.4

4.1
4.6

2.9
3.4

* South Africa, Algeria, Nigeria, Egypt
Note: Due to lack of data, these aggregates do not include Liberia and Somalia.
Source: Various domestic authorities; IMF World Economic Outlook and authors' estimates (e) and projections (p).
http://dx.doi.org/10.1787/431735236880
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Africa’s overall balance of payments has benefited
from increased foreign direct investment flows and
significantly reduced debt service payments in many
heavily indebted poor countries (HIPCs) (see details
in previous section). As of end-2006, 17 African
countries had reached their completion points and 9
additional African countries had reached the decision
point under the enhanced HIPC Initiative.
North Africa
Northern African countries continued to display
large differences in their current account balances in
2006. While Algeria and Libya increased their trade
surpluses to about 24 per cent and 48 per cent of GDP,
respectively in 2006, Egypt and Morocco registered
small and declining surpluses, and Tunisia’s deficit
declined slightly. Mauritania made significant progress
in reducing its current account deficit from nearly
50 per cent in 2005 to 37 per cent in 2006, while
Sudan reduced its current account deficit from 10.6 per
cent in 2005 to 5.9 per cent in 2006. Largely due to
improvements in Algeria, Libya and Mauritania, North
Africa’s current account surplus improved from 10.5 per
African Economic Outlook

cent in 2005 to 12.5 per cent in 2006. In 2007 and
2008 the current account balances of Libya, Mauritania,
Morocco and Sudan are expected to improve, while
those of Algeria, Egypt and Tunisia are expected to
worsen.
West Africa
In 2006, 11 countries in West Africa registered
current account deficits ranging from about 4 to 14 per
cent of GDP. Smaller deficits were registered only in
Cote d’Ivoire and Mali. The average current account
balance in West Africa is dominated by Nigeria where
the current account surplus was 8 per cent of GDP in
2006 down from about 12 per cent in 2005. Little
change is expected in 2007 or 2008 for most of the
deficit countries.
Central Africa
In 2006, the average current account balance in
Central Africa registered a further improvement reaching
a surplus equivalent to 5.2 per cent of GDP, largely due
to further large increases in the nominal value of oil
© AfDB/OECD 2007
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exports, especially in Chad, the Republic of Congo
and Gabon. Four countries (Burundi, the DRC,
Rwanda and São Tomé and Principe) registered
deteriorations in their current account balances, while
the surplus of Equatorial Guinea remained high. In 2007
and 2008 the current account surpluses of most net oilexporting countries in Central Africa are expected to
decrease slightly.
East Africa
In 2006 the average current account deficit in East
Africa widened to reach 6.1 per cent of GDP compared
with an average of 3.5 per cent for the period 19982004. This was largely due to the sizeable deterioration
between 2005 and 2006 in the deficits of Ethiopia
(from 8.6 per cent of GDP in 2005 to 11.5 per cent
of GDP in 2006), Madagascar (from 10.1 per cent of
GDP in 2005 to 16.8 per cent in 2006) and Mauritius
(from 5.2 per cent of GDP to 7.4 per cent). Current
account deficits also widened in Kenya and Uganda.
Tanzania reduced its current account deficit from
7.6 per cent of GDP in 2005 to 5.7 per cent in 2006.
Prospects for 2007 and 2008 are for some further
worsening of current account deficits reaching 6.7 per
cent and 7.1 per cent of GDP in 2007 and 2008,
respectively.
Southern Africa
Among the countries in Southern Africa, Angola
experienced an increase in its current account surplus
to 14.5 per cent of GDP in 2006, up from 12.8 per
cent in 2005, as a result of rising oil production and
prices and of increased diamond production. Botswana
registered an increase in its current account surplus
from 8.1 per cent in 2005 to 8.8 per cent in 2006, and
Namibia also registered an increase in its current account
surplus from 5.7 per cent of GDP in 2005 to 10 per
cent in 2006. The current account deficit of
Mozambique was reduced substantially in 2006, thanks
to buoyant aluminium exports. Nevertheless, a new wave
of mega-projects is expected to result in a strong increase
in capital goods imports and a renewed deterioration
of the current account balance in 2007 and 2008.
Current account deficits in Lesotho and South Africa
© AfDB/OECD 2007

worsened slightly in 2006, but deficits fell in Zambia
and Zimbabwe. South Africa’s current account balance
is projected to remain nearly stable in 2007 and 2008,
while Angola’s very high current account surplus is
projected to narrow slightly in 2007 and then to decrease
substantially in 2008 with a slowdown in the growth
of oil exports.

The Millennium Development
Goals: Progress Report
In making progress towards achieving the
Millennium Development Goals (MDGs) Africa is
lagging behind other developing regions. On current
trends, the average number of targets likely to be met
per country is 2.4 out of 9 in Sub-Saharan Africa and
7.4 in Northern Africa. Nevertheless, those countries
that have adopted appropriate economic policies,
coherent poverty reduction strategies and have a record
of good governance have made considerable progress.
Two main issues appear of particular importance to help
African countries improve their social indicators. The
first one relates to foreign aid. Arguing that large
amounts of well-targeted aid could produce some
remarkable success stories the UNCTAD report
Economic Development in Africa 2006 calls for aid to
be dramatically increased, depoliticised and distributed
multilaterally instead of being concentrated on a
relatively small number of countries. The second issue
is the magnitude of the HIV/AIDS pandemic in Africa
which affects all aspects of socio-economic life, leading
to a decline in economic growth, productivity and
many social indicators. These effects flow from the
erosion of the most productive cohort of the labour force
which reduces total labour input, depresses fiscal
revenues and deepens the social crises of families.
Based on World Bank and UNDP data, Table 5,
Main Progress Towards Achieving the MDGs, shows only
the countries that have already achieved or are on track
to achieve the considered target. A country is “On
track” when the actual growth rate of the indicator is
equal or higher than the required growth rate to achieve
the target. One should note that any situation can be
reversed in the future; the trend from the baseline
African Economic Outlook
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scenario to 2015 is not necessary linear. In other words,
even countries that have not achieved or are not on track
to achieve the target this year, could reach it in the
near future. The satisfactory performance ratio is the
percentage of countries that has achieved or is on track
to achieve the target out of the 53 African countries.
Blanks may also indicate missing data.
Goal 1 – Reducing extreme poverty and
hunger by half
Monetary poverty

38

This first target refers to halving, between 1990 and
2015, the proportion of people whose income is less than
one dollar a day. Although Northern Africa (Algeria,
Egypt, Libya, Morocco and Tunisia) and some SubSaharan countries (Botswana, Burkina Faso, Cameroon,
Ghana, Lesotho, Mauritius, South Africa and Uganda)
are making good progress, other countries are not yet
making satisfactory progress. Overall, the poverty rate
in Sub-Saharan Africa has declined marginally, from
44.6 per cent in 1990 to 44 per cent in 2002.

2015. Millions of children presently are not attending
school, especially in rural areas, more than half of them
girls. All North African countries are on track to reach
the target with an average primary enrolment ratio of
94 per cent (64 per cent in Sub-Saharan Africa).
Countries that are “On track” have a ratio greater than
85 per cent and increasing.
Completion rates
Unfortunately, increased enrolment in primary
school has not often translated into increased completion
rates. Children who have not completed a full course
of primary education would not have become fully
literate. The three countries (Egypt, Mauritius, and
Seychelles) that have achieved the target had a
completion rate of at least 99 per cent in 2004.The
percentage of countries with a satisfactory performance
ratio for completion rates is 22.6 per cent. However,
considering both targets (primary enrolment and
completion rates), only Algeria, Cape Verde, Egypt,
Mauritius, Seychelles, Tanzania and Tunisia (13.2 per
cent of African countries) are likely to ensure that all
children complete primary school by 2015.

Hunger
Goal 3 – Eliminating gender disparity
In Africa, the proportion of people who suffers
from hunger has declined from 31.4 per cent in 1990/92
to 29.1 per cent in 2001/03. Hunger is still widespread,
particularly in rural Africa. However, over the same
period 20 countries managed to reduce the proportion
of people suffering from hunger by at least 22 per cent,
including three countries that have achieved the target
of a 50 per cent reduction. The prevalence of the
undernourished as a percentage of the population has
decreased from 53 per cent to 26 per cent in Djibouti,
from 10 per cent to 5 per cent in Gabon and from 37 per
cent to 12 per cent in Ghana.
Goal 2 – Achieving universal primary
education
Primary school enrolment
Only 24.5 per cent of African countries are likely
to achieve universal primary education by
African Economic Outlook

One of the challenges for many African countries
is to ensure access to education for the girl-child.
For the female primary school enrolment ratio as a
percentage of the male ratio, the percentage of
countries with satisfactory performance (62.3 per
cent) is the highest of the nine targets. It was calculated
by considering all the countries that had a ratio of
greater than 85 per cent that was increasing. However,
in secondary education, only 37.7 per cent of
countries are on track. Only six countries (Botswana,
Lesotho, Libya, Mauritius, Namibia, Seychelles) have
achieved gender equality in both primary and
secondary levels of education as indicated in the
United Nations Millennium Declaration “preferably
by 2005”. Thirteen other countries seem able to
reach both targets by 2015 (Algeria, Cape Verde,
Egypt, Ghana, Kenya, Madagascar, Rwanda, São
Tomé and Principe, South Africa, Sudan, Swaziland,
Tunisia and Zimbabwe).
© AfDB/OECD 2007
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Box 6 - Women in Sub-Saharan Africa
According to recent estimates, women provide approximately 70 per cent of agricultural labour and produce about 90 per cent of
all food. Women’s economic activity rate, which measures the percentage of people who furnish the supply of labour for the production
of economic goods, ranks highest compared to other regions of the world (including the OECD countries) with a value of 61.9. However,
women are predominantly employed in the informal sector and/or they occupy low-skill jobs. This can be illustrated by considering the
percentage of women in wage employment in the non-agricultural sector, which scores lowest among all regions of the world with a value
of only 8.5 per cent.
The weak status of women in the formal economy of Sub-Saharan Africa has many reasons. Insufficient access to the key resources
of education and health are two important contributing factors. As is illustrated by the Gender, Institutions and Development Data Base
(GID-DB) of the OECD Development Centre, primary education of females is still at a strikingly low rate of 67 per cent despite international
endeavours such as the second Millennium Development Goal to achieve universal primary education by the year 2015. Unsurprisingly,
illiteracy remains a major challenge. Among those above the age of 15, only 51 per cent of women are able to read and write compared
to 67.1 per cent of men. Improvements in maternal mortality also fall far short of international objectives. The African value of 866
deaths per 100 000 live births – partly due to dismal medical services which only guarantee 50.9 per cent of all births being attended by
skilled health personnel – is alarming and far worse than in any other region of the world.
Apart from these relatively obvious factors, the GID-DB also helps to identify and understand more hidden reasons that obstruct
the socio-economic development of women. The comprehensive data base compiles for the first time in a coherent and systematic fashion
information on inequalities that are based on social norms and traditions. The prevailing family code in many African countries, for
example, discriminates against women in preventing daughters from having an equal share of inheritance or parental authority over their
children after a marriage is dissolved. Similar to South Asian countries, girls often find themselves in arranged or even forced marriages,
into which they enter at very young ages. Compared to an OECD average of 27.4 years, girls in Sub-Saharan Africa marry at only 21.3
years. What is more, 28 per cent of all girls before the age of 20 have been married at least once in their life.
Polygamy is pervasive in many Sub-Saharan African countries and property rights over land are not granted equally to men and
women. Although women may have the right to obtain a bank loan on paper, customs still prevent females from having equal access to
credit in many rural areas in Africa. Other traditions such as female genital mutilation – which in some countries is reported to affect
more than 95 per cent of all women (e.g. in Guinea, Mali, Somalia and Eritrea) – are not only a violation against women’s basic human
rights but also impairs their health status and consequent chances in the labour market. Highlighting the important impact of social
norms and traditions may help to design better policies that can improve the socio-economic status of women in the long-run.
See www.oecd.org/dev/institutions/GIDdatabase for further information.
Note: Sub-Saharan Africa as defined by the World Bank (including Mauritania and Sudan).

Goal 3 also focuses on women’s empowerment in
the areas of employment and political decision making.
On the political front, the number of women in
parliaments has constantly increased over the years.
However, they are still under-represented in politics and
at the highest level of economic institutions and sectors.
Over the period 1990-2006, the share of women in
parliament has increased from 7 per cent to 16 per
cent in Sub-Saharan Africa and from 3 per cent to
7 per cent in Northern Africa. Rwanda is the only
African country which has come close to parity.
© AfDB/OECD 2007

Goal 4 – Reducing child mortality
In Africa, progress towards reducing under-five
mortality rates has been painfully slow. With only
20 per cent of the world’s children under age five, the
region accounted for half of total child deaths
worldwide. The percentage of countries exhibiting
satisfactory performance is particularly low (15.1 per
cent) and even lower (5.7 per cent) in sub-Saharan
Africa. Only three countries in sub-Saharan Africa
(Cape Verde, Comoros, and Eritrea) have managed to
African Economic Outlook
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reduce under-five mortality rate by at least 37 per cent
between 1990 and 2004. Due to the HIV/AIDS
pandemic or conflicts, several other countries have
even slipped back over the period 1990-2004 (Botswana,
Central African Republic, Côte d’Ivoire, Equatorial
Guinea, Kenya, Rwanda, South Africa, Swaziland and
Zimbabwe). The majority of children’s deaths can be
attributed to preventable diseases such as polio, smallpox
or parasites; this is due, at least in part, to that fact that
the percentage of children receiving vaccination was only
65 per cent in sub-Saharan Africa in 2004.
Goal 5 – Improving maternal health

40

Only 20.8 per cent of countries are on track to
meet the target of reducing the maternal mortality ratio
by three-quarters by 2015 and no country has yet
achieved the target. In 2000, more than 1 500 women
per 100 000 live births died during pregnancy or
delivery in Angola, Malawi, Niger, Sierra Leone and
Tanzania due to limited access to health care. The
provision of skilled care at childbirth is one of the key
elements necessary to reduce maternal mortality.
However, in sub-Saharan Africa the proportion of
deliveries attended by skilled health care personnel has
increased by only 4 percentage points, from 42 per
cent to 46 per cent, between 1990 and 2004; and
inequality between urban and rural care at delivery
is particularly significant. In contrast, the proportion
has increased from 40 per cent to 71 per cent in
Northern Africa.
Goal 6 – Combating HIV/AIDS, malaria and
other disease
The goal of halting and reversing the spread of
HIV/AIDS, malaria, tuberculosis and other major
diseases by 2015 appears daunting in Africa. Concerning
HIV/AIDS, although some prevention efforts are
proving successful in some places (urban areas of Burkina
Faso, Kenya, and Zimbabwe), deaths and new infections
continue to increase. The world-wide epidemic remains
centred in Sub-Saharan Africa. In 2005, the region
accounted for 64 per cent of HIV-positive adults
worldwide, and 90 per cent of children under 15 living
with the virus. In sub-Saharan Africa, more than
African Economic Outlook

12 million children were AIDS orphans and 59 per cent
of HIV-positive adults were women. The apparent
stabilisation of the HIV prevalence rate in Sub-Saharan
Africa, at about 6 per cent, reflects the fact that as new
people acquire the virus, nearly the same number die
from AIDS. Concerning tuberculosis, Table 5 indicates
that 10 countries (among which six Sub-Saharan
countries) are on track to halve the spread of the disease
by 2015. However, new tuberculosis cases are on the
rise, not only because they are associated with HIV.
Excluding people who are HIV-positive, the number
of new tuberculosis cases per 100 000 has increased from
148 to 281 in Sub-Saharan Africa between 1990 and
2004. Concerning malaria, the fight against the disease
has taken off with the increased availability of insecticidetreated mosquito nets and effective anti-malaria drugs.
However, disparities between rural and urban areas in
sub-Saharan Africa remain large.
Goal 7 – Ensuring environmental
sustainability
Goal 7 embodies reversing the loss of
environmental resources, along with provision of safe
water, adequate sanitation and decent housing. Poverty
across Africa has led to continued loss of forests and
other precious environmental resources. The
proportion of land area covered by forests has decreased
from 29 per cent in 1990 to 27 per cent in 2005 in
Sub-Saharan Africa. The conversion of forests to
agricultural land and the use of fuel wood for heating,
cooking and lighting have caused extensive
deforestation. This in turn has increased drought and
flooding. Sub-Saharan Africa has made little progress
towards achieving the target of improving the lives of
at least 100 million slum dwellers. During the period
1990-2001, the number of people living in slums
increased at an annual average rate of 4.6 per cent.
These families face overcrowding, inadequate housing
and a lack of water and sanitation. However, there has
been progress towards meeting the target of halving
by 2015 the proportion of people without sustainable
access to safe drinking water and basic sanitation.
Five countries have already achieved the target for
improving access to safe drinking water (Egypt,
Malawi, Mauritius, Namibia and Tunisia), and
© AfDB/OECD 2007
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15 countries are “On track”, bringing to 37.7
the percentage of countries with a satisfactory
performance. Concerning sanitation, progress has
been much slower. In sub-Saharan Africa the
proportion of population using improved sanitation
increased on average, from 32 per cent to 37 per cent
between 1990 and 2004, compared to the target for
2015 of 66 per cent. Rapidly growing populations and
wide disparities between rural and urban areas pose
daunting challenges to fully achieving the drinking
water and sanitation targets.
Goal 8 – Developing a global partnership for
development
This broad goal encompasses partnerships between
developed and developing countries through aid, debt
relief, trade, procurement of drugs, creation of work,
exchange of new technologies, etc. Official
development assistance (ODA) to Africa has started
to increase since 2001. It recovered from a low of
$15.3 billion in 2000 to $26.5 billion in 2004. In 2005,
debt relief accounted for three quarters of the aid
increase following the G8 Summit in July 2005
regarding debt cancellation. Other forms of aid rose
by 9 per cent in 2005 and donors have pledged to
double it by 2010. Unfortunately, debt relief as well
as emergency and disaster relief will not necessarily
release more money for poverty reduction and longterm development. Access to essential drugs has
significantly expanded in Sub-Saharan Africa, especially
those for treating HIV following availability of generic
drugs. The number of people on antiretroviral therapy
has increased from 100 000 in 2003 to 810 000 in
2005. Job prospects for youth have not kept pace with
population growth both in sub-Saharan Africa and in
Northern Africa: the rate of youth unemployment
has increased from 18 per cent in 1995 to 18.3 per
cent in 2005 in the former and from 33.9 per cent to
34.5 per cent in the latter. As regards international
trade, producer subsidies in developed countries, and
tariffs and quotas on imports, especially on strategically
important categories, such as clothing and farm
products, still restrict access for African products. The
challenge of the ongoing Doha trade negotiations is
to further reduce such trade barriers.
© AfDB/OECD 2007

Governance and Political Issues
Since the early 1990s, important progress has been
recorded in strengthening democracy, reinforcing the
judiciary and media, and lessening armed conflicts.
The promotion of good governance has also become
a mainstay in the policy dialogue between African
governments and international donors. Nonetheless,
few African political regimes have met the minimum
requirements of representative democracy and the
process of democratisation often suffers from
breakdowns and setbacks to varying degrees of severity.
In many countries the press is still controlled; and
corruption is often perceived as endemic and regarded
as one of the major hindrances to economic and human
development. Moreover, while civil and international
wars are less frequent and less intense than in the past,
Africa remains the world’s most unstable region.
Conflicts and Political Troubles
The AEO political troubles indicator (reported in
the Statistical Annex to this volume) shows a
continuation in 2006 of the long-term decline in political
instability that has been observed since 2002. In Algeria
political troubles have dramatically dropped since 2001,
and in Ethiopia and Kenya there has been an important
and recent decrease in ethnic clashes. In Uganda, the
government and the Lord’s Resistance Army (LRA)
rebels signed an historical truce in August 2006, which
marked a cessation of hostilities and the beginning of
peace talks between the two sides, although the latter
soon came to a halt. In a positive development for Côte
d’Ivoire, President Gbagbo and the chief of the rebels,
Guillaume Soro, signed an agreement on 4 March 2007.
This agreement, which came after months of negotiations
and is known under the name of “Accord Politique de
Ouagadougou”, possibly constitutes the first concrete
step towards the end of the crises that have beset the
country during the past four years.
More generally, the decrease of political instability
in the continent is reflected, among other things, by
the number of state-based armed conflict in sub-Saharan
Africa falling from 13 in 2002 to 5 in 2005, while
reported deaths decreased from 4741 to 1851 over the
African Economic Outlook
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same period. There has also been a large decline in the
number of countries in the region experiencing statebased conflict over this period from 11 to 412.
Despite this generally positive evolution, some
countries experienced increasing troubles in 2006. In
Chad, the tensions generated by the neighbouring
Darfour crises and by internal opposition to the regime
have erupted in a coup attempt and an outbreak of civil
strife. In Nigeria, several rebel attacks against oil platforms
and kidnappings of firms’ foreign staff added to political
tensions, which were already increasing with the approach
of general elections. Finally, DRC is still experiencing
a difficult political transition, which could hopefully lead

to the end of the civil war. In February 2007, the UN
Security Council renewed the mandate of the MONUC,
United Nations Mission in the Democratic Republic
of the Congo, (in place since November 1999) which
provides for assistance to prevent and manage conflict,
support state institutions, monitor human rights abuses
and enforce the arms embargo. MONUC is the world’s
largest and most expensive peacekeeping operation.
Armed conflicts remain the strongest threat to
democracy and human rights, and violent conflicts in
relation to the number of states remain higher in subSaharan Africa than anywhere else13. In 2006, as in the
previous year, 74 political conflicts14 were recorded with

Figure 8 - Political Troubles in Africa, 1996-2006
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Note: the indicator has been calculated on the basis of 25 countries: Algeria, Botswana, Burkina Faso, Cameroon, Chad, Côte
d’Ivoire, Egypt, Equatorial Guinea, Ethiopia, Gabon, Ghana, Kenya, Mali, Mauritius, Morocco, Mozambique, Namibia, Nigeria, Senegal,
South Africa, Tanzania, Tunisia, Uganda, Zambia and Zimbabwe.
Source: Based on Appendix Table 21.
http://dx.doi.org/10.1787/217725660146

12. According to Human Security Centre (2006), Human Security Brief 2006. Note that some countries have more than one conflict.
13. Heidelberg Institute for International Conflict Research (2006), Conflict Barometer 2006.
14. According to Conflict Barometer a conflict is “the clashing of interests (positional differences) over national values of some duration
and magnitude between at least two parties (organised groups, states, groups of states, organisations) that are determined to pursue
their interests and win their cases. A conflict is considered to be a severe crisis if violent force is repeatedly used in an organised way.
A war is a type of violent conflict in which violent force is used with a certain continuity in an organised and systematic way. The conflict
parties exercise extensive measures, depending on the situation. The extent of destruction is massive and of long duration”.
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three conflicts ending in 2005, and three new ones
emerging in 2006. No conflict ended in 2006. Of these
74 conflicts, two were wars (Somalia and Sudan) and
13 were severe crises. Thus, 15 were characterised by a
high level of violence, compared to nine in 2005. This
increase was largely due to the re-emergence of regional
conflicts. Besides the Darfour crises, the Horn of Africa
showed ominous signs of breakdown, with Somalia
experiencing all-out civil war, Eritrea arming the Union
of Islamic Courts, and Ethiopian troops entering Somalia
to restore the transitional federal government.

The Political Stance

In 2002, the Durban Summit of the African Union
endorsed the establishment of the African Standby
Force (ASF) as one of the cornerstones of a new African
security edifice. Phase two of ASF force development
has begun and will run until June 2010. During this
time, AU protocols state that the force will develop the
capacity to manage complex peacekeeping operations,
while the five regions will continue to develop the
capacity of their own forces. Progress is more advanced

In 2006, there was no improvement in the indicator
of political hardening (as defined in the statistical
annexes to this volume), as the sharp deterioration in
the political climate in a few countries offset the smaller
improvements in many others. A hardening of the
political stance has been provoked by the outburst of
new conflicts (such as in Chad), by the slow progress
in resolving ongoing crisis (such as Côte d’Ivoire),
sometimes by the holding of elections (such as in

with the Western African Standby Brigade, building
on the peacekeeping experience gained by the
ECOMOG force in Sierra Leone, Liberia, and Côte
d’Ivoire. The European Union has extended $330 million
in aid to the force, which is also benefiting from the
Global Peace Operations Initiative (GPOI), a
multilateral, five-year programme led by the United
States to train and equip 75 000 peacekeeping troops,
a majority of them African, by 2010.

45
Figure 9 - Political Hardening in Africa, 1996-2006
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Note: the indicator has been calculated on the basis of 25 countries: Algeria, Botswana, Burkina Faso, Cameroon, Chad, Côte
d’Ivoire, Egypt, Equatorial Guinea, Ethiopia, Gabon, Ghana, Kenya, Mali, Mauritius, Morocco, Mozambique, Namibia, Nigeria, Senegal,
South Africa, Tanzania, Tunisia, Uganda, Zambia and Zimbabwe.
Source: Based on Appendix Table 23.
http://dx.doi.org/10.1787/488128413665
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RDC). In Guinea, a series of strikes that started towards
the end of 2006 provoked a harsh response from the
government in early 2007. The repressive means used

by the authorities caused the deaths of many civilians
who were demonstrating for the resignation of the
president, and raised concerns that the violence might

Table 6 - Political Governance Indexes for African Countries, 2005 and 2006
Country
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Algeria
Angola
Benin
Botswana
Burkina Faso
Burundi
Cameroon
Central A Rep.
Chad
Congo Rep. of
Congo, Dem. Rep.
Côte d’Ivoire
Djibouti
Egypt
Equatorial Guinea
Eritrea
Ethiopia
Gabon
Gambia
Ghana
Guinea
Guinea-Bissau
Kenya
Lesotho
Liberia
Libya
Madagascar
Malawi
Mali
Mauritania
Mauritius
Morocco
Mozambique
Namibia
Niger
Nigeria
Rwanda
São Tomé and Principe
Senegal
Seychelles
Sierra Leone
Somalia
South Africa
Sudan
Swaziland
Tanzania
Togo
Tunisia
Uganda
Zambia
Zimbabwe

Political Rights and
Change from
Civil Liberties 2006 (ranking) 2005 (value)
148=
148=
64=
64=
118=
111=
169=
130=
148=
140=
169=
169=
140=
148=
176=
176=
140=
140=
130=
52=
148=
111=
90=
80=
111=
185=
90=
118=
64=
140=
1=
130=
111=
64=
90=
118=
148=
64=
80=
90=
111=
176=
52=
185=
169=
111=
148=
148=
130=
118=
176=

0
0
0
0
-0.5
-1
0
-1
0
0.5
0
0
0
0
0
0
0
0.5
0.5
-0.5
0
-0.5
0
0
-0.5
0
0
0
0
-0.5
0
0
0
-0.5
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

Press Freedom
2006 (ranking)

Change from
2005 (value)

126
91
23
53
70
125
112
62
124
73
142
n/a
121
133
n/a
166
160
114
149
34
109
n/a
118
n/a
84
152
66
n/a
n/a
77
n/a
97
n/a
26
95
120
n/a

-0.33
3.5
0
-1
-3
16.83
7.75
-5.25
5.5
0
-6.33
-27.25
-4
-5.75
4
-2.25
33
2.5
13
-6.5
-1.5
-2.5
0.25
-3.5
-1.5
-26.25
-9.5
2.75
1
-22.5
0.5
-11.34
1
0.5
11.5
-6.52
3

n/a
n/a
n/a
n/a
44
139
127
88
n/a
148
116
n/a
140

-1.5
7.5
-13.5
-7.75
4.75
4.13
5.5
2.32
-8.75
-3.75
10.58
-0.5
-14.25

Source: Freedom House and Reporters sans frontières.
http://dx.doi.org/10.1787/611133186550
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escalate. Developments in Nigeria have, however, been
more positive. Some hardening of the political climate
with the approach of presidential elections in 2007
notwithstanding, the Senate refusal to modify the
constitution and, thus, preventing the incumbent
president from being re-elected for the third time, is a
sign of consolidation of parliamentary democracy.

including in Uganda, where no such polls had taken place
since 1986 and where the incumbent president was reelected with 59.28 per cent of votes. Finally, in Côte
d’Ivoire, where the situation remains extremely volatile,
the conduct of new presidential elections – already
postponed from December 2005 to October 2006 – is
now planned for October 2007.

The political freedom index from Freedom House
is based on measures of several components of political
freedom such as free and fair elections; honest tabulation
of ballots; the extent to which citizens are free to
organise in different political parties or other political
groupings of their choice; whether there is a significant
vote for the opposition and a realistic possibility to
gain power through elections; self-determination, and
freedom from any kind of domination; reasonable selfdetermination for cultural, ethnic, religious and other
minority groups; and the extent to which political
power is decentralised.

Africans rate the quality of their elections relatively
highly. These major achievements notwithstanding,
however, the ability of elections to provide voters with
either a real voice in government, or an effective means
for enforcing accountability on their representatives,
remains much less certain. In addition, while the state
enjoys a considerable degree of legitimacy, and there
is solid support for protection of individual freedoms
and enforcement of the rule of law, there is also a
sizeable and durable minority that appears willing to
compromise on these safeguards, either to protect the
state, or to “get things done”. It appears that the public
recognises the need for citizens to be more critical of
the state in principle, but does not always find itself
able to fulfil this duty in practice15.

Progress towards Democracy
The transition to competitive, multiparty politics
continued in African countries during 2006. Almost
59 million Africans participated in the presidential
elections held in ten African countries in 2006 (67.3 per
cent turnout rate). The incumbent head of state was reelected in nine cases, with margins ranging from 67 per
cent in the Gambia to 42 per cent in Zambia. In Senegal,
in the aftermath of a tense electoral campaign, Abdoulaye
Wade was re-elected in February 2007. The most
convincing victory was in Benin, where a new president
was elected with a 73 per cent second-round majority.
An historical achievement was the first free and fair
elections held in the DRC in 40 years in July 2006.
Despite accusations by Vice President Jean-Pierre Bemba,
one of the candidates, that President Joseph Kabila had
tampered with the first-round results, and the eruption
of violence in Kinshasa, the process ultimately succeeded.
Moreover, seven countries organised multiparty elections,

Corruption
Much has been said about corruption in Africa.
Transparency International data indicate that out of 42
African countries for which the 2006 CPI perception
index is available, only Botswana is listed in the world’s
top quartile, 11 countries are in the second, 14 are in
the third, and 15 in the lowest. Making comparisons
from one year to another is problematic. Nonetheless,
to the extent that changes can be traced back to
individual sources, Seychelles and Tunisia are noteworthy
examples of deteriorations between 2005 and 2006,
while improvements were recorded for Algeria and
Mauritius. More broadly, Africans themselves say they
perceive less official corruption today than six years ago.
This result runs counter to the popular wisdom that
corruption in Africa is entrenched and worsening16.

15. Carolyn Logan, Tetsuya Fujiwara and Virginia Parish (2006), “Citizens And The State In Africa: New Results From Afrobarometer Round
3”, Afrobarometer Network, Working Paper No. 61.
16. Bratton, Michael and Wonbin Cho (2006), “Where is Africa Going? Views From Below. A Compendium of Trends in Public Opinion in
12 African Countries 1999-2006”, Afrobarometer Network, Working Paper, No. 60.
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Table 7 - Elections in Africa, 2006-07
2006

2007

Presidential (5 and 19 March)

Parliamentary (May)
Presidential and parliamentary,
(to be confirmed)
Parliamentary (25 March)

Algeria
Angola
Benin
Botswana
Burkina Faso
Burundi
Cameroon
Cape Verde
Central African Republic
Chad
Congo
Congo, Dem. Rep.

48

Côte d’Ivoire
Djibouti
Egypt
Ethiopia
Gabon
Gambia
Ghana
Guinea
Guinea-Bissau
Kenya
Lesotho
Liberia
Madagascar
Mali
Mauritania
Mauritius
Morocco
Mozambique
Nigeria
Rwanda
São Tomé and Principe

Parliamentary (May)
Parliamentary (June)
Parliamentary (22 January) and
presidential (12 February)
Presidential (3 May)

Parliamentary (April)
Parliamentary (May)

Presidential (30 July and 29 October 29)
and parliamentary (30 July)

Presidential (November)
Parliamentary (17 December)
Presidential (22 September)

Parliamentary (25 January)

Presidential (December)
Parliamentary (17 February)
Presidential (3 December)

Referendum (25 June) and parliamentary
(19 November and 3 December)

Parliamentary (September)
Presidential and parliamentary (21 April)
Parliamentary (26 March)
and presidential (30 July)

Senegal
Seychelles
Sierra Leone
South Africa
Tanzania
Togo
Tunisia
Uganda
Zambia
Zimbabwe

Parliamentary
Presidential (29 April and 13 May)
and parliamentary (1 and 29 July)
Parliamentary (21 January)
and presidential (11 March)

Presidential and parliamentary
(25 February)
Parliamentary (November)
Presidential and parliamentary (28 July)

Presidential (July 28)

Parliamentary (24 June)
Presidential and parliamentary (23 February)
Presidential and parliamentary (28 September)

Source: www.electionguide.org and http://africanelections.tripod.com/
http://dx.doi.org/10.1787/131105245444

The African Peer Review Mechanism (APRM),
launched in July 2002 in the framework of the NEPAD,
constitutes an opportunity for African countries and
African Economic Outlook

their leaders to show their commitment to improving
economic and political governance. In September 2006,
a declaration to accede was received from São Tomé and
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Principe, bringing to 26 the number of participating
members. Although half of them (13) have already
launched the process, the country review reports have
been finalised for four of them (Ghana, Kenya, Rwanda
and South Africa), and the draft report on Mauritius
has been completed. To date, Ghana and Kenya have

achieved stage five, with the country report and
programme of action having being published.
In 2006, unfortunately, no new country deposited
its ratification of the African Union Convention on
Preventing and Combating Corruption, adopted in

Table 8 - Corruption Perception Indexes (CPI) for African Countries,
2005 and 2006
Country

Global Rank 2006

CPI 2006

Global Rank 2005

CPI 2005

37
42
51
51
55
63
70
70
70
79
79
79
84
84
84
90
93
93
99
99
105
105
105
111
121
121
121
121
130
130
130
130
130
138
138
142
142
142
142
142
151
151
156
156
156
160

5.6
5.1
4.6
4.6
4.1
3.6
3.3
3.3
3.3
3.2
3.2
3.2
3.1
3.1
3.1
3.0
2.9
2.9
2.8
2.8
2.7
2.7
2.7
2.6
2.5
2.5
2.5
2.5
2.4
2.4
2.4
2.4
2.4
2.3
2.3
2.2
2.2
2.2
2.2
2.2
2.1
2.1
2.0
2.0
2.0
1.9

32
51
46
43
47
55
70
65
78
70
70
78
97
97
88
107
88
88
97
117
97
117
107
88
103
83
130
137
107
137
126
151
130
144
152
126
152
152
158
144
144
-

5.9
4.2
4.5
4.9
4.3
4.0
3.4
3.5
3.2
3.2
3.4
3.2
2.8
2.8
2.9
2.6
2.9
2.9
2.8
2.5
2.8
2.5
2.6
2.9
2.7
3.1
2.3
2.2
2.6
2.2
2.4
2.0
2.3
2.1
1.9
2.4
1.9
1.9
1.7
2.1
2.1
-

Botswana
Mauritius
South Africa
Tunisia
Namibia
Seychelles
Egypt
Ghana
Senegal
Burkina Faso
Lesotho
Morocco
Algeria
Madagascar
Mauritania
Gabon
Eritrea
Tanzania
Mali
Mozambique
Libya
Malawi
Uganda
Zambia
Benin
Gambia
Rwanda
Swaziland
Burundi
Central African Republic
Ethiopia
Togo
Zimbabwe
Cameroon
Niger
Angola
Congo, Rep
Kenya
Nigeria
Sierra Leone
Côte d’Ivoire
Equatorial Guinea
Chad
Congo, Dem. Rep.
Sudan
Guinea
Source: Transparency International.

http://dx.doi.org/10.1787/063811658136
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Table 9 - African Index of Economic Freedom for 2000-07

50

World
rank

Country

34
38
52
55
59
64
65
69
82
86
88
91
92
93
96
101
103
105
106
111
113
114
116
117
118
123
124
126
127
128
129
130
131
134
136
137
139
141
146
147
148
149
151
154
155

Mauritius
Botswana
South Africa
Namibia
Uganda
Swaziland
Madagascar
Tunisia
Kenya
Senegal
Cape Verde
Ghana
Zambia
Gambia, The
Morocco
Mozambique
Tanzania
Côte d’Ivoire
Malawi
Guinea
Burkina Faso
Benin
Ethiopia
Cameroon
Lesotho
Mali
Niger
Mauritania
Egypt
Equatorial Guinea
Gabon
Djibouti
Nigeria
Algeria
Rwanda
Central African Republic
Togo
Sierra Leone
Burundi
Chad
Guinea Bissau
Angola
Congo
Zimbabwe
Libya

Sub-Saharan Africa
North Africa

2007
Score

2006
Score

2005
Score

2004
Score

2003
Score

2002
Score

2001
Score

69.0
68.4
64.1
63.8
63.4
61.6
61.4
61.0
59.4
58.8
58.4
58.1
57.9
57.6
57.4
56.6
56.4
55.5
55.5
55.1
55.0
54.8
54.4
54.4
54.1
53.7
53.5
53.2
53.2
53.2
53.0
52.6
52.6
52.2
52.1
50.3
49.8
48.4
46.8
46.4
45.7
43.5
43.0
35.8
34.5

66.5
70.3
66.3
60.9
64.9
62.2
63.0
59.2
60.0
57.4
60.3
56.7
59.1
57.9
53.0
55.1
59.3
56.8
57.9
53.7
55.7
54.3
53.4
54.2
57.0
54.1
53.6
55.6
52.2
50.2
54.9
55.0
48.8
53.4
54.3
54.8
48.5
46.7
49.6
49.4
47.1
43.3
43.6
34.0
34.3

64.3
69.8
61.5
60.0
61.4
58.0
61.6
56.7
56.0
56.6
59.7
55.1
54.5
56.3
54.0
54.6
54.0
54.9
53.4
55.8
54.6
49.7
50.1
49.7
52.9
56.6
51.2
57.0
52.7
50.6
52.3
56.4
45.8
50.3
48.5
53.6
46.8
43.4
n.a.
48.7
41.2
n.a.
43.0
33.9
28.4

64.3
69.5
65.0
61.6
61.6
56.8
59.1
59.4
55.4
57.3
59.5
56.5
51.9
53.7
58.1
55.5
57.3
56.2
52.0
54.0
55.8
52.5
52.3
50.1
48.6
55.7
51.4
59.0
53.5
49.2
54.3
55.3
47.3
54.9
50.2
54.7
45.8
42.6
n.a.
49.8
39.3
n.a.
41.2
31.6
28.9

64.5
68.5
66.0
66.5
57.9
60.1
62.9
59.2
55.8
56.1
53.5
56.0
53.5
54.8
59.4
58.1
54.1
55.2
51.3
54.7
55.4
52.3
46.6
50.1
50.7
57.8
51.1
56.0
51.7
49.0
56.5
54.1
48.5
54.0
44.9
57.3
45.6
41.1
n.a.
49.3
40.0
n.a.
42.4
33.9
31.8

65.4
60.9
62.8
64.2
58.8
60.2
56.5
60.3
55.3
56.5
56.8
56.6
57.7
56.3
59.3
56.8
57.7
55.9
54.1
52.9
56.3
54.4
47.1
50.8
49.1
60.3
45.3
52.3
50.5
42.2
55.9
56.3
49.8
60.0
47.6
57.0
44.0
n.a.
n.a.
45.9
38.2
n.a.
40.9
33.9
31.7

66.7
62.7
60.6
63.7
61.2
63.7
54.0
60.8
55.8
58.4
56.2
61.7
57.4
54.1
63.7
55.7
55.7
53.8
52.3
56.2
53.9
58.3
48.6
50.8
52.3
60.6
47.2
48.9
48.7
44.7
54.7
57.0
52.3
55.2
44.9
n.a.
42.9
n.a.
n.a.
44.2
40.3
n.a.
42.2
37.0
32.2

54.7
51.7

55.2
50.4

53.5
48.4

53.5
51.0

53.5
51.2

53.3
52.4

53.6
52.1

Source: The Heritage Foundation/The Wall Street Journal, 2007 Index of Economic Freedom.
http://dx.doi.org/10.1787/451816350127
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2003, which remains four ratifications short of the 15
needed for it to enter into force. Fourteen African
countries are members of the EITI (Extractive Industry
Transparency Initiative).

Economic Governance
Economic freedom suffered a minor setback in
Africa (Table 9)17 according to the 2007 Index of
Economic Freedom published by the Heritage
Foundation and the Wall Street Journal. The 2007
index fell to 54.3 per cent, down slightly from the
54.6 per cent of the 2006 index. The decline in subSaharan Africa (-0.5 per cent) more than offset the
improvement in North Africa (+1.3 per cent). Even so,
the scores for both of these two years were higher than
those recorded in any of the earlier years for which the
index was compiled.
Of the 39 countries graded numerically in the 2007
Index, none is classified as a “free” or “mostly free”
economy. The bulk of countries—32 economies—
have freedom scores of 50–70 per cent. Seven are
“moderately free” (scores of 60–70 per cent) and 25 are

“mostly unfree” (scores of 50–60 per cent). Only 8
countries have “repressed economies” with scores below
50 per cent, although this represents 40 per cent of the
economies around the world which are classified as
such. Among specific economies during the past seven
years, the scores of 29 countries are now higher, and
the scores of 9 countries are worse.18 Thanks to reforms
to financial, monetary, and trade policies, Mauritius
surpassed Botswana as the region’s economically freest
country. Nigeria recorded the largest improvement,
graduating from repressed to “mostly unfree” status.
Zimbabwe continues to be the least free country in the
region and the gap vis-à-vis the second worse performer,
the Republic of Congo, widened further.

Access to Drinking Water and
Sanitation in Africa
Access to safe drinking water and sanitation is
essential to human health and well-being, and thus
the direct concern of two of the MDGs, but it also
contributes indirectly to achieving many of the other
MDGs. Unsafe drinking water and inadequate
sanitation cause illness and generates high health costs

Box 7 - Definitions
Access to safe drinking water is measured by the percentage of the population using improved drinking water sources. Similarly,
access to sanitary means of excreta disposal is measured by the percentage of the population using improved sanitation facilities. Improved
sanitation facilities are those more likely to ensure privacy and hygienic use. Improved drinking water technologies are those more likely
to provide safe drinking water than those characterised as unimproved.
Improved drinking water sources: Household connection / Public standpipe / Borehole / Protected dug well / Protected spring /
Rainwater collection
Unimproved drinking water sources: Unprotected well / Unprotected spring / Rivers or ponds / Vendor-provided water / Bottled
water / Tanker truck water
Improved sanitation facilities: Connection to a public sewer / Connection to a septic system / Pour-flush latrine / Simple pit
latrine / Ventilated improved pit latrine
Unimproved sanitation facilities: Public or shared latrine / Open pit latrine / Bucket latrine
Source: WHO/UNICEF Joint Monitoring Programme

17. Although the methodology used for measuring freedom was revised this year, previous scores were also revised to be consistent across
time.
18. The decline occurred in Central African Republic, Djibouti, Gabon, Ghana, Guinea, Malawi, Mali, Swaziland, and Zimbabwe
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with negative impacts on economic activity. Children
are particularly vulnerable to water scarcity and poor
quality. In the latest Human Development Report19,
the UNDP estimates that access to safe drinking water
would diminish the risk of diarrhoea by close to 70 per
cent in Ghana, and that improved sanitation would cut
the risk of infant mortality by 40 per cent in Uganda.
In water-scarce situations, women and girls also generally
bear the burden of carrying water long distances to
their homes and are as a result excluded from other
economic activities or education.
As discussed in an earlier section of this Overview
chapter, however, progress remains inadequate in relation
to needs and the likelihood of reaching the access
targets for drinking water and sanitation of 78 per cent

and 69 per cent, respectively, by 2015 is low. SubSaharan Africa has the lowest drinking water coverage
and the lowest sanitation coverage in the world, with
over 322 million people without access to safe drinking
water sources and 463 million without access to
improved sanitation. The deficit in sanitation remains
much larger than for water because efforts have been
less intense. However, if progress in access to water is
not matched with corresponding measures for sanitation
and effluent management, the volume of sewage
produced will proportionally increase with negative
consequences for human health and natural ecosystems.
Over the last 25 years water has become embedded
in the sustainable development agenda. Substantial
analysis has been conducted and many examples of

Box 8 - Milestones in the Building of an International Consensus
and African Responses to Water Development Challenges

52

1981-90 – UN International drinking water supply and sanitation decade
1992 – UN Conference on Environment and Development, Rio de Janeiro: set the stage for subsequent discussions on water.
1992 – International Conference on Water and the Environment, Dublin: four guiding principles on water
1996 – Formation of the Global Water Partnership to implement holistic approach to water, concretised in the concept of Integrated
Water Resource Management
1996 – Formation of the World Water Council, think tank on international water policy issues, leading organiser of the World Water
Forum held every 3 years
1997 – First World Water Forum, Marrakech
1997 – Formation of World Commission for Water in the 21rst century: A Water Secure World indicated that an additional annual $100 billion
investment in the water sector was required
2000 – Second World Water Forum, The Hague: Adoption of the African Water Vision for 2025
2001 – UN Millennium Declaration: setting of the water target of reducing by half the proportion of people without sustainable access
to adequate quantities of affordable and safe water
2001 – NEPAD and the Water and Sanitation Infrastructure Programme
2002 – Establishment of the African Ministers’ Council on Water (AMCOW) to provide political leadership, policy direction and
advocacy in the provision, use and management of water resources.
2002 – UN Conference on Finance of Development, Monterrey: new commitments on the part of
donors to raising official development assistance
2002 – UN World Summit on Sustainable Development, Johannesburg: MDG targets extended to sanitation and recognition of the
need for water storage and hydropower development.
2003 – Report of the World Panel on Financing Water Infrastructure (known as the Camdessus Panel)
2003 – Third World Water Forum, Kyoto
2004 – Establishment of the UN Secretary General’s Advisory Board on Water and Sanitation (UNSGAB)
2006 – Report of the task force on Financing Water for All (known as the Gurría Panel)
2006 – Fourth World Water Forum, Mexico
2006 – Human Development Report on Beyond Scarcity: Power, Poverty and the Global Water Crisis
2008 – UN International Year of Sanitation
2009 – Fifth World Water Forum, Istanbul

19. UNDP Human Development Report, 2006. Beyond scarcity: power, poverty and the global water crisis.
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good practice highlighted. Improvements are needed
in several key areas, notably in the management of the
water sector, the institutional set up, and strategic
policy setting. Government budgets and development
assistance have also been insufficient so far to cover the
investment needs. Insufficient financial discipline and
accountability combined with inadequate maintenance,
deficient billing and poor collection rates have prevented
the establishment of effective cost recovery mechanisms
by water utilities in most countries. The water and
sanitation sector has also been the infrastructure sector
least attractive to private investors. Ensuring adequate
financing remains a key challenge for improving water
and sanitation coverage.

I - Taking Stock of Resources and
Access
The minimum supply of safe water for domestic use
is commonly estimated by WHO at 20 litres per person
per day for drinking and personal hygiene. Factoring
in bathing, cooking and laundry brings the figure up

to around 50 litres per day. Domestic needs increase with
development; European households consume on average
about 200 litres per person per day, for example. In
turn, development has an ambivalent impact on
availability, both increasing the pressure on resources
through increased activity and facilitating the
development and implementation of new technologies
to exploit water better. However, in nearly all countries
there is more than enough fresh water available to meet
the needs of households for drinking water. The following
section gives an assessment of resource availability and
population access based on the latest available data by
FAO and the WHO/UNICEF Joint Monitoring
Programme (JMP). A word of caution is needed,
however, because the quality of data and especially
information regarding access remains problematic.
Nevertheless, the JMP data provide useful information
on global trends and as such are used in the section to
take stock of global progress. When calling on specific
examples, however, the following sections will refer to
alternative sources of information as appropriate such
as the AMCOW, AfDB, EUWI, UNDP, WSP and
UNDP MDG Country Status Reports.

Box 9 - The Quality of the JMP Data and Initiatives to Improve Information
and Comparability
Data collection and treatment in Africa is generally poor and in some cases distorted for political use. It is consequently difficult to
assess the progress made to extend coverage but also to draw comparison across countries. For example, in Angola the national UNICEF
MICS survey of 2001 estimated the percentage of population with access to safe water at 62 per cent. A later UNICEF estimate however
suggests that just 34 per cent of urban population has access to safe water, this figure rising to 39 per cent for rural areas. Since almost
70 per cent of Angolans are urbanised, it is unlikely that the national coverage could be higher than 35 per cent. Meanwhile, the joint
monitoring programme provides a global estimate of 53 per cent for 2004. Similarly, in Mozambique, current official figures report both
urban and rural water coverage rates of about 40 per cent. According to the latest household survey, however, rural water access is only
27 per cent while urban water access is much higher at 64 per cent.
The data collected by the Joint Monitoring Programme and meant to monitor the progress of countries towards the water related
MDGs, have been criticised for lack of accuracy. To help improve the monitoring, some donors have supported the development of
alternative figures based on wider consultation. Recently, AMCOW, the AfDB, the EUWI, UNDP, WSP and the UNDP20 have
collaborated with local sources to produce MDG Country Status Reports for 16 SSA countries (Benin, Burkina, DRC, Ethiopia, Ghana,
Kenya, Madagascar, Malawi, Mauritania, Mozambique, Niger, Rwanda, Senegal, Tanzania, Uganda and Zambia), assessing the probability
to achieve the MDGS for rural and urban areas respectively, not only looking at past trends in coverage extension, but also at investment
gaps and quality of institutional arrangement to ensure sustainability.

20. Getting Africa on Track to meet the MDGs on Water and Sanitation, a Status Review of Sixteen African Countries, 2006, a regional
initiative by AMCOW, AfDB, EUWI, WSP and UNDP
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1- Availability of Resource and Uses and
Perspectives for the Future
According to the FAO, some 14 870 m3/inhab/year
renewable water resources are available in Africa,
including internal and external resources at the national
level. These resources are considered overall abundant,
but are only marginally exploited under managed
conditions. One-third of countries experience some
pressure on their internal water resources as measured
by the volume of internal renewable water per capita

withdrawn annually. Over a quarter of the renewable
water used is imported from other countries. Water is
used primarily for agricultural purposes (68.4 per cent),
followed by households (24.1 per cent) and finally by
industry (7.5 per cent).
Water availability in Africa is characterised by
extreme variability (of rainfalls, rivers…). To cope
with this variability, important water conservation
and water storage measures are often needed. Water
resources in Africa are also very unequally distributed

Figure 10 - Renewable Water Per Capita (m3/inhab/year), 2003-07
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Source: Aquastat, FAO: www.fao.org/ag/agl/aglw/aquastat/main/indexfra.stm
http://dx.doi.org/10.1787/603581614167

Figure 11 - Water Uses in Africa, 2003-07
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Source: Aquastat, FAO: www.fao.org/ag/agl/aglw/aquastat/main/indexfra.stm
http://dx.doi.org/10.1787/006482437356
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among countries. Africa hosts both some of the driest
countries in the world (in Northern Africa), but also
some of the best endowed (in Central Africa). Egypt
and Libya receive very limited precipitation (some
51 and 56 mm/year respectively) and overall North
Africa receives less than 3 per cent of the total
precipitation of the continent. Central Africa, by
contrast, receives 37 per cent of the total precipitation
while accounting for only 20 per cent of land. DRC
alone accounts for 23 per cent of internal renewable
water resources in Africa. Consequently, most northern
African countries experience stress on their water
resources: especially Egypt, but also Libya and Sudan.
For example, Egypt meets some 97 per cent of its
water resources with imports.
Availability evolves with climate change impact,
demographic pressure and economic development. In
2003-07, some nine countries are estimated to face
water-scarce conditions with less than 1000 m3 of
renewable water resources per capita per year and eight
others have to deal with water-stress conditions with
less than 1700 m3/cap/year. According to a study by
UNEP21 up to 25 African countries could be subject
to water stress or water scarcity by 2025, the most
severe cases arising in northern Africa. As water becomes
relatively scarce, its use as an input in agriculture and
industry needs to be progressively re-directed toward
activities with high value-added per m3 of water used,
and demand management for household use becomes
more important as well. Tunisia manages to provide
nearly universal access to drinking water and sanitation
for its citizens despite having a resource endowment
of less than 500 m3 of water per person per year.

Africa extracts only a marginal portion of its water
resources compared to the rest of the world and has the
lowest water storage capacity. Northern Africa and
southern Africa however constitute exceptions. In South
Africa, no fewer than 458 dams were commissioned
between 1950 and 2000, initially for irrigation purposes
and then shifted towards the provision of drinking
water. With demand growing, South Africa faces a
serious risk of shortages by 2020. In order to meet the
challenge, the country is investing both in water use
efficiency programmes (especially in the domestic and
agricultural sectors) and in alternative sources such as
re-use of water, desalination and development of further
water-resource infrastructure. The municipally of
Windhoek, in Namibia provides a successful example
of use of unconventional sources of additional water.
Windhoek was one of the first cities in the world to
introduce direct recycling of effluent for drinking
purposes. Extensive water quality monitoring
programmes are in place to ensure an appropriate
standard of water quality after each treatment process
and of the final water supply.
Water availability and quality are further affected by
industrial pollution, poor sanitation and sewage practices.
In Congo, only 68 per cent of water samples provided
by the Société Nationale des Eaux are estimated to comply
with the standard for good quality. Inefficient land use
and agricultural practices (use of fertilisers and pesticides)
also contribute to worsen the problem. In Ghana, for
instance, pollution is considered the most serious threat
to the sustainability of water resources. Pollution issues
are also serious in South Africa, where agriculture, mining
and energy sectors are key drivers of activity.

Box 10 - Increasing Available Supply in Tunisia
The country’s available water supply rose from 2.6 billion m3 in 1990 to 4.1 billion in 2005 and 11 major dams and 50 hill dams
are to be built in the next few years to increase it further. Demand still exceeds supply however and the government is trying to bridge
the gap by using treated sewage for agriculture, reusing drainage water and developing water-saving methods to prevent leakage between
production and use and to avoid waste by consumers. The authorities are steadily upgrading supply lines and distribution networks,
making taps and toilet-flushes more economical, educating major consumers such as hotels and companies and introducing sliding rates
that rise with consumption.
Source: see country notes in the body of the report.

21. UNEP, 2000. Global Environment Outlook: http://www.unep.org/Geo2000/english/0056.htm
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However, wastage is certainly taking the greatest toll
on availability. In most African cities over 50 per cent
of the water supply is wasted or unaccounted for. A
review of the water balance situation in Botswana
reveals that on average, more than 46 per cent of it is
wasted though leakage, lack of demand management
programmes and inefficient water use. In Mauritius,
47 per cent of water consumption is unaccounted for,
including 35 per cent due to pilferage and 7 per cent
due to leakages as a result of old pipes (more than 50
years old). Unaccounted-for water also reaches 50 per
cent in the cities of Cairo and Alexandria and 40 per
cent in Algeria. Thus, addressing water conservation,
demand management and efficiency of use could result
in significant savings. Demand-side management
programmes are becoming increasingly common since
they represent a low-cost alternative to capacity
development. They usually involve control measures
(in particular restrictions on certain uses of water,
rationing and supply intermittence), use of pricing to
rationalise demand, incentives to use water saving
devices, public campaigns to promote conservation
and close control of distribution system to detect
leakages.
In an effort to ensure a sustainable demand of water
in a context of scarcity, the municipality of Windhoek
introduced water demand management in 1994. The
strategy concentrates on changing consumer habits by
increasing public awareness on the importance of water
saving and the implementation of block tariff system
with a steeply rising water cost with increasing
consumption. Some other measures include the
reduction of residential plot sizes, implementation of
legislation to address water conservation in Windhoek,
improved maintenance and technical measures to reduce
leaks. In 2006, unaccounted-for water fell to 10.3 per
cent, well below the African average and a very good
performance by international standards (for reference
unaccounted-for water reaches some 10-15 per cent in
the United States and Canada and 15-20 per cent is
considered good practice).

2- Access to Drinking Water22
Most countries in Africa are making insufficient
progress towards achieving the water and sanitation
MDGs, as underscored by the WHO/UNICEF Joint
Monitoring Programme. In sub-Saharan Africa (SSA)
only 56 per cent of the population are served with
improved water and 322 million people are without
access to improved drinking water. Despite a
7 percentage point improvement between 1990 and
2004 in drinking-water coverage, the population has
grown even faster with the result that the absolute
number of unserved people has increased by about
60 million over the same period. Moreover, this number
is expected to increase by an additional 47 million by
2015. Although 10 million people have been provided
improved drinking water annually over 1990-2004,
this number would need to triple in order for SSA to
reach the water MDG by 2015.
Northern Africa presents a very different picture.
The level of access is, with Latin America, the highest
in the developing world at 91 per cent of the population
and the number of people without access to improved
water is expected to decrease further by one million by
2015. The region still remains slightly off track to
achieve the water MDG for the region which is 95 per
cent of total population. Within northern Africa,
Tunisia has already achieved the water-related MDG
and virtually all urban dwellers are connected to drinking
water (some 98.5 per cent through home connections).
Within SSA, Mauritius is a notable exception,
having advanced well beyond the MDG goals for
drinking water and sanitation. More than 99.6 per
cent of Mauritians have access to water while 99.9 per
cent of the population has access to improved sanitation
services in both the urban and rural areas. In the 10
years after the end of apartheid, South Africa has also
managed to increase access to safe water dramatically:
a total of 21.4 million people have been provided with
access to an improved water source since 1994, reducing

22. Country data are available in the statistical annexes.
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the percentage of people with no access from 39.9 to
7 per cent. In line with this active policy the Department
of Water Affairs and Forestry in 2003 established a
target of universal access to water by 2008, well above
the requirements of the MDGs (80 per cent of access
by 2015), which is likely to be reached by the end of
the decade.
However, most African countries remain off-track
and some are even receding. Among key obstacles to
sustainable increase in access, war is exacting a heavy
toll on water and sanitation infrastructure. In Côte
d’Ivoire for instance, the political crisis is leading to poor
maintenance of the water network and explains the
high percentage of deficient systems (60 per cent). In
DRC, the war has led to a drop in access to drinking
water from 37 per cent of the population in 1990 to
22 per cent in 2004. In Northern Uganda, civil conflict
constitutes a major hindrance to effective water and
sanitation services development. Even when existing and
not threatened by wars, water infrastructures in SSA
are usually aging and badly maintained leading to large
unaccounted for water and low quality of water.
Of course, conditions differ greatly, depending on
whether people live in major cities, in small towns, in
peri-urban areas or in rural areas. In general, coverage
in urban areas is far ahead of that in rural areas where
women and children often need to travel long distances
carrying heavy containers of water. However, most of
the population growth currently occurs in urban and
peri-urban areas, putting great pressure on existing
infrastructure and posing tremendous health risk. The
UN Population Division estimates that urban
population in Africa grows by some 15 to 20 per cent
every five years, amounting to a doubling between
2005 and 2030 (from 360 million to some 783 million
people)23. So if the rural population is certainly the most
deprived, people in informal settlements in peri-urban
areas are the most exposed to the consequences of
deficient networks. Within countries, the situation
also differs across different provinces. In Angola, for
instance, the huge provincial inequalities are due to the
extent to which different areas were affected by the

war, to the presence of national and international
NGOs, and to the different management models chosen
by each province in a context of incomplete
decentralisation. In Mali, regional inequality is high,
with the isolated, low population density regions facing
great difficulties in maintaining water facilities.
Between 1990 and 2004, some 62 million people
gained access to safe water supplies in rural areas of subSaharan Africa (corresponding to an increase in coverage
of 6 per cent) and a further 12 million people in North
Africa (a 4 per cent increase in coverage). By contrast,
high migration from rural to urban areas, combined
with demographic pressure led to a mere 1 per cent
increase in coverage for the urban population in North
Africa and even to a 2 per cent decrease in sub-Saharan
Africa. As a result, urban water coverage in Nigeria,
Algeria and Mozambique declined by over 10 percentage
point between 1990 and 2004.
There are nonetheless encouraging examples. On
current trends, Uganda is on course to achieve the
MDG target on access to water supply in urban areas.
In 2005/06, the government completed the construction
of 6 water systems, and construction of water systems
is in progress in another 13 towns. In the large towns
operated by the National Water and Sewerage
Corporation (NWSC), service coverage improved from
67 per cent in June 2005 to 70 per cent in June 2006
and new water connections increased from
approximately 22 000 in the 2004/05 financial year to
about 28 000 in 2005/06 due to a new customerfriendly connection policy. This growth trend is expected
to continue thanks to the emphasis being put on service
to the urban poor with the support of an OutputBased Aid programme of the World Bank. Benin has
improved considerably its rural sub-sector by putting
in place a coherent strategy and programmatic approach
that for instance ensures that sufficient funding is
channelled to rural communities bringing the MDG
target for access to drinking water within reach.
Even if the MDGs were to be reached by 2015, the
backlog of unserved people will remain substantial. It

23. Source: www.esa.un.org/unpp/
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is estimated by the Joint Monitoring Programme that
some 243 million people in Africa will be without
access to drinking water (among whom 234 million
located in sub-Saharan Africa) and 348 million without
access to sanitation (317 million in sub-Saharan Africa).
3- Access to Sanitation

58

The situation of sanitation in Africa is more dramatic
than water both in terms of the low level of access and
limited progress since 1990. In 2004, two out of three
people in SSA had no access to improved sanitation, with
the prospect of a further increase of 91 million people
without access to sanitation services by 2015. Very few
countries are on track to reach the MDG by 2015 and
if SSA were to reach the MDG some additional
35 million people would need to be provided with
access to improved sanitation annually compared with
the current rate of 7 million. Progress has been greater
in northern Africa, where coverage has increased by
12 percentage points between 1990 and 2004 to reach
75 per cent. The number of unserved people is also
expected to decrease by an additional 11 million by
2015. Thus, northern Africa appears to be broadly on
track to reach the 83 per cent sanitation target by 2015.
Rural sanitation coverage in SSA is half the urban
coverage, i.e. almost totally absent in most areas.
However, the negative consequences of insufficient
sanitation services are much more acute in slums because

of high population densities. High urban population
growth resulting from migration has led cities to grow
rapidly in a few decades. Consequently, existing facilities
have dramatically deteriorated where they existed and
infrastructure development has not kept pace with the
unplanned growth of informal peri-urban settlements.
Increasing population density associated with poor
sanitation habits (notably the flying toilets) have
contributed to deteriorating health conditions in these
settlements. A similar situation often prevails in the
refugee camps in many African countries.
Tanzania, however, demonstrates that progress is
indeed possible. There, access to some form of sanitation
is estimated at 90 per cent. The 2002 Census data
indicate that in Dar es Salaam only 1 per cent of
population had no toilet facility, while 83 per cent of
population had access to pit latrines and 14 per cent
of population had flush toilets. Most of the households
without access to some form of sanitation facilities are
in rural areas, where they account for 11 per cent of
the rural population. These figures are consistent among
several sources: the national census, the MDG Country
Status Report by AMCOW et al., and the country
status published by WaterAid. The quality of the facilities
has however been questioned and according to
AMCOW et al., a strict MDG definition would lower
the rate of coverage to about 50 per cent. However, it
would require only limited effort to upgrade the existing
facilities. These achievements did not happen over

Box 11 - Critical Situation of Sanitation in Chad
Except for some isolated projects, very few villages have improved traditional latrines, ventilated pit latrines or organised collection
of sewage or garbage and 88.5 per cent of households use the fields as toilets. Major village water projects do not always include sewerage,
which is fairly cheap but needs training and familiarisation of local people.
None of the country’s towns and cities have functioning systems for disposal or treatment of sewage, garbage and solid waste and
very few for rainwater. Those that do exist are antiquated. In February 1997, only N’Djamena, Moundou, Sarh and Abeche had urban
maps showing housing zones, transport networks and rainwater drainage facilities.
Hospitals and clinics have no established infrastructure or official ways of handling and disposing of biomedical waste, which often
ends up in the streets where it can be picked up by children and reused. Hospital sewage is similarly dumped untreated and can be reused.
In 2000, there was no regulation or standards applying to industrial waste and nearly all industries dumped their liquid effluent untreated
into waterways.
Source: see country notes in the body of the report.
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night. An active government policy aimed at ensuring
a latrine for all households was initiated more than 30
years ago, in 1973, based on the “Mtu ni Afya”
programme (You are your health). Efforts to raise
awareness in households have been continuous, and
hygiene and sanitation programmes continue to be
well financed in government budgets.

II- Improving Management and
Shifting the Focus to Sanitation –
the Key Challenges
The above assessment clearly highlights the need
for improvement in the water sector in the countries
that have been lagging behind: improving institutions

Table 10 - Sustainability Scorecard (scores range from 0-100 per cent)
Countries

Rural
Water

Urban
Water

Rural
Sanitation

Urban
Sanitation

Overall
sector

BENIN

Institutional
Financial

67
73

74
51

78
54

76
54

76
91

BURKINA FASO

Institutional
Financial

70
57

47
40

69
30

34
13

45
82

DRC

Institutional
Financial

23
16

50
57

86
44

22
17

32
36

ETHIOPIA

Institutional
Financial

70
57

47
40

69
30

34
13

46
82

GHANA

Institutional
Financial

80
50

75
71

56
50

70
17

68
50

KENYA

Institutional
Financial

55
43

50
36

31
10

23
32

55
50

MADAGASCAR

Institutional
Financial

32
44

50
32

23
0

23
33

8
44

MALAWI

Institutional
Financial

40
28

31
36

6
10

18
8

27
12

MAURITANIA

Institutional
Financial

45
27

31
37

16
26

12
0

4
34

MOZAMBIQUE

Institutional
Financial

39
25

56
70

26
24

28
12

41
47

NIGER

Institutional
Financial

75
25

60
50

35
5

23
5

45
15

RWANDA

Institutional
Financial

75
25

60
50

35
5

25
5

45
15

SENEGAL

Institutional
Financial

75
57

81
86

50
40

59
58

86
75

UGANDA

Institutional
Financial

80
57

65
74

67
50

52
25

80
57

ZAMBIA

Institutional
Financial

47
53

74
32

43
31

32
34

63
42

All 15 countries

Total
Institutional
Financial

50.2
58.2
42.5

54.5
56.7
50.8

36.8
46.0
27.3

28.4
35.4
21.7

48.7
48.1
48.8

Source: Getting Africa on track to meet the MDGs on water and sanitation, a Status Review of Sixteen African Countries, 2006, Report on
a regional initiative by AMCOW, AfDB, EUWI, WSP and UNDP
http://dx.doi.org/10.1787/475735215038
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in both rural and urban areas and most notably
remedying the deficiencies of the sanitation sector.
Moving forward requires ambitious reforms in
institutions, legal frameworks, and policies in order
to change the structure of incentives. This is possible
in an African context as shown by the box on Senegal.
Progress also requires supporting these strategies with
adequate resources for their implementation. Table 10
ranks the institutional and financial sustainability
of sector strategies for 15 countries by means of a
scorecard system developed by AMCOW, AfDB,
EUWI, WSP and UNDP. It clearly shows that
sanitation is the sector for which improvements are
the least sustainable based on current strategies, the
worst case being the financial sustainability of urban
sanitation.
1- Implementing Integrated Water
Resource Management (IWRM)

60

Responsibility for water management is often split
among different government ministries, between
regional and local authorities as well as the private
sector, NGOs and donors which makes it difficult to
develop a coherent strategic approach to the sector.
Drinking water is also a basic need, but water is often

a scarce resource with several other competing uses:
hydropower generation, irrigation, and industrial.
Consequently, there is a need for a comprehensive and
integrated approach to ensure the sustainability of
expanding simultaneously access to drinking water and
sanitation while facilitating economic growth and
meeting ecosystem needs24.
The principles of a holistic approach to water were
established in 1992 at the International Conference on
Water and the Environment in Dublin and at the
United Nations Conference on Environment and
Development held in Rio de Janeiro. They led in 1996
to the creation of the Global Water Partnership whose
mission is to “support countries in the sustainable
management of their water resources”. In 2002, the plan
of implementation of the Johannesburg World Summit
on Sustainable Development aimed at stimulating the
adoption of IWRM by calling all countries to develop
integrated water resources management and water
efficiency plans by 2005.
IWRM is at various stages of implementation in most
African countries. In the table 38 countries are classified
in 3 categories, based on a survey conducted by GWP
in late 2005: i) 5 countries have plans incorporating the

Box 12 - The Successful Reform of Senegal’s Urban Water System
The grave financial crisis at the national water company SONEES (Societé National d’Exploitation des Eaux du Sénégal) caused by
excessively low rates and poor recovery of customer debts was the incentive for reform in 1995. This involved thorough reorganisation,
separating sanitation and drinking water supply and setting up a partnership between the government, a public water company, SONES
(Société Nationale des Eaux du Sénégal), and a private firm, SDE (Sénégalaise des Eaux). Development partners mostly provided the
funding for the new arrangement as part of clear sector policies – the Programme Sectoriel Eau (1995-2001) and its successor the Programme
Sectoriel Eau de Long Terme (2002-07). A new sector policy and an investment programme were drawn up in 2005 under the millennium
national drinking water and sanitation programme PEPAM (Programme national d’eau potable et d'assainissement du Millénaire). These
cover upgrading the network, providing connections for the poor and drafting a “second generation” of institutional reforms to meet the
sanitation needs of an expanding Dakar (including a new rates system that will raise more money to be spent on sanitation).
The 1995 reform law replaced SONEES by two bodies. The public firm SONES is franchised by the government and approves
three-year investment plans and supervises new investment, while the SDE is a private firm (part of the French group SAUR) operating
the network and selling its products under a leasing arrangement with the government and SONES, which also has a performance contract.
The leasing worked well and was renewed for five years in 2006, with the aim of balancing the books and improving drinking water
access for the very poor.
Source: see country notes in the body of the report.

24. See African Development Bank (2000), Policy for Integrated Water Resources Management.
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Box 13 - Defining IWRM
IWRM is a process that promotes the co-ordinated development and management of water, land and related resources, in order to
maximize the resultant economic and social welfare in an equitable manner without compromising the sustainability of vital ecosystems.
This approach promotes more co-ordinated development and management of land and water, surface water and groundwater, the river
basin and its adjacent coastal and marine environment, and upstream and downstream interests.
IWRM is also about reforming human systems to enable people to obtain sustainable and equitable benefits from those resources.
For policy making and planning, taking an IWRM approach requires that:
• Water development and management takes into account the various uses of water and the range of people’s water needs;
• Stakeholders are given a voice in water planning and management, with particular attention to securing the involvement of women
and the poor;
• Policies and priorities consider water resources implications, including the two-way relationship between macroeconomic policies
and water development, management, and use;
• Water-related decisions made at local and basin levels are along the lines of, or at least do not conflict with, the achievement of
broader national objectives; and
• Water planning and strategies are incorporated into broader social, economic, and environmental goals.
An IWRM approach focuses on three basic pillars that aim at avoiding a fragmented approach of water resources management:
• An enabling environment of suitable policies, strategies and legislation for sustainable water resources development and management
• Putting in place the institutional framework through which to put into practice the policies, strategies and legislation
• And setting up the management instruments required by these institutions to do their job.
Source: Global Water Partnership

61
IWRM principles in place or a process well underway
– level 1; ii) 21 countries are in the process of preparing
national strategies which require further work –
level 2; and iii) 12 countries are at a very early stage and
have not yet inserted IWRM principles in their national
policy and legal frameworks – level 3.
In the five countries highlighted by the GWP as
good performers the IWRM principles are part of the
main policy and legal frameworks, as well as in the
various official planning and development programmes
related to poverty reduction (PRSP for instance),
agriculture, energy and environment. Four out of the
five countries have put in place IWRM action plans:
Burkina in 2003, South Africa in 2004, Uganda in
1995 and Zimbabwe in 2001. Namibia does not have
a specific IWRM Action Plan but is implementing the
water policy through various programmes and basin
committees. The whole water-sector review process is
geared towards integrated water resources management.
All countries are characterised by strong participation
of all stakeholders from ministries to NGOs and strong
leadership at national level (usually by the main ministry
in charge: the Department of Water Affairs and Forestry
© AfDB/OECD 2007

in South Africa, the Water Resources Management
Department in Uganda, the Ministry for Water
Resources and Infrastructure Development in
Zimbabwe).
The experience of these good performers shows
that it takes time to integrate IWRM fully into local
management. Successful implementation crucially
hinges on institutional and human resources capacities.
Even in well-performing countries, such as Burkina,
limited capacities have slowed progress. Successful
development of a sound IWRM framework also requires
abandoning the supply-driven, top-down approaches,
in favour of greater stakeholder involvement. Finally,
where monitoring mechanisms are weak, progress is not
easily measured and corrective actions not easily
undertaken.
There is a need for strong national water policies
as a basis for legislation, strategic planning and
management. In many cases, unfortunately, policies
are poorly developed and little legislation exists. For
example, there is usually no clear institutional
responsibility for water quality management. Policy is
African Economic Outlook
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Table 11 - Status of National IWRM Planning in African Countries
Region

Northern Africa

Level 1

Level 2

Level 3

0

Egypt
Morocco
Tunisia
Mauritania
Sudan

Algeria
Libya

Total
respondents

7

Central Africa

0

Cameroon

Burundi
Central African Rep.
Chad
Congo
DRC
Rwanda

7

Eastern Africa

Uganda

Eritrea
Ethiopia
Kenya
Mauritius
Tanzania

Djibouti

7

Western Africa

Burkina Faso

Benin
Ghana
Mali
Nigeria
Senegal

Cape Verde

7

Southern Africa

Namibia
South Africa
Zimbabwe

Botswana
Malawi
Mozambique
Swaziland
Zambia

Angola
Lesotho

10

5

21

12

38

62

Total

Note: regional grouping follows AfDB classification.
Source: based on GWP, Setting the stage for change, second informal survey, February 2006.
http://dx.doi.org/10.1787/226346857718

Box 14 - Monitoring Water Quality in Uganda
In Uganda, the water and sanitation sector has mechanism for monitoring and evaluation. There are 70 surface water monitoring
stations, 16 groundwater water observation wells, 112 water quality sampling sites and 18 climatic stations. A water quality and pollution
control laboratory has been established and equipped. Also, a Quality Assurance system has been established, including audits and external
proficiency scheme to ensure performance to international standards; the process for obtaining accreditation of the laboratory is underway.
However, standards and guidelines for water quality management in Uganda remain eclectic. These include the National Standards for
Drinking (potable) Water, the World Health Organisation (WHO) guidelines on specific local conditions and water use habits, National
Effluent Standards for discharge of waste water into the environment, and a Provisional Water Quality Guideline for untreated rural
water supplies.
Source: see country notes in the body of the report.

needed to provide incentives for conservation, for
ensuring that planned expansion of water networks
takes into account sanitation and wastewater treatment,
and promote environmental protection. Policy making
African Economic Outlook

should be accompanied by strong monitoring tools so
as to assess the progress in implementing IWRM and
to identify the need for adopting corrective measures
if necessary. A good example is provided by Uganda.
© AfDB/OECD 2007
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Box 15 - Trans-boundary Water Management in Tanzania
Tanzania is an enlightening case where about 43 per cent of water resources are shared with other countries: Lake Victoria is shared
with Kenya and Uganda; Lake Tanganyika is shared with Burundi, Zambia and Republic of Congo; and Lake Malawi is shared with
Malawi and Mozambique. Also, water uses are diverse ranging from domestic, industry, agriculture and livestock, wildlife and hydropower
supply (that accounts for 80 per cent of installed electricity generation capacity). A strong mechanism for water resources management
is thus indispensable if conflicts among users within and between countries sharing the waters are to be avoided and ensure that the
resource is used sustainably for human development.
In August 2003 the Tanzania parliament ratified a protocol providing guidelines for the establishment of institutions to manage
common water resources in SADC countries. Tanzania’s Water Ministry in collaboration with countries sharing river Zambezi waters
are establishing a River Zambezi Commission that will manage sustainable use of the basin’s waters. Tanzania is also establishing a commission
in collaboration with Mozambique Water Ministry for overseeing sustainable use of Ruvuma Basin waters. During 2005/06 Tanzania
and other countries sharing water from the Nile continued to manage the use of water through the Nile Basin Initiative (NBI) which is
an interim institution established for this purpose. The process of establishing the permanent Nile Basin Commission is in its final stages,
including the required assessment of water use needs in the country. In collaboration with Kenya and Uganda, Tanzania continued with
implementation of the First Phase of the Lake Victoria Environmental Conservation Project. The project, initiated by the East African
Community, intends to assess the extent of pollution in lake waters and their sources in view of designing and implementing collective
measures.
Source: see country notes in the body of the report.

Co-operation at the regional level is also a key
element of IWRM. Africa has a unique water resource
endowment, with some 60 trans-boundary rivers, more
than in any other continent. Consequently, many
countries share river basins. For instance, ten countries
share the Nile river basin, nine share the Congo River
basin and nine others share the Niger River basin.

Some countries host all or parts of several river basins,
such as Guinea, riparian for fourteen basins, and
Mozambique, riparian for eight. This situation requires
strong regional co-operation to establish trans-boundary
mechanisms that can minimise the potential for conflict
by organising the sharing of resource, regulating their
uses, co-operating in infrastructure development, and

Box 16 - Managing the Different Actors through SWAP, the Case of Uganda
In Uganda, the NGO and private sectors are very active in diverse water and sanitation related activities alongside the public sector
service providers. Private-sector firms undertake design and construction in the water sector under contract to local and central
governments. They provide maintenance services to water users in rural and peri-urban areas, and they manage piped water services in
the majority of small towns with piped water.
NGOs and Community Based Organisations (CBOs) are active in the provision of water and sanitation services (construction of
facilities, community mobilisation, training of communities and local Governments, hygiene promotion as well as advocacy and lobbying).
In August 2006 the Uganda Water and Sanitation NGO Network (UWASNET) had a membership of 150 NGOs/CBOs implementing
projects in the sector. Between January and December 2005, NGOs served an estimated number of 113 420 people with new water
sources (protected springs, shallow wells, boreholes, gravity scheme taps and rainwater harvesting faculties). Some of them have
demonstrated their ability to innovate (e.g domestic roof water harvesting, biosand filters, and leverage of household investments). The
UWASNET secretariat is supported financially by the government and development partners. In 2005, 5 per cent of the DWSCG and
11 per cent of NGO funds were utilised for sanitation.
In order to co-ordinate the participation of all stakeholders in the sector, Uganda adopted a Sector Wide Approach to Planning
(SWAP) for the Water and Sanitation Sector in September 2002. SWAP is a mechanism whereby Government and development partners
support a single policy and expenditure programme using a common approach. The SWAP mechanism has resulted into a harmonised
sector-planning framework in which duplication of efforts by different stakeholders has been minimised.
Source: see country notes in the body of the report.
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co-ordinating measures to tackle pollution. Tanzania
provides a good example of co-operation in transboundary water management.
Beyond regional co-operation, all stakeholders
should be part of the IWRM dialogue. Their various
roles need to be clearly defined and strong co-ordination
mechanisms developed. The first step for managing
water resources is to clarify the most appropriate level
of decentralisation and the corresponding allocation of
functions. Central government should ensure that
activities are co-ordinated across the broad range of
actors. Uganda provides a good example in this regard.

64

Finally, there is a need for sound and autonomous
regulation to reap the benefits of partnerships in a
decentralised framework. Effective water resources
management requires separating the development and
regulatory aspects from water supply and sanitation
delivery functions. A service provider cannot at the
same time fulfil the regulatory or allocative functions
to decide among competing uses without giving rise to
conflicts of interest. Autonomous institutions should
carry out the regulatory functions. An example can be
seen in Zambia, which established an independent
water regulator in 1997, the National Water Supply
and Sanitation Council (NWASCO), which has since
developed regulatory tools and guidelines on service
provision, tariff negotiations and yearly reporting. In
particular, NWASCO has been instrumental in
strengthening the monitoring of access to water and
sanitation services through a close follow-up of the
commercial utilities activities. It carries out detailed

inspections of the service providers and provides capacity
building to ensure compliance with performance and
corporate governance. It also approves tariff adjustments.
In 2005, NWASCO put in place water quality guidelines
describing the types and frequency of water sampling
for routine water testing. The regulator also established
Water Watch Groups to resolve disputes between
consumers and providers. It includes a customers’
complaint handling procedure that encourages direct
resolution with the utilities. This mechanism also helps
to monitor service quality. In 2004/5 most complaints
concerned erratic supply, and some were addressing
sewerage overspill and water quality.
2- Strengthening Local Management
Decentralising responsibility and ownership, and
providing a choice of service levels to communities,
based on their ability and willingness to pay can
accelerate progress in expanding access. Communities
have a better understanding of local realities enabling
quick and realistic decision making. Consumer groups,
cooperatives, and professional associations have a key
role to play in water resources management: setting
development goals, participating in project
implementation, adapting technologies to local
conditions, and bridging gaps between public sector
and communities. Over the last two decades, central
governments have started devolving the responsibility
for providing water and sanitation services to local
bodies and the responsibility for oversight to local
authorities. There was an expectation that the water
departments would subsequently evolve into

Box 17 - Institutional Reforms
The design of the regulatory system is the most essential step in the process of reforming the water sector, especially in countries
that seek to delegate water services to private operators such as North African countries (see table 12). An independent regulatory agency
provides political stability and safe economic environment for both private and public water operators. Often countries create an
autonomous water regulatory agency. However, in the practice these agencies are rarely independent from governments and are thus not
very useful. The separation of roles – political, strategic, regulatory and operational – is also a condition of efficient management. Another
important reform is the corporatisation of local water operators: establishing legal and financial independence of water operators reduces
administrative burden and political interference. It guarantees the transparency of costs and financial flows. It also ensures a fair and
fruitful competition among water operators, public or private. In addition, countries can create River Organizations, which are funded
through users’ fees and aim to finance local water projects. Thus, part of the public responsibility is delegated to the regional level, which
is able to evaluate more precisely the needs. This system also reduces the fiscal and administrative burden of the central state. Without
creating Basin Agencies, the administrative burden can also be moderated by decentralising part of water policy to regions.
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Table 12 - Elements of Regulation in North African Countries

Presence of
regulatory agency

Algeria

Egypt

Morocco

Tunisia

Not yet but planned
in the 2005 water
law

Yes since 2004

No

No

Independence of
regulatory agency

No

Separation of
powers

Yes

Important political
interferences

Yes

Some political
interferences

Corporatisation of
local operators

Possible since 2005

No

Possible since 2002

No

Basin organisations

No

No

Yes since 1997

No

Decentralisation

Decentralised

Highly centralised

Decentralised

Centralised

Decentralisation
process planned
Source: Perard, E (2007), Private Sector Participation and Regulatory Reform in Water Supply: the MEDA Experience, mimeo, OECD
Development Centre, Paris.
http://dx.doi.org/10.1787/037063805755
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autonomous commercial entities, able to generate
sufficient revenue to cover at least their operation and
maintenance costs. However, although decentralisation
is included in most countries’ institutional reform
packages, local authorities do not always have sufficient
management capacity to discharge their new
responsibilities.
Angola, for instance, established an ambitious
decentralisation plan, but it was only partially
implemented, with a number of local units existing only
on paper or not officially recognised by the central
government. The budget also remains mostly centralised,
with central and provincial governments responsible for
allocating the funds to local authorities. Similarly, the 2002
Water Law foresees the creation of Empresas de Agua for
water treatment and distribution at provincial level by
2010. EPAL was created in Luanda, but only a few of
the smaller urban centres have so far followed suit.
Moreover, the regulatory framework attached to the 2002
Water law is still waiting for approval by the government.
In Zambia, the Water Supply and Sanitation Act
of 1997 delegated to the local authorities the
© AfDB/OECD 2007

responsibility to provide water and sanitation services
in their respective areas. Consequently 50 out of 72 local
authorities have established nine commercial water
utilities in urban areas, which are expected in the long
term, to be commercially viable. The commercial
utilities are responsible for service provision to 86 per
cent of the urban population; the remaining areas are
serviced either by 22 local authorities (13 per cent) or
private providers (1 per cent). Commercialisation has
been crucial to sustain improvement in service delivery.
Over the years, the commercial utilities have made
considerable progress in extending water supply coverage
(from 58 per cent in 2004/05 to 73 per cent in
2005/06), thanks to the support of the Devolution
Trust Fund (DTF) (a basket of co-operating partners’
funds which aims at assisting the providers to extend
the provision of services to the peri-urban poor). The
institutional framework for rural WSS, adopted by the
government in 2004, devolved authority to the local
authorities and communities, promoted community
management in order to ensure service sustainability,
and embodied the WASHE (Water, Sanitation and
Health Education) concept to promote awareness
regarding sanitation and environmental health.
African Economic Outlook
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Decentralisation is well advanced in Uganda. It
was first adopted because a combination of
mismanagement and reduced revenue collection had
led to unreliable services and deterioration of
infrastructure. Local Governments (Districts, Towns,
and Sub-Counties) were empowered by the Local
Governments Act (1997) to provide water services.
They receive grant funding from the central
government and were authorised to mobilise local
resources for implementing rural water and sanitation
sector programmes and to support small towns. Local
Governments also appoint and manage private
operators for urban schemes outside the jurisdiction
of the National Water and Sanitation Company.
However, a number of obstacles to further
developments in the WSS have been identified by
the various stakeholders: i) poor technical competence
in the water and sanitation fields at district levels;
ii) poor co-ordination of sector activities;
iii) inadequate capacity to handle the tendering,
contract procurement and management of privatesector implementation; iv) inadequate supervision,
monitoring and reporting capacity; and v) lack of
capacity at sub-county and lower levels which are
responsible for implementation. For example,

transparency now exists in the awarding of contracts
by central authorities in the Ministry of Water Lands
and Environment and/or National Water and Sewerage
Corporation through properly constituted Contracts
Committees. However, such transparency is rare in
the case of contracts awarded by district tender boards,
which lack capacity and qualified manpower, and are
thought to be susceptible to political influence from
local councillors.
To respond to the lack of capacities, some countries
have put in place interesting mechanisms, relying for
instance on public-public partnerships and the expertise
accumulated at central government to train subsovereign entities. The cross training of Umgeni by
TCTA in South Africa presents such an example,
where the South African government agency responsible
for the implementation and funding of bulk water
supply developments helped to build up treasury
capacity at the water service provider. Uganda also
presents an interesting case where the National Water
and Sewerage Corporation has partnered with the
Directorate of Water Development25 to train the local
private sector and local governments in management
and institutional development.

Box 18 - Cross-training of Umgeni by TCTA
(Trans-Caledon Tunnel Authority), the government agency responsible for the implementation
and funding of bulk water supply developments in South Africa
South Africa’s TCTA, a parastatal, was created in 1986 in order to “implement, operate and maintain the project works within South
Africa” according to the Treaty governing the Lesotho Highlands Water Project (LHWP). Because of its role in financing large-scale water
infrastructure, and its strong financial skills, TCTA was able to provide assistance to Umgeni Water, which operates under the direction
of the Ministry of Water Affairs and Forestry (DWAF). In 2001, TCTA assumed responsibility for treasury management services, with
a remit to strengthen Umgeni’s own capacity. By 2004, DWAF determined that TCTA had built sufficient capacity, and the handover
was completed in January 2005. Through this process Umgeni received sufficient training to perform treasury functions; in addition
training and financial modelling skills and computer programs were transferred, such as cash-flow projections, debt modelling, tariff
calculations, and other financial decision-making aids. TCTA remains a participant on Umgeni’s Water Finance Committee, and through
a service agreement, continues to provide assistance on issues relating to tariffs, funding and debt management, risk management,
formulating interest rate reviews, and other financial functions.
Source: Based on African Development Bank (2006), Studies on Financial Instruments to Facilitate Investment for Water Infrastructures, by
Rachel Cardone, based on TCTA website and discussion with Leslie Maasdorp, Chairman of the Board, TCTA.

25. The Directorate of Water Development is the government arm in charge of overall water-resource development and management and
is responsible for the provision of services to the rural areas and small towns under a decentralised management framework.
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3- Advancing Sanitation and Wastewater
Treatment to the Top of the Agenda
Progress in sanitation has been largely disappointing.
Neither has progress in improving access to drinking
water been accompanied by an adequate increase of
wastewater treatment capacities. Cholera and infant
diarrhoea continue to figure prominently among the
six main water-related diseases which afflict half of the
African population. Cholera outbreaks affected Luanda
and other large cities of Angola in 2006. In Zambia
some 7 615 cholera cases were reported between August
2005 and April 2006, most of them in Lusaka. In
Ghana, lack of access to clean water and sanitation
systems are estimated to contribute to some 70 per
cent of the burden of disease. In Madagascar, 60 per
cent of infant mortality is related to low water quality
and bad sanitation. Consequently, the World Health
Organisation estimates the economic benefits to Africa
of meeting the water and sanitation MDGs at about
$23 billion annually26, compared to an annual cost of
intervention of $2 billion.
Moreover, environmental sustainability will worsen
if the water supply target is achieved without
accompanying measures for sanitation and effluent
management. The volume of sewage produced will
increase proportionally, exacerbating its threat as a
main source of water pollution. Some sanitation
solutions adopted by households, such as septic tanks,
flush toilets and sewer connections without proper
treatment, can also cause water pollution. The excreta
disposal situation is also worsening in Africa because
on-site installations are multiplying but are not properly
emptied. Owners do not have the means or the
awareness to pay for mechanical emptying and prefer
to pay smaller fees for manual removal. On top of the
sanitary risk for the removers, manual removal usually
takes care only of the top layer and untreated waste is
often disposed of in open urban areas, inland waters
and the sea. Moreover, with rapid urbanisation, the
number of people per plot is increasing and the new
lands are often poorly drained and shallow. Pits fill

even faster and maintenance is becoming even more
critical. Safe water supplies can only be secured if the
water resources are protected from contamination by
untreated or inadequately treated, wastewater discharges.
In densely populated areas, increasing access to drinking
water can therefore only be safely achieved if the
sanitation situation is tackled simultaneously.
Sanitation does not receive the attention it warrants
for a variety of reasons. The costs might seem colossal
to governments pressed by stringent budget constraints
even though they are small compared to the health
and environmental costs of inaction. Also, the sanitation
system is highly segmented between the initial provision
of facilities, the removal and transport of waste and its
treatment, involving many different actors among
which partnerships rarely exist. This situation is usually
mirrored by a fragmented institutional framework
where responsibilities are divided among several different
state agencies. The current institutional framework for
wastewater management in Botswana, for instance,
comprises five departments responsible for some 11 Acts:
the Department of Waste Management and Pollution
Control, the local authorities, the Department of Water
Affairs, the Directorate of Public Service Management
and the Department of Local Government. Such
fragmentation results in low capacity to undertake
large projects, a lack of accountability, and excessively
high costs of service provision. There is also a risk that
sanitation facilities will be provided without ensuring
maintenance services. The complexity of handling these
issues leads governments to favour projects with more
immediate returns and this results in too little money
spent on sanitation compared to water. Change is
possible, however, as illustrated by the case of Senegal.
The difference between the costs of highly
engineered sanitation solutions and the amounts
considered affordable points to the need to adapt the
technologies employed to local conditions. In fact,
there is a range of potential technologies that can be
adapted to the needs of communities, such as ease of
maintenance, and entailing cost in line with their

26. Hutton and Haller (2004) Evaluation of the Costs and Benefits of Water and Sanitation Improvements at the Global Level, WHO, Geneva.

© AfDB/OECD 2007

African Economic Outlook

67

SYNTHESE2 gb 07:SYNTHESE2 gb 07

17/04/07

13:21

Page 68

Overview

Box 19 - Senegal’s Pro-Active Strategy
Things have moved very slowly in sanitation in Senegal, so the government has made the sub-sector a priority, giving it pride of
place in the PEPAM, creating a special ministry for it, drafting a sanitation law and spending more on investment.
The sector strategy is based on synergy of urban and rural water operations and the need to increase the execution capacity of the
national sanitation department ONAS (Office National de l’Assainissement) and the sanitation directorate (Direction de l’Assainissement),
especially to handle the scale changes in rural sanitation. The aim is reduce financial barriers to access by encouraging shared connections,
subsidising investment (semi-shared and independent) and strengthening monitoring and assessment methods.
Second-generation reforms in urban areas will update the law on public drinking water supply. A rates survey is being done and an
ONAS-government performance contract introduced to improve the financial situation of ONAS. Infrastructure is to be boosted with
92 400 shared connections, 800 km of sewerage and 135 100 autonomous networks. Access will be facilitated through the complementarity
between shared, semi-shared and autonomous sanitation, as well as by increasing the capacity for treating sewage and disposing of
drainage waste and by finding and introducing a viable way to fund management of rainwater.
The plan in the countryside focuses on meeting demand, through training and education. Growth of the private sector is encouraged
by local people carrying out the work. The plan aims to promote technical packages that are simple to construct and maintain (ventilated
latrines, hand-flushed toilets, washbasins and standard public lavatories). The programme plans to build 355 000 autonomous domestic
connections and 3 360 public lavatories.
Investment in sanitation infrastructure between 2006-15 is estimated at 220.6 billion CFA francs in urban areas and 103.5 billion
in the countryside, and for related work 15.8 billion in urban areas and 16.3 billion in rural areas.
Source: Based on the intervention of Adama Mbaye, Director, Direction de l’assainissement, ministère de la Prévention, de l’Hygiène publique
et de l’Assainissement, at the OECD/AfDB expert meeting on Access to Drinking Water and Sanitation, Paris, December 2006.
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willingness to pay. Beside the main sewerage network,
mini networks can be developed to cater for the needs
of densely populated settlements that are not connected
to the main sewer network, as shown by the experience
of Mali. In informal peri-urban settlements, the main
impediment to making these connections is often the
reluctance of the authorities to permit investments in
the sanitation infrastructure that could lead to legalising
the settlements.

In any case, with rapid urbanisation, and the
development of informal peri-urban settlements, the
prospects for connecting all households to sewerage
networks in the short term are slim. Thus, on-site
sanitation is often the only practical solution, as the
Building Partnerships for Development in Water and
Sanitation27 programme has found. Involvement of
communities in the construction of such facilities and
their maintenance (through user fees) has proved useful

Box 20 - Mini-sewers in Mali
The only areas connected to mains sewers are central Bamako (and its suburb of Koulouba), the industrial zone and a small part of
the town of Ségou. Mini-networks of small-diameter sewers have also been built in Bamako to serve about 12,000 people and as a suitable
way to manage sewage in a densely-populated urban area. The preferred solution is family-funded individual sanitation but the government
(through the state housing department, the Office Malien de l’Habitat) has invested 139 million CFA francs building mini-sewers in
the Bamako neighbourhoods of Bankoni and Baco Djicoroni, as well as building them in the towns of Djenné and Timbuktu. Microfinance
institutions, sanitation co-ops and consortia are involved in funding, managing and cost recovery. The big problem is still the very low
cost recovery rate (about 20 pour cent).
Source: see country notes in the body of the report.

27. Schaub-Jones, D., K. Eales and L. Tyers, 2006. Sanitation Partnership: Harnessing their Potential for Urban On-site Sanitation. Building
Partnerships for Development in Water and Sanitation, London.
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to promote political ownership. Local actions of NGOs
and community-based organisations (CBOs) are also
instrumental in influencing policy making. For example,
the coalition “Muungano wa Wanvijijihas” formed by
NGOs and CBOs operating in the area of Nairobi,
emerged to improve conditions of the slum dwellers
of Kibera. The coalition managed to lobby for the
destruction of some clusters for the development of
communal facilities, thereafter managed by the residents
under CBOs’ oversight. This shows that making progress
on sanitation requires both strong partnerships and
awareness raising.

flow of orders. The public sector can also take the lead
in co-ordinating demand. For example, the South
African municipality of Durban has chosen to overcome
the sporadic nature of demand by ensuring that pits are
emptied every five years according to a specific schedule
(regardless of volume), at no cost for the households.
In parallel, the city is supporting the professionalisation
of manual pit emptying operators, regulating their
activity to ensure safety and security (allowing work
only in daylight, requiring the use of appropriate material
and securing the chain of custody from emptying the
pits to the safe disposal of waste for treatment).

Partnerships can help overcome the fragmented
nature of sanitation by providing a platform for
discussion among the different actors. Partnerships can
also consist in creating intermediaries (typically CBOs)
between households and (private) service providers.
Such intermediaries can catalyse demand and thereby
help the local service providers to develop a more stable

The sanitation situation can also benefit from large
awareness campaigns about the risks arising from
untreated wastes, and also about the possibilities of
using properly treated human excreta as fertilisers.
Good examples of behaviour change can be found with
community level sanitation programmes such as the
AHEAD clubs in Zimbabwe.
69

Box 21 - Community Health Clubs in Zimbabwe
Community Health Clubs were first pioneered in Zimbabwe in 1995, in a small pilot project in Makoni District, with the objective
of creating demand for sanitation and rapid uptake of hygiene practices. From the start, the health clubs attracted a strong response from
the community with clubs of between 50 to 200 members. It was estimated that approximately 70 per cent of the members in each club
continued to attend the weekly health sessions for over six months. By 2001, there were 472 health clubs in Zimbabwe, with 27 784
members in 6 districts. In all districts Environmental Health Technicians, from the Ministry of Health, were responsible for facilitating
the health club sessions, thus institutionalising the programme within the government structure. The approach has led to important
changes in behaviour (Waterkeyn and Cairncross, 2005). Health club members constructed 3 600 latrines in two of the districts within
18 months in 1999 and 2000 which can be compared to some 8 000 latrines constructed in the entire country in 1998. The health
promotion needed to stimulate this strong demand was achieved at a cost of $0.55 per head for 12,630 beneficiaries in Tsholotsho District,
and $0.21 in Makoni District for 68 700 people. Despite minimal external support following the socio-political collapse of Zimbabwe,
the health clubs are surprisingly resilient and continue to prosper (Waterkeyn, 2005). In 2004, Africa AHEAD Association was founded
to replicate and adapt the CHC Approach throughout Africa by starting pilot projects in as many countries as possible.
Source: http://africaahead.com

III- Financing
There are various estimates of the additional financing
needed to reach the MDGs28. However, they all agree that
the largest financing need by far is for the treatment of
wastewater. AfDB et al. estimate in the Africa Water

Vision 2025 that to ensure a sustainable water future, Africa
should invest some $20 billion annually until 2025, a third
of which for sanitation, a quarter of which for drinking
water supply, and $1 billion for policy and institutional
reform, capacity building, information, awareness and
education, and R&D. UNDP argues that in low income

28. They are reported in Fonseca, Catarina and Rachel Cardone, 2005. “Analysis of cost estimates and funding available for achieving the
MDG targets for water and sanitation.” WELL (WEDC/LSHTM/IRC), London. Internet:
http://www.lboro.ac.uk/well//resources/Publications/Briefing per cent20Notes/BN9 per cent20Fonseca.pdf
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Table 13 - Investment Requirements to Reach the MDGs in Selected Countries
(in m$/year)
Total Investment Required

BENIN

Water
Sanitation

BURKINA FASO

Water
Sanitation

DRC

Water
Sanitation

GHANA

Water
Sanitation

KENYA

Water
Sanitation

MADAGASCAR
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Water
Sanitation

MAURITANIA

Water
Sanitation

MOZAMBIQUE

Water
Sanitation

NIGER

Water
Sanitation

RWANDA

Water
Sanitation

SENEGAL

Water
Sanitation

UGANDA

Water
Sanitation

ZAMBIA

Water
Sanitation

Rural
Urban
Rural
Urban
Rural
Urban
Rural
Urban
Rural
Urban
Rural
Urban
Rural
Urban
Rural
Urban
Rural
Urban
Rural
Urban
Rural
Urban
Rural
Urban
Rural
Urban
Rural
Urban
Rural
Urban
Rural
Urban
Rural
Urban
Rural
Urban
Rural
Urban
Rural
Urban
Rural
Urban
Rural
Urban
Rural
Urban
Rural
Urban
Rural
Urban
Rural
Urban

New

Rehab

Public I
required

Planned
Pub I

Surplus
/Gap

11
7
6
6
62.17
1.48
15.2
11.65
52
117
21
188
42
72
25
12
53
9
51
24
14
18
2
5.5
35.3
1.1
5.1
14
42
1
15
52
0
3.6
2.8
1.3
24
3
4
30.7
15.9
22
35
29
14
35
38
14.9
2.3
-

6
3
3
3
7.83
16.52
10.4
12
18
13
11
4
9
51
22
25
14
7
9
41
4
9.1
6.8
0.8
1.5
22
12
2
2
6.2
20
1.2
0.7
31
4
2
1
2.1
8.1
0
10.7
44
6
68
10
2.3
N/A
-

16
7
8
8
68.96
17.87
14.57
11.52
39
132
3
40
44
81
14
57
67
0
59
26
7
6
1
13.1
35.8
0.6
3.3
35
47
0
2
50
20
2.8
3.5
40
0
1
0
32.4
17.8
20
43.9
69
20
35
18
9
1
-

24
10
2
0
10.97
2.42
0.3
3.67
7
62
1
1
42
36
10
33
77
2
14
52
21
4
15
11.4
25.2
0.2
0.8
23
44
1
19
5
0
1
0
9.7
3.3
2.6
23
46
54
10
9
0.18
0.27
0.02
0.03

8
3
-6
-8
-57.99
-15.46
-14.28
-7.86
-32
-70
-2
-39
-2
-45
-4
-24
10
2
-45
26
14
-2
14
-1.7
-10.6
-0.4
-2.5
-12
-3
1
17
-35
0
0
0
-22.7
-14.5
-17.4
-20.9
-23
34
-25
-9
8.82
0.8
-

Source: The Heritage Foundation/The Wall Street Journal, 2007 Index of Economic Freedom.
http://dx.doi.org/10.1787/853764276241
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countries with limited coverage and a high level of poverty,
public spending on drinking water and sanitation should
equal about 1 per cent of GDP with cost recovery and
community contributions making up an equivalent
amount. These figures are more than twice as high as
current levels of spending. Estimates for a selected number
of countries are shown in the table below on investment
requirements to reach the MDGs derived from the
assessment of AMCOW et al.
Ultimately there are three main sources of financing:
through the user fees paid directly to the water utility,
through tax revenues and their use to subsidise service
delivery and finance investments, and official
development assistance and contributions by non-state
actors. The case of Uganda is enlightening as it shows
the respective importance of the different actors in

funding. The Poverty Eradication Action Plan (PEAP)
clearly recognises the fact that the tariffs cannot fully
cover costs and, therefore, the Government still retains
overall responsibility for financing investments in the
water sector. In 2005/06, the total public spending on
water and sanitation sector in 2005/06 was 103 billion
shillings (i.e. some 0.6 per cent of GDP), 61 per cent
of which was financed by donors.
So far, however, government budgets and
development assistance have largely been insufficient
to cover the scale of investments needed. National
water providers have also failed to help establish a
financially sustainable system. Alternative sources such
as private participation have proved disappointing,
with water and sanitation the least attractive sector to
private investors.

Box 22 - Principles for Private-Sector Participation in Infrastructure
71
The shortage and low quality of infrastructure in African countries is an obstacle to meeting the populations’ needs, to enterprise
development, and to achieving the goals of the Millennium Declaration (MDG). World Bank calculations identify a need for $40 billion
investment in infrastructure per year, equivalent to 9 per cent of GDP of the continent, for the next 10 years in order to attain the MDG.
To meet these needs, encouraging private-sector participation in infrastructure is an option that governments cannot afford to ignore in
determining their overall strategies for enhancing and financing infrastructure.
The OECD Principles for Private Sector Participation in Infrastructure http://oecd.org/dataoecd/41/33/38309896.pdf aim to assist
governments to make the most of private-sector involvement in infrastructure development for the benefit of society. Specifically, they
offer a coherent catalogue of policy directions to be assessed as a first step in the authorities’ consideration of effective ways of involving
the private sector in their infrastructure sectors, in light of their own national circumstances and needs. The Principles cover five main
issues: 1) deciding on public or private provision of infrastructure services; 2) establishing an enabling policy framework for investment;
3) enhancing the public’s acceptance and the government’s capacities to implement agreed projects; 4) making the co-operation between
the public and private sectors work; and 5) communicating government’s expectations about responsible business conduct to their private
partners.
The Principles are of applicability to foreign and domestic operators, and to the various forms private-sector participation can take.
They can be used as a template for country self-assessment at national and local government levels, an aid for progress reporting by
public authorities, a tool for structuring regional and other inter-governmental co-operation and public-private dialogues. They may also
be used by donors as a reference point, and complement donor guidance on pro-poor growth in the infrastructure area.
The Principles will be used in the context of the OECD-supported regional initiatives, such as the NEPAD-OECD Africa Investment
Initiative.29 This will include, inter alia, the development of more operational guidance, specific to infrastructure sectors, such as water
and sanitation and developed through multi-stakeholder consultation and tested through pilot assessments of volunteering countries.
For further information see: www.oecd.org/daf/investment

29. For information on the NEPAD-OECD Africa Investment Initiative, visit www.oecd.org/daf/investment/africa
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There are very specific risks for commercial funding
in the water and sanitation sector, as underlined by the
Camdessus panel30. The water and sanitation projects

are usually capital intensive. They involve high initial
investment, long payback periods and low rate of return.
As highlighted by the AfDB31, the commercial rate of

Box 23 - Matching Demand with Supply: Feasible Financing Strategies
for Water Supply and Sanitation
An important obstacle to achieving the internationally agreed targets on water supply and sanitation in many countries has been
the failure to address the associated financial issues adequately: the costs of achieving the targets; how those costs could be minimised;
and the challenge of matching costs with available resources. The need for a fresh approach has become evident as many developing
countries and economies in transition struggle to maintain even the low levels of services currently delivered by water supply and
sanitation infrastructure, not to mention the need to extend it to reach a greater share of the population. The Danish government and
the OECD have jointly developed an approach to meet these challenges, particularly for investment-intensive environmental infrastructure,
such as urban and rural water supply, waste water collection and treatment. This approach, backed by a special decision-support tool
called FEASIBLE, has been applied in several transition economies including in the former Soviet Union, some new EU countries and
China. The main ideas underlying this approach are realism, affordability and cost-effective use of resources.
The basic approach underlying the FEASIBLE method is to collect detailed technical data on the existing state of infrastructure, set
and agree upon the public policy targets with stakeholders in areas like water supply and sanitation, determine costs and timetables for
achieving them, and compare the schedule and volume of expenditure needs with available financing. This analysis generally reveals financial
deficits which would likely arise during the planned implementation. FEASIBLE can then develop various scenarios to determine how
the gaps might be closed. This could involve identifying measures to help achieve the targets at lower cost; identifying ways to mobilise
additional finance; adjusting the ambition level of the targets; or rescheduling tasks and targets.
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An important feature of FEASIBLE is the emphasis on realism and affordability. The model can assess the levels of finance (public,
private, domestic, foreign) that might be available under different macroeconomic conditions. In this way it provides a check on what
public budgets might realistically be expected to contribute. It can also help to assess the potential social implications of increasing tariffs
by determining the impacts of such price increases on household income. It helps to review the obstacles systematically that would need
to be removed in order to mobilise private sector and foreign financing for environmental infrastructure. Thus FEASIBLE can support
a process of dialogue and consensus building among stakeholders and build bridges between policy development and implementation.
The assumption underlying the FEASIBLE methodology is that governments should not be expected to finance all or even most of
the environmental expenditure required, or sponsor all or even most projects. The main role of government in relation to financing is
to establish the policy, regulatory and institutional framework as well as the incentive structure, within which resources from users, financial
markets, capital markets, local budgets and enterprises can be mobilised in a complementary way, and be applied as cost-effectively as
possible to achieve agreed goals.
These applications are more than technical exercises: by engaging all the major stakeholders involved in financing environmentally
related infrastructure, they support constructive dialogue and agreements that facilitated effective programme implementation, improvement
of service quality and the achievement of environmental goals. If properly developed financing strategies can help to generate additional
financial flows from water users, public budgets, donors, IFIs, and the private sector. In some cases, the results of such work have been
incorporated into medium-term expenditure frameworks in ministries of finance, and they could provide a useful input into Poverty
Reduction Strategy Programmes through setting the indicators for monitoring of the services quality inter alia taking account the need
to achieve the MDG targets on water supply and sanitation.
Following the initial focus on the countries of the former Soviet Union countries, the OECD is now planning to adapt the
methodology to the African context, where discussions are under way with Egypt as a possible pilot country. It is also planned to identify
a country in sub-Saharan Africa where this work could effectively support efforts to achieve the internationally agreed water targets.
For further information see: www.oecd.org/env

30. Winpenny (2003), “Financing Water for All: Report of the World Panel on Financing Water Infrastructure”, chaired by Michel Camdessus:
http://www.gwpforum.org/gwp/library/FinPanRep_MainRep.pdf
31. African Development Bank (2006), Studies on Financial Instruments to Facilitate Investment for Water Infrastructures, by Rachel Cardone.
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return for a water infrastructure project is between 5
and 10 per cent compared to 17-25 per cent in the
power sector and 25-30 per cent in telecommunications.
The resulting water-related infrastructure is fixed and
very specific; it cannot be used for other purposes or
removed from the country. This profile generates high
contractual risk especially in a context of poor initial
information and a weak regulatory environment. The
revenues come mainly from user fees or government
subsidies in local currency while funding is largely in
foreign currency, exposing the investor to high foreign
exchange risk. Management of the projects are mainly
local, exposing the investors to weak management and
financial capacities of the sub-sovereign entities (subsovereign risk). Finally, as a basic need, water has
important political repercussions, and therefore justifies
political interference (notably in the setting of tariffs).
Such a project profile deters commercial financing and
explains that most funding to the water and sanitation
sector mainly comes from government and donors.
However, new developments in the area of guarantees
and risk mitigation mechanisms supported by the
donor community are helping enhance attractiveness
of the water sector and make sub-sovereign financing
a viable option.
1- Implementing Cost Recovery
Mechanisms
Establishing an appropriate tariff structure is a key
element of water management since charging for water
provides an incentive for its efficient use and the
revenues can cover most of the costs of service provision.
The objectives of cost recovery are to ensure sufficient
revenues to deliver services of quality over the long
term, extending the network to serve lower income
consumers while providing incentives to make better
use of scarce resources. The cost recovery ratio measures
the extent to which user fees with other direct
contributions can meet service costs, and contribute to
financial sustainability of the sector. The costs can be
broadly divided into three main categories: i) operating
and minor maintenance expenditures, ii) infrastructure
maintenance and replacement expenditures and
iii) long-term cost of capital. In the past, maintenance
has been largely overlooked, jeopardising the
© AfDB/OECD 2007

sustainability of the services. It is therefore crucial that
financing be designed not only to cover investment
needs but also to provide for recurring expenditures,
including maintenance.
African countries are characterised by wide variations
in payment capacity. While there is a potential for full
cost recovery of providing water services in most urban
settings, extension of networks in peri-urban areas and
service delivery in many rural areas require subsidisation
of capital expansion. By contrast, sewerage and
wastewater treatment are not necessarily affordable by
the majority, even in urban areas. Accounting for the
wide variations of affordability across users, crosssubsidisation between the wealthier and the poorer
users is necessary, together with subsidisation across
water and sanitation and clear differentiation of
industries (particularly the polluting ones that should
bear the costs of pollution abatement). According to
the “polluter pays” principle, the tariffs applied should
reflect the cost of treatment and therefore depend on
the volumes and pollution content of the wastewater.
Alternatively, it could also give incentives to industries
to treat wastewater on site (in line with clear agreed
standards) to reduce the burden on treatment plants.
Cross-subsidisation is not at odds with the cost-recovery
principle since the average tariff can be set so as to
ensure financial sustainability of the provider, without
recourse to government support. The tariff structure
that is usually implemented to incorporate crosssubsidisation is a stepped or progressive one where a
low price is charged for a small quantity of water, and
the tariff increases with successively higher levels of
water consumption. This structure has the additional
advantage of encouraging water conservation, unlike
other financing systems, such as property taxes.
However, monitoring consumption levels requires an
efficient metering system and the prevention of illegal
connections. Also, implementing different levels of
cross-subsidies (across user categories and activities)
can lead to a complex tariff system that may be difficult
to administer.
Wide variation in payment capacity is also matched
by variations in the costs of water provision. This
reflects the differences in technologies used, notably to
African Economic Outlook
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access newer, more remote and deeper sources. In
Uganda, for instance, the per capita cost of providing
improved water to people in rural areas is $34 on
average, but it varies between Districts. In some cases
this is a result of the technology mix: there has been a
steady increase in per capita costs due to a marked
reduction in the availability of low cost options such
as springs and shallow wells, increased expenditure on
overheads (in part as a result of the creation of new
Districts) and an increase in the cost of other resources
(e.g. fuel, construction materials). In the 2005/06,
financial year the per capita cost for small towns was
$96, attributable to cost of diesel generators, poor state
of schemes, and the purchase of bulk water. With tariffs
ranging from 800 to 2 500 shillings per cubic metre, it
is estimated that only 17 out of 53 small towns are able
to cover their operation and routine maintenance costs.
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As of today, very few water utilities are financially
sustainable. Even in urban areas, tariffs rarely fully
cover all operating and maintenance costs, not to
mention charges for capital raised to finance investment
expenditures. In northern Africa, for instance, the
World Bank finds that only the water utilities in Rabat
and Casablanca reach operating cost recovery32. By
contrast, the water utilities in Cairo and Alexandria are
estimated to cover only some 25 per cent of their
operating costs. Consequently, most water utilities rely
on subsidies at least for network expansion and
modernisation.
Ensuring sustainable access for all: the respective role
of user fees and subsidies.
The key elements determining users’ payments are
affordability and willingness to pay. Willingness to pay
is in turn a function of quality and reliability of services.
It is also influenced by the existence of competing
water sources or by different price policies in
neighbouring communities. Awareness campaigns on

the consequences of not paying, but also on the
consequences of poor water and sanitation conditions
on health and education, help to increase willingness
to pay. The usual rule of the thumb to appraise
affordability is that households should not pay more
than 3 to 5 per cent of their incomes for water services.
However, for a variety of cultural and historic reasons,
paying for water and sanitation services is not well
established in Africa. Following the Gurría task force33,
it is however largely admitted today that “free water
services ultimately may be very expensive for the poor”.
Rural areas face a particularly difficult challenge to
ensure financial sustainability as most of their population
is poor and can hardly cover even operating and
maintenance costs. Some transfer pricing mechanisms
between urban and rural areas exist that involve for
instance levies on volumes of water “imported” by
cities from basins in rural areas. However, the challenge
remains great as the population in richer areas might
not be wealthy enough to support the resulting costs
in most African countries. Also, the utilities are
increasingly autonomous and managed on a commercial
basis, making such transfers difficult. In the specific case
of sanitation, the financing can not be raised through
tariff-based user charges in areas where networks do not
exist. Its cost, therefore, can hardly be covered by
households. The AfDB34 concludes that most financing
for rural water and sanitation will continue to come
in the form of a mix of loans and grants, mainly from
international development assistance (whose
contribution is estimated at 80 per cent), from national
governments (15 per cent) and from communities (for
5 per cent) in the form of free labour and material for
construction and maintenance.
It is widely acknowledged that sewerage operations
should be linked with water services in an integrated
tariff system to reflect the direct link between wastewater
removal and provision of drinking water. However,

32. World Bank, 2007. Making the most of scarcity. Accountability for better water management results in the Middle East and North Africa.
33. World Water Council, 2006. Enhancing access to finance for local governments. Financing water for agriculture: Task force on Financing
water for all, chaired by Angel Gurría.
34. African Development Bank (2005), Rural Water Supply and Sanitation Initiative, implementation Plan and Resource Mobilisation
Strategy.
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sanitation remains the most difficult element to finance
through cost recovery as shown by the case of Tunisia.
The costs of sewerage and wastewater treatment are
usually higher than the costs of networked water supply,
depending on the level of treatment. However, charges
for sanitation services are usually set at only 20 to
30 per cent of the costs of water provision. Since
networked sanitation is only available in formal housing
areas, such a level of cost recovery implies that some
70 per cent of sanitation costs are subsidised by general
tax revenues. In Algeria, for instance, sanitation fees
amount to 20 per cent of the water bill, even though
improvement in services is much needed: only 14 of
the existing 45 treatment plants work and the country
reports 1 such plant for 711 000 inhabitants in 2005
to be compared with 1 per 5 000 inhabitants in France
in 1998.
Subsidies remain a central issue in the general
problem faced by service providers and governments
of ensuring greater access for the poor while preserving
quality and quantity of access for the already connected.

In order to provide some answers, the AfDB35 makes
a useful differentiation between the lower middleincome households, the developing poor, the coping
poor, the very poor and the destitute. For the lower
middle-income households, employed at low wages
but living in conventional housing, water and sanitation
tariffs are affordable but need to be structured to allow
delays in payments in exceptional circumstances (as they
are sensitive to shocks and might be pushed into
poverty). The developing poor live in informal housing
but have sufficient income to invest in developing their
dwelling. The coping and developing poor could afford
differentiated household connections but for low
pressure, limited hours and a limited volume of water.
The remaining poor have little means to access
individual water and sanitation facilities, but would
benefit from well-managed community-based toilets
and sanitary blocks. The destitute, living on the streets,
would need to access the services for free.
A large number of the poor currently depend on
water vendors, and therefore already pay at least ten

Box 24 - Implementing Cost-recovery in Tunisia
The price of drinking water and sanitation in Tunisia is not used in its distribution or in active regulation of demand, but is part of
cost recovery and depends on use (domestic, industrial or for tourism) and the amount used. Consumers get a single bill combining
charges for water (from Sonede) and sanitation (Onas) and a government tax. The water and sanitation parts include a fixed charge (to
cover maintenance) and a variable one according to consumption. The government keeps the fixed charge the same for the smallest consumers
as a way of helping the poor and has steadily increased it for other levels of consumption and other users (tourism, industry). The variable
rate increases according to five levels of consumption (in cubic metres). The distinction between sliding rates for domestic consumption
and for type of use allows for some consumers to be subsidised by others. Sanitation’s share of the total bill varies between 21 and 46 per
cent for domestic consumers, while industry’s is 32 per cent (low-level pollution), 42 per cent (medium pollution) and 49 per cent (heavy
pollution). In the tourist sector, its share is 54 per cent (more than water’s share).
Revision of the drinking water price structure has enabled Sonede to balance its books, but the structurally-indebted Onas is in dire
financial straits and its debt grew from 18 per cent of turnover in 2002 to 35 per cent in 2004. Onas’ revenue mainly depends on its
charges, which do not cover costs very well because they are fixed. The biggest operating costs are for depreciation and wages. The government
contributed an estimated 64.9 per cent of Onas’ income in 2004 (a subsidy per cubic metre of sewage that was more than the average
price paid by households) but this was not enough to cover investment needs, operating costs and renewal work, thus threatening the
quality of Onas services.
The National Statistics Institute’s household survey in 2000 showed that the average water and sanitation bill was only 0.93 per cent
of total per capita spending, well below the usually accepted level of 3 per cent of income. Sonede says 90 per cent of its customers pay
less than the cost price for water.
Source: see country notes in the body of the report.

35. Guidelines for user fees and cost recovery for water, sanitation and irrigation projects, 2006.
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times more for water than middle-class urban dwellers
with access to piped water. However, since the poor
purchase only small quantities of water, their observed
“willingness to pay” does not imply that they could pay
the equivalent price for larger volumes. In poor, isolated
rural areas, payments in cash are not common. Free
labour forces and inputs are used to develop the
networks and ensure some maintenance. However,
recurring costs cannot be covered in this way and
therefore still require subsidies. When they are necessary,
subsidies should follow the key principles of affordability
(for the general budget), targeted (to the groups in
need) and transparency (clearly identified in the fiscal
accounts). There are recognised difficulties in identifying
and reaching target groups. Consequently, targeting areas
where the majority of poor households are located
could help avoid distortion.

Subsidies in the form of progressive tariffs with
increasing levels of water consumption are however
detrimental to large families and to groupings of
families (to which the poorest might resort). Moreover,
subsidising services only helps the poor if they have
access to water. Otherwise, subsidies become countereffective as they leave little funding for extending
infrastructure to the unserved. Helping the poor in
areas where connection is low requires providing
them with the means to access water and sanitation
facilities, rather than providing on-going support for
consumption. In this respect, social funds, access to
credit and cost sharing are key elements. The NWSC
of Uganda provides an interesting case in which
connection subsidies are offered to promote access
as opposed to consumption subsidies. However,
subsidies that lower investment costs might not be

Box 25 - Affordability and Subsidies in Namibia

76

In Namibia, survey data based on water tariffs in 2003/04 and 2004/05 show that low-income families or pensioners with an income
of less than N$ 600/month cannot afford to use the 6m3/month, which is regarded as baseline water for a urban family of five with full
water services. In rural areas the situation is likely to be worse. The non-payment of accounts leads to a vicious circle, where both NamWater
and local authorities need to increase their tariffs to compensate for non-payment of accounts. This practice makes services even more
unaffordable to the poor in Namibia. In both Windhoek and Rehoboth, the intention of the City Council is to subsidise low-income
households to make baseline water (40 litre/person/day) available at a lower price. Windhoek currently applies a raising block tariff: each
month, the first 6m3 are provided at a subsidised rate, while in the 6-to-36m3/month range the tariff is at average cost-recovery levels.
For consumption over 36m3/month, the tariff is set at long-term marginal cost (above average costs). There is a general consensus within
municipalities and at NamWater that the strategy adopted in South Africa of providing free water up to a consumption of 6m3/month
would be ineffective, as it would create enormous problems for municipalities to cover costs of supply and increases in water wastage.
Source: see country notes in the body of the report.

sufficient to help poor households to acquire a
connection in case of non-financial obstacles. Land
and property titling can be an issue, as well as growing
tenancy that has accompanied rapid urbanisation. If
the cost of providing and maintaining sanitation are
not factored into the rent, the poor tenants have
little incentive to develop facilities in places they do
not own, while the landlord is only likely to provide
a crude structure.

l

,

The use of microfinance in the water sector is a
recent development driven by the need to increase
connections and improve the maintenance of existing
facilities. As such examples, ASCI in Ethiopia and KRep in Kenya provide financial services for maintenance
African Economic Outlook

purposes. In Cote d’Ivoire, the partnership between the
water distribution company (SODECI )and CREPA
(Regional Centre for low-cost Drinking Water and
Sanitation) allowed 300 more poor households in
Abidjan to be connected to the network. CREPA
provided micro loans to cover the cost of the connection
as well as assistance to the household to manage the
payment of bills and repayment of the loan.
• Strengthening utilities: the role of service providers,
governments and the private sector
Strengthening utilities is a key step in the process
of establishing sustainable cost-recovery mechanisms.
The performance indicators used to evaluate the
© AfDB/OECD 2007
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Box 26 - Microfinance for Rural Community-managed Water Projects in Kenya
Kenya provides interesting examples of projects pre-financed with market-based finance from domestic private microfinance
institution (K-Rep Bank) both for rehabilitation/augmentation of existing projects and new, greenfield projects. Under this scheme, KRep pre-finances loans worth 80 per cent of the capital costs for small-scale piped networks; the community is responsible for the other
20 per cent. The communities are also responsible for paying the costs of their technical and financial assessments. On project completion,
40 per cent of K-Rep’s loan will be provided as an Output-Based Aid (OBA) subsidy (performance-based subsidies, as developed below
in the section on aid) which will help to keep the tariffs affordable in the short run. In practice, the OBA subsidy is intended for the first
few communities, and, on positive outcomes, further lending by K-Rep will be without the subsidy.
The expected outputs are increased service coverage (through direct household connections and kiosks) and increased quantity of
water supplied. The key innovations of the schemes are the use of technical assistance to meet high transaction costs and build local
capacity, the use of OBA to address affordability concerns and a risk-sharing mechanism by Community Water Projects and a CWP
employed Project Engineer.
The key parameters that allow replication of such schemes in other countries are a conducive policy environment that gives “space”
and does not crowd out private market finance, a policy environment that supports a gradual move towards cost-recovery tariffs,
reasonably well developed domestic financial institutions, a regulatory framework that gives “legitimacy” to small service providers and
viable demand from an adequate “market size”.
Source: Based on the intervention of Meera Mehta, Water and Sanitation Programme, at the OECD/AfDB expert meeting on Access to
Drinking Water and Sanitation, Paris, December 2006.

efficiency of utilities are usually the staff per thousand
connections, level of non-revenue water and billing
and connection efficiency. A level of bill collection
below 90 per cent either reflects a deficient billing
system or that the tariffs are perceived as unaffordable
or unacceptable given the quality of service. These
performance indicators are not easily available for
African utilities, making the assessment of their financial
sustainability difficult.
A practitioners’ workshop was organised by WSP
in Pretoria in August 200636 that highlighted some

action points, distinguishing between the respective
role of utilities and governments. Utilities were urged
to improve revenue collection, to minimise unaccounted
for water, to introduce financial and management
information systems and to improve customer relations.
For example, the Lusaka Water and Sewerage
Corporation of Zambia embarked in late 2005 on a
programme that included reducing the waiting time
for the installation of a connection to 10 days and
improving customer service (notably through greater
responsiveness to complaints). The staff were sent to
the different communities to identify the facilities,

Table 14 - Bill Collection Rate in Selected Countries
Countries

Companies

Bill Collection Rate

Source

Burkina

36 urban centres

72%

Well briefing Note 33, 2006
www.lboro.ac.uk/well

Mali
Senegal
Tanzania
Tunisia
Uganda
Zambia

16 urban centres
56 urban centres
Dar Es Salaam
SONEDE
NWSC
Average of the 9 commercial utilities

94%
98%
60%
99%
90%
77%

Perard (2007)
NWSC, 2007
NWASCO, 2005/2006

http://dx.doi.org/10.1787/404832583528
36. http://www.wsp.org/filez/pubs/2122007120644_MobilizingMarketFinanceforWaterUtilitiesinAfrica.pdf
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inform the customers and negotiate debt settlements
and call centres were established. The billing process
was also improved with cross-checking of customers’
addresses and cancellation of double billing. As a result,
by the end of 2005, 80 per cent of customers had
noticed positive changes in the management and
delivery of water services. In order to address the
problem of payments arrears in Namibia, a number of
towns began installing pre-payment water meters in
2003. This measure met widespread criticism from
civil society organisations and was plagued from the
beginning by a high incidence of faulty equipment. An
alternative mechanism consisting of community level
water committees that collect money from different
household for the use of shared taps and toilet facilities
has apparently been more successful, although it has
been used only on a very limited scale.
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Benchmarking among water utilities also provides
a basis for promoting efficient performance. To that end,
the NWSC of Uganda has partnered with water utilities
in Kenya, Tanzania, Nigeria and Zambia to share
experiences and undertake performance enhancement
programmes. Following the 2006 World Water Forum

of Mexico, the UN Secretary General’s Advisory Board
on Water and Sanitation is also working on
strengthening capacities of the key players in the water
sector by establishing a Water Operators Partnership
to promote co-operation. The objective is to set up
mechanisms that will allow utility operators to provide
mutual support on technical and managerial issues
without intermediaries.
Governments also have an important role to play
in strengthening water utilities. It is widely recognised
today, following work by the World Bank and others
that governments have a key role to play in setting an
environment which is conducive to business, notably
by improving the institutional, policy and regulatory
frameworks. One key element of such a businessconducive environment is predictability of agreed
government transfers and respect for contracts. In
Zambia, for example, six out of nine local commercial
utilities had reached operational cost coverage by the
end of 2006, but the number would have been even
higher were it not for the non-payment by government
institutions for their water use. Governments can also
help to strengthen water utilities by strengthening their

Box 27 - The Success of NWSC-Uganda and Relevance
for Other African Countries
In NWSC-Uganda, the internal reforms and organisational restructuring carried out from 1998 have led to significant efficiency
gains. Subsequently, the NWSC has improved its turnover from $11 million in 1998 to $33 million in 2006 and operating profit after
depreciation has increased from a loss of $0.4 to $2.4 million. Through this improved efficiency, NWSC has managed to generate its
own internal finances and constructed more than 1 060 km of new water mains to serve the peri-urban communities and the urban
poor, for which the government or development-partner funds were not required. This has helped to improve service coverage from 48 per
cent of target households in 1998 to 70 per cent in 2006. Internal sources of finance as a percentage of total capital investments reached
a 45 per cent compared with 21 per cent in 1998. Consequently, internally generated funds through user fees currently cover all operation
and maintenance costs, the cost of free new connections, depreciation, the construction costs of secondary and tertiary mains and a small
contribution to major extensions.
In NWSC-Uganda, the tariff is split into “public stand pipe”; “domestic”; “institutional” and “commercial” rates. This allows the
Corporation to offer fair, sustainable and enforceable tariff rates to different customer categories. Furthermore, in addition to the new
connections policy, NWSC has carried out tariff adjustments to keep user-friendly tariffs: reduction of the connection charges and reconnection
charges by 50 and 75 per cent respectively, elimination of the minimum charge, indexation of the tariff against the factors of domestic
and foreign inflation, exchange-rate depreciation and the electricity costs, and gradual re-balancing of the tariff thereby reducing the
cross subsidy amongst the customer categories.
However, the tariffs are not sufficient to meet external debt service obligations as full cost recovery would require, since this would
mean significant tariff increases that cannot be afforded by the citizens or would be done at the expense of coverage extension.
Source: Based on the intervention of Dr. William T. Muhairwe, Managing Director, NWSC at the OECD/AfDB expert meeting on
Access to Drinking Water and Sanitation, Paris, December 2006.
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balance sheets, e.g., through debt for equity swaps. In
Uganda, for example, the NWSC has proposed
converting the present value of NWSC long-term debt
(comprising interest and principle amounting to
$90 million) into government equity in the company
under the condition that NWSC undertake a 5-year
network expansion programme.
Examples of good performance exist both for stateowned and privately run utilities. In Tunisia, the water
and sanitation sector is entirely state-owned and fully
centralised; yet it displays very sound performance:
unaccounted-for water was only 18.2 per cent in 2004,

more than 99 per cent of bills are paid and access to
water is available 24 hours a day in all cities. The stateowned utility behaves in this case as a private company
would, seeking cost recovery. The same efficiency
standards can be found in the water public sector of
South Africa and Uganda. In other countries, however,
such as Senegal and Morocco, the private sector has been
playing an important role to extend coverage and
improve quality of service. The difficulties faced by
the private sector in its involvement in the water and
sanitation sector often reflect difficulties inherent to the
sector – huge infrastructure needs, the presence of
externalities and tremendous sanitation backlogs.

Box 28 - Successful Public-Private Partnership in Urban Water Supply in Senegal
The success of the public-private partnership is due to an appropriate institutional framework, suitable incentives and the major
role of the government, which has inspired confidence in its partners. The private firm Sénégalaise des Eaux (SDE), owned by the French
group SAUR, is upgrading the supply network under its contract but also because increased water consumption means bigger profits.
The stakeholders have also established a good dialogue, with contracts reviewed every six months by a committee that monitors SDE’s
performance. The review is based on 18 criteria spelled out in the contract between SDE and its public counterpart, the Société Nationale
des Eaux du Sénégal (Sones), which is responsible for investment plans and supervision of them. Achievement of each of the main targets
is rewarded and failure incurs fines. This system has made SDE more efficient and the firm increased its customers by 69 per cent between
1996 and 2005, had a volume production/sale ratio of 80.5 per cent (68.2 en 1996), network efficiency of 80 per cent (the target is
85 per cent) and has had balanced accounts since 2003. The government has played a strong regulatory and coordination role and has
kept its promises, notably by paying its own bills (making for SDE’s 98.3 per cent bill collection rate). The necessary rate increases provided
for in the SDE-Sones contract have also been made.
Source: see country notes in the body of the report.

Together with the traditional national utilities, local
small-scale operators can contribute to expanding
service provision on a cost-recovery basis. Small-scale
operators have been in the water market for a long
time, but mainly as informal, unregulated providers
meant to fill a gap, notably by reaching the poor and
remote communities where bigger utilities do not
operate. For example, the Well Briefing note 33 on
Private Sector Participation in Urban Water Supply37
shows that some 39 per cent of the population of Dar
es Salaam and up to 50 per cent of the population of
Nairobi is supplied by small water enterprises. Bearing
all the risks and faced with little competition, they
frequently charge high prices for their services. As such
policy makers largely saw them as problematic. Today,

however, they are more likely to be considered as part
of the solution because they have a strong knowledge
of population needs, operate without subsidies and are
flexible. They are of particular use in peri-urban and
rural areas where networked service provision is limited
and actions are localised. However, their activity needs
to be better regulated, especially as regards water quality.
At the same time, the national institutional and
regulatory frameworks should be made more flexible
to facilitate their increased participation.
Besides contributing to service provision, local
entrepreneurs are also instrumental in developing water
and sanitation-related activities: drilling, construction
of latrines, emptying of latrines and in the provision

37. http://www.lboro.ac.uk/well/resources/Publications/Briefing%20Notes/BN33%20PSP.htm
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Box 29 - Association of Private Water Operators in Uganda
APWO-Ug was established in 2003 with the support of GTZ(Gesellschaft für Technische Zusammenarbeit) (German technical
co-operation agtency). It has ten member companies managing 57 towns-of the 180 in Uganda. The key principles for water provision
are to use metering to reduce the unaccounted for water and ensure payment for the cost of service (93 per cent metering), customer
care and sensitisation, good maintenance of water supply systems (functionality at 93 per cent), effective utilisation of government grants
to extend water services (improved access by 0.5km), water quality testing and dosing (95 per cent of samples in conformity) and proper
record keeping and regular reporting (availability of national data for assessing coverage).
However, the sector faces some key issues:
- Lack of streamlined policy frameworks for private-sector engagement, e.g. de-gazetting of towns to the public sector, inadequate
compensation and uncertain business environment
- Non inclusion in key policy/legal documents such as the Water Act
- Restrictions on private-sector investment in water systems
- Tariffs set without consultation with private operators and non reflective of the reality on ground
- Sector governance, participation, accountability and transparency issues i.e. corruption
- Delayed payment of management fees resulting from low rates of investment by government, low tariffs, delayed payments by
government institutions
- Inadequate regulation mechanisms in the entire water and sanitation sector.
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- Inadequate resource/capacity of the local authorities & DWD to facilitate performance monitoring for both private and public
sector
- Lack of representation on key water sector committees to create linkages to the sector mainstream
- Political influence and interference in day-to-day operational issues including bidding and contract procurement processes, debt
collection, water extension
- National power crisis (load shedding reducing hours of production by 304 hours/month on average)
- Lack of resources to facilitate planned activities like training, secretariat logistics
Source: Based on the intervention of Winifred Kalebu, Chairperson, Association of Private Water Operators, Uganda, at the OECD/AfDB
expert meeting on Access to Drinking Water and Sanitation, Paris, December 2006.

of the spare parts necessary to maintain existing facilities.
They face the usual constraints of SMEs in Africa
(highlighted in the African Economic Outlook
2004/2005). Helping them access funding can take
the form of local revolving funds and provision of
guarantees.
• Conclusion: the need for a significant change in
policies and practices
Implementing cost recovery requires a radical change
in management culture. It requires the establishment
of an independent regulator as well as the involvement
of the users (including the poor, the industries and
government agencies) for all to buy into the new
organisation. Indeed, changes in the tariffs structure
require a good partnership between governments and
utilities but also awareness campaigns since the
population very often resists the reforms. This is also
why, even if subsidises may be justified on social grounds
African Economic Outlook

at one point in time, it is important to take into account
their longer term impact, such as the adverse effect on
the management of utilities, and the difficulty of
removing them once established. One-off subsidies
such as support for connection have the advantage of
avoiding a habit-forming effect, of key importance in
countries with a binding budget constraint. Beside a
complete change in the tariff structure, there is a need
for regular increases, notably to adjust for inflation. The
widely agreed principle here is to implement small but
regular increases, as they are better understood if the
service is good enough. When indexation is not
followed, revenue falls behind costs with the result that
maintenance is deferred and services deteriorate. It
becomes then even harder to fully adjust the prices.
2- The Role of Donors
Aid to water supply and sanitation is the only social
sector where aid allocations fell in the 1990s, partly
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because of a general decline in aid, partly because of
the sharp drop in aid for large dams and water storage
schemes. However, the 2003 recommendations of the
Camdessus panel to double financing for the water
sector to achieve the Millennium Development Goals
on water and sanitation, helped to reverse this trend.
The share of African countries in total aid for water
increased again slightly in recent years. Nevertheless,
it is difficult to predict the expected increases in ODA
for the water and sanitation sector since the donors do
not make projections at sectoral level.

2004, followed by a slight decline in 2005 to levels
that remain above the average of the 2000-03 period
(see figure). Most of the increase in aid was due to
new commitments by multilaterals (IDA and EC)
whose allocation to the water and sanitation sector
in Africa rebounded from about 30 per cent in the
middle of the 1990s to 50 per cent in 2003-05.
Nevertheless the share of aid devoted to water and
sanitation in Africa by the World Bank remains low:
only $146 million allocated to water over 19902005, representing some 6 per cent of the World
Bank portfolio of $23 billion.

The most recent data from the Development
Assistance Committee of the OECD show a sharp
increase in the allocation of Official Development
Assistance (ODA) to water supply and sanitation in

Conversely, the share of bilateral aid to water and
sanitation in Africa declined from 34 per cent in mid
the 1990s to 22 per cent in 2003-05, reflecting the

Figure 12 - Total Water ODA to Africa, $ billion, 2004 prices,
commitments with 3 years moving average
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Multilateral Trend
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Figure 13 - Water ODA Commitments by Sub-sector 2005
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weakness of new commitments compared to the large
infrastructure projects carried out in the second half
of the 1990s. The trend in bilateral aid to the water
sector is mainly set by the large donors and allocations
are concentrated in a relatively few recipient countries.
In 2004-05 Germany, Japan, Denmark, France and
the Netherlands extended about three quarters of total
bilateral aid to water supply and sanitation. Over the
same period, about three quarters of total aid was
concentrated in 10 recipients, including Ghana, Nigeria,
Tunisia, Kenya, Ethiopia, Benin, Morocco, South
Africa, Tanzania and Burkina Faso.
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In the water sector most aid is used to finance
investments in infrastructure (figure). Projects are large
and on average take at least 8 years to be completed.
In view of the capital-intensive nature of water projects,
timely financial flows are crucial for planning and
implementation purposes. Nevertheless, aid flows
remain highly unpredictable. Late disbursements have
strong negative consequences, leading to very low
execution rates, to accumulation of debt to contractors,
and to temporary suspensions of work. In Mozambique,
for instance, the water sector’s execution in the first half
of 2006 was only 17 per cent of planned investment
expenditure reflecting late disbursements by treasury
and by the funding agencies. The challenge for donors
is to work towards longer-term, stable funding to enable
better planning and implementation. In tandem,
governments could put in place a special national or
international facility to pre-finance disbursements
budgeted for a later period.

Despite a general trend towards greater
harmonisation and alignment on recipient country
priorities, reflected by a relative increase in Sector
Budget Support (SBS) and General Budget Support
(GBS), the vast majority of foreign aid to water and
sanitation is spent on projects. Most donors consider
that the large scale and technical complexity of water
and sanitation civil engineering works may be more
adequately managed as projects. The project approach
is also considered to support innovative approaches,
involving the private sector and civil society that are
not always well taken into account in government
programmes. In addition, some donors favour
harmonisation of policies but not of financial
mechanisms and procedures, each donor country
preferring to retain its own rules. The limited adherence
to SBS and GBS support in some countries reflects the
concern that these funding mechanisms are still at early
stages and require major improvement. Accordingly,
some donors and recipient governments are working
to improve planning and monitoring, and to agree on
the use of common reporting, auditing and procurement
procedures. Water Sector Working Groups of donors
and government representatives have been set up in
many countries to improve national coordination,
including Mozambique, Uganda and Zambia.
While the trend of ODA for to the water sector
to be increasingly given in the form of grants is to
be welcomed (58 per cent in 2004-05 compared to
36 per cent in the mid 1990s), it is crucial that aid
does not crowd out local initiatives or discourage

Box 30 - A Trust Fund to Improve Service Provision in Peri-urban Areas in Zambia
The Devolution Trust Fund, instituted under the National Water Supply and Sanitation Council (NWASCO), has been financing
projects on a pilot scale for commercial utilities to improve water supply since 2003. Funds are provided to commercial utilities to extend
their services to the peri-urban poor. A total of about 120 000 people in low-income areas have since benefited in terms of safe and
adequate water supply. During the pilot phase, detailed procedures and guidelines were developed to make DTF operations more
transparent and accountable. The establishment of the DTF as a basket fund targeting peri-urban and low cost areas has been lauded as
the most significant initiative the government has taken to extend water supply and sanitation services to these areas. Consequently a
number of co-operating partners have made financial commitments to support the government achieve this objective. As at end 2006,
about 8.8 million euro had been mobilised by the DTF from the German banking group KfW (Kreditanstalt für Wiederaufbau), the
Danish International Development Agency (DANIDA), and the EU for financing implementation of WSS projects. In the future, there
are plans to broaden the DTF mandate to water treatment investment. Nevertheless, the limit of the DTF is that it is not aligned to the
decentralisation process.
Source: see country notes in the body of the report.
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water authorities from becoming financially selfsustaining. Thus, ODA funds should be used to
mobilise other flows, such as user charges, other local
revenues, bank loans and private capital, and to
empower other stakeholders in line with the national
water strategy. For example, in Zambia aid is
channelled through a the Devolution Trust Fund
which assists the nine commercial water utilities in
urban areas to extend the provision of water and
sanitation services to the peri-urban poor.
Another means through which aid could be used
to mobilise other financial flows is to provide subsidies
targeted on performance, such as Output-Based Aid
(OBA). OBA is a strategy for using explicit performancebased subsidies to support the delivery of basic services
where policy concerns would justify public funding to
complement or replace user-fees. OBA involves
delegating service delivery to a third-party, typically

private firms, but also public utilities, NGOs, and
community-based organisations, under contracts that
tie disbursement of the public funding to the services
or outputs actually delivered. OBA in the water sector
can be used in the form of subsidies to reimburse water
bills of low–income consumers, or to expand water
and sewer networks, in cases in which disbursements
are tied to the number of new connections.
Many countries are adopting the OBA funding
mechanism. For example, in Mozambique, the Global
Partnership on Output-Based Aid (GPOBA), a multidonor trust fund administered by the World Bank,
has recently launched a project to provide subsidised
water connections for domestic consumers in five
cities that currently utilise PPP contracts. The aim of
the GPOBA-funded project is to increase access to
water services for poor households through further
public-private partnerships.

Box 31 - Mozambique Water Private Sector Contracts –
OBA for Coverage Expansion
The GPOBA project is to provide subsidised water connections for domestic consumers in Maputo, Beira, Nampula, Quelimane,
and Pemba. This will facilitate access for low- to –middle-income households that currently have no access to piped water. The World
Bank-financed National Water Development Project II (NWDP II) began implementation in 2000 and concentrated on large investments
to increase the capacity of several water systems. These investments have secured a sufficient supply of potable water to dramatically
increase service coverage. However, the high cost of an individual household connection is a major barrier for low- and middle-income
households. Thus, GPOBA will contribute towards subsidising around 36,300 new connections, equivalent to an increase in the number
of households gaining access to piped water by 23 per cent in Maputo, 31 per cent in Beira, 100 per cent in Quelimane, 46 per cent in
Nampula, and 100 per cent in Pemba.
Source: Global Partnership on Output-Based Aid, World Bank

3- Developing Innovative Financial Tools
There is potentially great scope to tap domestic
and international financial markets by issuing long-term
bonds and shares in equity. The decentralisation process
has raised the issue of long-term local currency financing
for sub-sovereign entities38 and the issue of
creditworthiness of utilities that could help generate
funds. However, while devolution of the responsibility
for service delivery has been proceeding, few subsovereign entities have been given the tools needed to

raise adequate funding. Raising taxes remains very
often the task of central government. Some larger cities
may have the capacity to raise bonds, such as the city
of Johannesburg that launched in 2004 the first nonsovereign guaranteed loan in Sub-Saharan Africa.
However, the central power remains in many cases
reluctant to provide the corresponding guarantee as it
constitutes a liability on the budget and local capacities
are usually deemed weak. Moreover, the scale of the
required funding very often exceeds the capacity of
local financial markets. Furthermore, there are

38. See: Winpenny, J. 2005, Guaranteeing Development? The Impact of Financial Guarantees OECD Development Centre, Paris.
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Box 32 - Decentralised Financing in Mali
There is little decentralised funding available in Mali, except for money from NGOs and local community groups. National water
department (DNH) projects are internationally funded. In the Kayes region, Malians living in Europe often invest heavily in water supplies
for their home village. Communities can also get money from the national agency for local investment, (Agence Nationale d'Investissement
des Collectivités Territoriales – ANICT), which earmarks about 10 per cent of its funds for water and sanitation projects, but with conditions
that prevent borrowers from buying more than hand-pumps and large diameter wells.
Source: see country notes in the body of the report.

Box 33 - Responding to the Calls of the Camdessus and Gurría Panels:
a Selection of Financing Schemes for the Water and Sanitation Sector in Africa
IFC Partial Credit Guarantee
The IFC partial credit guarantee is a credit enhancement mechanism for bonds and loans. IFC uses its triple-A credit rating to allow
borrowers to access the financial market and extend debt maturity. The IFC guarantee covers creditors irrespective of the cause of default.
Partial guarantees can be either in local currency (for domestic transactions) or foreign currency (for cross-border transactions). The outstanding
example in Africa of provision of such a guarantee is the issue of bonds by the city of Johannesburg in 2004.
See: www.ifc.org/structuredfinance
The World Bank Multilateral Investment Guarantee Agency (MIGA)
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MIGA is a multilateral risk mitigator, promoting foreign direct investment into developing countries by ensuring investors against
political or non-commercial risks, mediating disputes between investors and governments, advising governments on attracting investment
and sharing information through online investment information services. The main users are cross-border investors, but nationals and
state-owned corporations operated on commercial basis are also eligible. MIGA action in the water and sanitation sector remains however
limited and is almost non-existent in Africa. In 2005, however, MIGA issued four guarantees to Urbaser S.A. for its concession agreement
with the Municipality of Cairo to contribute to the modernisation of Cairo’s waste management sector.
See: www.miga.org
The Public-Private Infrastructure Advisory Facility (PPIAF)
PPIAF is a multi-donor technical assistance facility that aims to improve the quality of infrastructure through public-private
partnerships. It was launched in 1999, is supported by 15 development agencies and managed by the World Bank. It finances advisory
activities, including the design of policy, regulatory and institutional reforms. In 2006, 14 per cent of PPIAF funding to SSA was
allocated to water and sanitation. See: www.ppiaf.org
EU Water Facility
In 2004, the European Commission created an ACP-EU Water Facility using €500 million from the 9th EDF, to be allocated in
two tranches via competitive calls for proposal. A first Call to allocate €180 million was launched in late 2004. By January 2005, the
EC had received 800 preliminary proposals requesting grant financing for €2.75 billion. The demand by far surpassed expectations and
€50 million were anticipated from the second tranche, for a total available amount of €230 million. Together, the first and second calls
for proposals of the Water Facility resulted in the selection of 175 proposals, from over 1300 submitted, for a total EC contribution of
€420 million, leveraging an additional €360 million. The ACP-EU Water Facility is not designed to finance large water infrastructure
projects. It is a fund that creates the conditions to attract funding from sources other than public development assistance and brings
funding directly to the local level. Evaluation of the Facility is planned for 2007. Among the key themes for the evaluation will be to
find ways to increase coherence with Country Strategies, to identify modalities for increasing the leverage of new resources, including a
higher participation of the private sector.

sometimes (legal) restrictions on borrowing by subsovereign bodies, also on MFI funding. Sub-sovereign
bodies also very often lack capacity to produce financial
African Economic Outlook

statements, conduct auditing and oversight. Finally,
the fiscal relationship between central government and
sub-sovereign bodies is not always clearly defined and
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Box 33 - Responding to the Calls of the Camdessus and Gurría Panels:
a Selection of Financing Schemes for the Water and Sanitation Sector in Africa
(cont.)
EIB
The EIB manages the Cotonou Investment Facility. The 2003 ACP-EU Cotonou Convention provided the EIB with new financial
instruments allowing i) a higher level of risk-taking by the Bank to support the private sector, including the use of equity, quasi-equity,
and guarantees, and ii) elements of concessionality in projects supporting reforms and eradicating poverty. After amendments, both the
Investment Facility and own resources can be used for infrastructure financing with interest subsidies of up to 3 per cent. In 2006, the
EIB-ACP Project Preparation Facility was created to provide technical assistance in tandem with the EUWI.
See: www.eib.org
The Private Infrastructure Development Group Umbrella (PIDG)
- Emerging Africa Infrastructure Fund (EAIF): EAIF was launched in 2002 to provide long-term debt to pro-poor private sector
funded infrastructure service projects in sub-Saharan Africa in the energy, telecommunications, transport and water sectors. It is
supported by DFID, SIDA, DGIS and SECO.
- GuarantCo: provides guarantees to enhance credit, notably of municipal bonds. Many infrastructure projects, particularly at the
sub-sovereign level, derive most of their revenues in local currency, making hard-currency debt funding inappropriate. In 2004
the PIDG launched GuarantCo, which is designed to mitigate risks for local currency financing of infrastructure. It is supported
by DFID and SIDA.
- In 2003 PIDG established a local capacity Technical Assistance Facility (TAF) to assist in the building of local capacity and
capability associated with private sector investment in infrastructure. Technical assistance is provided to both the public and private
sectors in support of the planning and implementation of projects and programmes of any of the facilities or funds undertaken
under the PIDG umbrella with funding support from the World Bank.
See: www.pidg.org
Cities Alliance
Cities Alliance is an alliance of cities and their development partners to improve living conditions of the urban poor. It was launched
by the World Bank and UN-Habitat in 1999. It operates the Community Water and Sanitation Facility (CWSF), which targets NGOs,
local governments, private sector, CBOs. See: www.citiesalliance.org
CLIFF (Community-Led Infrastructure Finance Facility) Guarantee Facility
This is co-ordinated by Homeless International with funds from DFID and Sida. It provides venture capital and other financial
products directly to urban poor organisations to support slum upgrading. It began operations in India in 2002 and started operating in
Kenya in 2005, where it supports Muungano Wa Wanavijiji.
The NEPAD Infrastructure Project Preparation Facility (NEPAD-IPPF)
NEPAD-IPPF was established in 2003 with seed funding from the Canadian Government and transformed in 2005 into a multidonor facility. The key objective of the NEPAD-IPPF is to assist African countries, Regional Economic Communities (RECs) and related
infrastructure development institutions, to prepare high quality, viable regional infrastructure projects in energy, trans-boundary water
resource management, transport, and ICTs, which would be ready to solicit financing from public and private sources.

more than often fails to ensure continuous and
sustainable funding.
The case of Johannesburg in 2004 however shows
how a successful loan can help build up investors’
confidence. In this specific case, the R1 billion operation
was carried out with the support of DBSA and IFC in
the form of a partial credit guarantee (for 40 per cent
© AfDB/OECD 2007

of principal outstanding) that helped enhance the credit
rating to AA-, allowing the participation of pension
funds, and extended the final maturity to 12 years.
That initial guarantee helped create confidence in the
local market so that in 2005 Johannesburg was able to
issue another R700 million bond with a maturity of 8
years without credit enhancement. In both instances,
the bond issues were largely oversubscribed.
African Economic Outlook
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The international community is responding to the
calls of the Camdessus and the Gurría panels to develop
and adapt financial instruments to improve funding for
the water and sanitation sector. For example, the World
Bank is developing a sub-sovereign financing facility
in local currency. The AFD provides guarantees to
West African local issuers through the WAEMU regional
bond market that mitigates exchange-rate risk. However,
sub-sovereign lending will continue to depend on the
capacity of sub-sovereign actors to develop sound
accounting systems, transparent management and the
ability to develop sound, bankable projects. In parallel,
local financial markets need to be strengthened. The
potential role of domestic banks in financing the water
sector is increasingly recognised since domestic financing

avoids the currency risk associated with raising finance
in international capital markets.
Pooling mechanisms are also emerging that help
to leverage funds and mitigate risk. In South Africa,
INCA (Infrastructure Finance Corporation Limited),
a private fund, uses its AA credit rating and recognised
diversified portfolio to borrow from capital markets
and extend long-term fixed interest rate loans to
infrastructure providers such as municipalities and
water boards. Pooling of resources is also usually
combined with pooling of expertise by involving
NGOs, local business and government. There is great
potential in such mechanisms to support the
development of rural water and sanitation. More and

Box 34 - The AfDB Water Facility
86

The African Water Facility (AWF) is an initiative led by AMCOW, aimed at addressing the funding gap. Established within the
context of the Africa Water Vision as well as the MDGs, the AWF is hosted by the African Development Bank (AfDB) at the request of
AMCOW. The AfDB Board of Governors approved the Instrument establishing the AWF in 2004. The establishment activities took
place in 2005 and operations started in 2006. The amount so far committed for the AWF is around €60 million, from Canada, France,
Denmark, Norway, Sweden, Austria and EU. The main objective is to create an enabling environment to attract more resources into the
water sector: focusing on policies, strategies, information system, monitoring and evaluation, knowledge sharing, and project preparation.
After one year of operations, a total of 14 projects were approved in 2006, at a total budgeted cost of €9 million. Out of the 14
approved projects, three are related to the implementation of national IWRM policies; five projects focus on the implementation of transboundary water resources management initiatives and programmes; three projects concern preparation of programmes/projects in water
supply and sanitation, which will lead to immediate sector investments. The remaining three projects are small capital investments designed
to attract additional resources or to introduce innovative technologies.
The key challenge is to accelerate the implementation of the approved projects and demonstrate the effectiveness and the value added
of the Facility. The Facility is facing a rapidly increasing demand. As a result of the limited number of staff and the amount of funding,
viable projects could not be considered. To mitigate the capacity challenge, the AWF will continue to depend mostly on the secondment
pledges by member countries. The AWF has also developed a resource strategy paper to facilitate mobilising more resources.
Looking Ahead, the AWF priorities are threefold:
- Portfolio Building and Consolidation: The AWF will continue to implement quality portfolios through the preparation of viable
projects and build the pipeline for future investments to ensure efficient processing and management of operational activities;
- Building Partnerships: The AWF will continue to raise awareness and build synergy through creating partnerships, especially among
Water Basin Organisations, and organisations with similar objectives;
- Mobilising Additional Resources: The AWF will support activities that create an environment conducive to higher levels of investments
from all sources, including, commercial finance, in concert with other partners. This will be done through supporting policy and
regulatory environments that promote Private Sector Participation, beneficiary user fees and internal capital generation for
investment in the water sector.
Source: AfDB Water and Sanitation Department
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more, governments are developing comprehensive
rural sub-sector strategies in order to strengthen the
institutional framework, to strengthen planning and
ultimately to catalyse funds and harmonise the different
actors efforts (local population, NGOs, donors, local
administrations and business).
Development Banks have an important role to play
as intermediaries between foreign lenders, central
governments and sub-sovereign entities. As such an
example, the AfDB was given the responsibility in

2005 at the Paris Conference to take the leadership in
the financing – and in the mobilisation of resources –
of the water and sanitation sector in Africa, especially
in rural areas. The AfDB has consequently engaged in
very diverse activities to support the water and sanitation
sector: from direct investment in water storage facilities,
to support to utilities and financial intermediaries via
technical assistance. It has also developed two specific
initiatives to support increased financing to the sector:
the African Water Facility and the Rural Water Supply
and Sanitation Initiative.

Box 35 - The AfDB Rural Water Supply and Sanitation Initiative (RWSSI)
The RWSSI was conceived in 2002 as one of the Bank’s responses to the challenge of the MDGs in Africa. The objective of RWSSI
is to accelerate access to water supply and sanitation services in rural Africa to attain 80 per cent by 2015 and extend water supply and
sanitation services to 277 million and 295 million people respectively at a cost of $14.2 billion over 3 phases. The first phase (2004-07)
is estimated to cost $4.6 billion; the second phase (2008-10) $4.2 billion; and the third phase (2011-15) $5.4 billion. The Bank is committed
to financing 30 per cent of the needs and is encouraging other stakeholders to contribute the rest as follows: 50 per cent by multilateral
and bilateral donors; 15 per cent by governments; and 5 per cent by beneficiary communities.
The RWSSI strategy involves: raising awareness about the RWSS situation in Africa; mobilizing resources from donors, RMCs, NGOs
and communities; adopting Fast Track Mechanisms for preparation and implementation of national programmes; adopting a demand–driven,
programmatic approach; prioritising sanitation focusing on hygiene promotion and health education; ensuring beneficiary participation,
especially of women, in the design and implementation of programmes; assuring Sustainability through promotion of appropriate
technology.
The Bank has made significant achievements since it started supporting RWSS programmes in 2003. The Bank has so far approved
financing for 14 RWSS programmes for which it has provided financing of $536 million, and expects to approve five more by end 2007
and increase its funding to $803 million. These programmes are expected to extend services to 32.5 million people by 2010. A 43 per
cent increase of ADF resources permitted a 5-fold increase in Bank’s annual lending for water supply and sanitation from less than $70 million
prior to 2003 to about $330 million currently. Many donors like France, the Netherlands, the United Kingdom and Denmark and some
African Governments have increased their water sector financing. Additional financing is available through a multi-donor RWSSI Trust
Fund established by France, Denmark and the Netherlands at the Bank with contributions of €90 million. In Addition, RWSSI continues
to raise awareness of the poor state of RWSS in Africa and the links to the health, education, gender, and poverty MDGs. The establishment
of the first time within the Bank of a Department dedicated water and sanitation has allowed better co-ordination of the water initiatives
and more efficient use of resources.
Some of the key challenges include: maintaining the trend of increasing water-sector financing by the Bank, donors and African
governments; improving staffing at the Bank’s headquarters and Field Offices, improving the Bank’s Business processes; according
sanitation higher priority; building local government, community, local-contractor, artisan and consultant capacity; establishing reliable
supply chains; improving monitoring and evaluation systems.
Source: AfDB Water and Sanitation Department.
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