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The Concept of Development: Beyond GDP
MEASURING WELL-BEING AND SOCIETAL PROGRESS
•

In the traditional approach, development is measured using economic indicators
such as GDP or per capita GDP among others.

•

For many years, using a monetary measure like GDP per capita as a proxy for the
population’s wellbeing made much sense, at least for developed countries. GDP
per capita provides a measure of a country’s capacity to deal with the material
needs of its residents.

•

However, the emphasis on growth in the conventional approaches is narrow.

•

GDP measures the value of output produced within the domestic boundaries of a
country over a year.

•

Welfare is the health, happiness, and fortunes of a person.

•

A sustained increase in real GDP means there is a sustained increase in the output
of goods and services, and growth in the country’s economy.

•

There are three possible limitations of using GDP as a measure of welfare between
countries.

•
•
•
•
•
•
•
•
•
•
•

The three limitations are that it ignores the quality of life, it underestimates
informal markets, and overestimates negative externalities, the bad effects that
are suffered by a third party when a good or service is produced or consumed.
GDP ignores the quality of life which is used to evaluate the general well-being of
individuals and societies.
Quality of life should not be confused with standard of living, which is based
primarily on income.
Instead, the quality of life includes wealth, employment, physical and mental
health, education, etc.
Since GDP does not reflect the quality of life, it is limited as a measure of welfare.
When GDP (production) increases, negative externalities (air and water pollution)
also increase.
Since GDP does take this into account, it overestimates negative externalities,
limiting it as a measure of welfare between countries.
Furthermore, GDP, as an overall measure of economic welfare, does not reveal
inequality concerns - e.g. the consumption possibilities of the poor compared with
those of the rich.
Other ways to measure domestic output and income, as well as health, happiness,
and fortunes of a person can be through the gross happiness index, the genuine
progress index, and the human development index.
Measuring well-being is about going beyond the cold numbers of GDP.
Measures that go beyond GDP cover environmental and social aspects of wellbeing that have not been accounted for by the GDP measure (for what GDP does
not measure

• Since the first global Human Development Report of 1990, UNDP refined
the definition of human development to mean ‘a process of expanding
people’s choices by enabling them to enjoy long, healthy and creative
lives’.
• To this concept was added the aspect of ‘sustainability,’ defined by the
Brundtland Commission report of 1987 as development that meets the
needs of the present generation without compromising the ability of
future generations to meet their own needs.
• Sustainable human development puts people at the centre of the
development process, and its central tenet involves the creation of an
enabling environment where people can enjoy long, healthy and creative
lives.
• The global Human Development Report, 1994 added the gender
dimension defining SHD as follows (UNDP, 1995: 4):
Sustainable human development is pro-people, pro-jobs, and pronature. It gives the highest priority to poverty reduction, productive
employment, social integration, and environmental regeneration. It
brings human numbers into balance with the coping capacities of
societies and the carrying capacities of nature … It also recognizes
that not much can be achieved without a dramatic improvement in
the status of women and the opening of all opportunities to women.

• In the context of human development, growth is seen as a means rather
than an end in itself. Such an approach acknowledges that a country may
achieve high levels of growth, but that does not mean it has a high level of
human development.
• As the UNDP (1997) found, the following typologies of growth are not
consistent with SHD:
i.
ii.
iii.
iv.
v.

Jobless growth (growth that does not expand employment
opportunities);
Ruthless growth (growth associated with increasing inequality and
poverty);
Voiceless growth (growth in the absence of democracy or
empowerment);
Rootless growth (growth that withers cultural identity); and
Futureless growth (growth that squanders resources needed by future
generations).

• Economic growth is therefore a necessary, but an insufficient condition for
SHD.
• What is critical for human well-being, therefore, is the quality and
distribution of growth, not just its quantity.

• The Human Development Report, 1996 elaborated on the concept, adding
further concepts as follows (UNDP, 1997):
i.
ii.

iii.
iv.
v.

Empowerment – the expansion of people’s capabilities.
Co-operation – the acknowledgement that a sense of belonging brings
personal fulfilment, a source of well-being, enjoyment, purpose and
meaning. In that case human development embraces ways in which
individuals cooperate and interact.
Equity – capabilities and opportunities, and not only income, all of
which should be accessible and attained by all.
Sustainability – meeting the needs of the present generation without
compromising the ability of future generations to meet their own needs.
Security (especially of livelihoods) – freedom from threats like disease,
repression, or dislocations.

• This way of looking at development has implications in terms of the role of
the State.
• Under the human development strategy, the State ought to play a leading
and strategic role in expanding capabilities and opportunities, and in
ensuring that growth is broad-based and inclusive (shared).

The principles guiding the SHD therefore include the
following:
• Ethical development that does not violate human rights;
• Equity - less disparities between groups;
• Inclusion – broad-based approach to growth and
development;
• Human security – promotion of stability and minimization
of the vulnerability of people;
• Sustainability - less environmental destruction;
• Human development - no poverty and deprivation.

• Pulling the various strands together, we can summarize the meaning of
human development as ‘a multidimensional process involving changes in
structures, attitudes and institutions as well as the acceleration of
economic growth, the reduction of inequality and eradication of absolute
poverty’ (Todaro, 1977: 96).
• It involves changes through which an entire social system geared to the
diverse basic needs and desires of individuals and social groups moves
away from an unsatisfactory condition to a better one materially
(economically), socially, politically and spiritually.
• In this way, development is the sustained elevation of an entire society
towards a better, more prosperous and fulfilling outcome.
• In the apt words of the UNDP, “The economics of growth and its
relationship with development, in particular, require radical rethinking. A
vast theoretical and empirical literature almost uniformly equates
economic growth with development … The central contention of the
human development approach, by contrast, is that well-being is about
much more than money: it is about the possibilities that people have to
fulfill the life plans they have reason to choose and pursue. Thus, our call
for a new economics – an economics of human development – in which the
objective is to further human well-being and in which growth and other
policies are evaluated and pursued vigorously insofar as they advance
human development in the short and long term,” (2010:12).

From Dirigisme to the Washington Consensus
• In the aftermath of the Second World War, state intervention was
commonplace (dirigisme) – the notion of the welfare state.
• Following the oil price hikes of the mid and late 1970s, state intervention
was increasingly discredited in the wake of stagflation (a combination of
stagnation and inflation).
• A body of literature emerged in the early 1970s, questioning the efficacy
of state interventions.
• The most critical analysis invoked rent-seeking behaviour to discredit the
notion of the welfare state, arguing that politicians were inherently selfserving.
• The new doctrine of market fundamentalism (neo-liberalism) gained
currency and became the dominant approach following the ascendancy to
power of Magaret Thatcher in the UK in 1979 and Ronald Reagan in the
USA in 1981.
• The IMF & World Bank introduced SAPs in 1980 as the premier lending
programme to developing countries.

• The conventional macroeconomic framework of the IFIs that
was implemented since the 1980s focused on macroeconomic
stability - ‘getting the prices right’.
• Macroeconomic stability implied a single digit inflation, low
budget deficits and sustainable debt position (60% of GDP).
• This new approach was codified by Williamson (1990) into the
Washington Consensus, reflecting the views of the US
Treasury, the IMF, World Bank and USA-based universities
(e.g. the University of Chicago).
• Reduced to the mantra ‘stabilize, privatize and liberalize.’

• The Washington Consensus provided the framework for many of the
reforms implemented during the 1980s & 1990s in developing countries.
• The central tenet of this approach is that stabilization, privatization and
liberalization are central objectives of growth-oriented policy, believing
that once growth is achieved, society benefits through ‘trickle-down.’
• In the words of a World Bank report, “…macroeconomic stability is a public
good and might be expected to equally affect all. There is a wellestablished association between macroeconomic stability and long-term
growth, and growth typically brings expansion opportunities to everyone,”
(2005a: 198).
• Consequently, most governments have been seized with this objective of
‘getting the prices right’ to the detriment of other, equally important,
social objectives such as employment creation and poverty reduction.

• The original Washington Consensus was expanded in the late 1990s to
reflect the new thinking of the IFIs towards ‘getting the institutions right’,
the second-generation reforms.
• This Augmented Washington Consensus, which was more institutional in
nature and targeted at problems of ‘good governance’, came about after
the realization that just ‘getting the prices right’ was not sufficient to
address structural and institutional bottlenecks and distortions.
• Moreover, the ‘big bang’ liberalization of markets made economies more
prone to financial crisis and contagion: the 1997 East Asian Financial Crisis
and the Global Financial Crisis which began in August 2007 are cases in
point.

Table 1: Original and Augmented (Post) Washington Consensus
Original Washington Consensus
Secure property rights
Deregulation
Fiscal discipline
Tax reform
Privatisation
Reorientation of public expenditures
Financial liberalization
Trade liberalization
Openness to FDI
Unified and competitive exchange rates
Source: Rodrik, (2006; 978)

Augmented (Post) Washington Consensus
Anti-corruption
Corporate governance
Independent central bank and IT
Financial codes and standards
Flexible labour markets
WTO agreements
‘Prudent’ capital account opening
Non-intermediate exchange rate regimes
Social safety nets
Targeted poverty reduction

Review of Reforms
• Macroeconomic stabilization was often achieved, but at the expense of
sustained levels of economic growth, employment and poverty reduction the stabilization trap.
• Easterly (2001)’s appropriately titled paper ‘The lost decades: Developing
countries’ stagnation in spite of policy reforms1980-1998,’ found that
actual growth declined in spite of the improved policy environment, and
fell way below what was predicted .
• Muqtada (2010) reports on the relationship between the stability
variables and GDP growth based on panel data for 80 developing countries
and reveals that:
• “nearly two decades of stabilization reforms have in fact reduced the
inflation levels in most countries of the world;
• with the exception of a few countries, growth of GDP is observed to be
low or inadequate during the 1980s and much of the 1990s;
• despite substantial declines in inflation rate and budget deficit, hence
arguably better macroeconomic stability, investment-to-GDP ratio (I/GDP)
has failed to gain momentum;

• I/GDP as a single variable tends to explain growth better than “stability”
variables; and
• Current account deficit is negatively related to growth but not robustly,”
(page 3).
• Krugman (1995) refers to this poor growth performance by countries that
had adopted Washington Consensus policies as ‘distinctly disappointing.’
• The 1996 UNDP HDR identified the following typologies of growth that
may not promote HD:
• jobless growth (growth that does not expand employment opportunities).
• ruthless growth (growth associated with increasing inequality and
poverty).
• voiceless growth (growth in the absence of democracy and
empowerment).
• rootless growth (growth that withers cultural identity).
• futureless growth (growth that squanders resources needed by future
generations).

• After close to two decades of implementing such reforms, the
World Bank sought to understand the underlying factors behind the
disappointing results.
• Its detailed assessment of the lessons from reforms are distilled
into two seminal reports ‘Economic Growth in the 1990s: Learning
from a Decade of Reform’ of 2005; and ‘The Growth Report:
Strategies for Sustained Growth and Inclusive Development’ of
2008.
• World Bank (2005) observes that more than a decade into the
transition, many countries of Eastern Europe that embraced
market-driven reforms had still not achieved their 1990 levels of
output.
• Despite having implemented significant policy reforms, economies
of SSA failed to take off, with the success stories few, and even
these were considered fragile more than a decade later.

• Contrasting the Washington Consensus growth model with that of South
East Asia suggests that countries such as South Korea and Taiwan adopted
growth policies at odds with those prescribed by the mainstream
consensus.
• None of these significantly deregulated or liberalized their trade and
financial systems well into the 1980s.
• In fact, they relied heavily on public enterprises and utilized industrial
policies that included directed credit, trade protection, export
subsidization, tax incentives, among others.
• The same applies to the recent experiences of China and India where even
though they increased their reliance on market forces, their policies were
highly unconventional.
• They applied high levels of trade protection, did not privatize, resorted to
extensive industrial policies, and lax fiscal and financial policies
throughout the 1990s.
• In the case of India, the policy regime was only deregulated slowly, with
very little privatization. Way into the 1990s, India’s trade regime remained
restricted.

• China did not change its private property rights regime, simply appending
a market system onto its planned economy.
• Since the late 1980s, Vietnam also experienced rapid growth owing in the
main to unconventional policies; only gradually moving towards markets
and greater reliance on private entrepreneurship.
• Thus, the extensive role of the state and the property rights regime
adopted are not in line with the tenets of the Washington Consensus.
• As Rodrik (2007) argues, if they had failed, they would have been
presented as stronger evidence in support of mainstream policies.
• The World Bank (2005 & 2008) argue that the folly of the past was to
promote formulaic blueprints with a ‘one-size-fits-all approach.

• As Rodrik points out: “The economics that the graduate student picks up
in the seminar room-abstract as it is and riddled with a wide variety of
market failures-admits an almost unlimited range of policy
recommendations, depending on the specific assumptions the analyst is
prepared to make,” (2007: 3).
• Hence the conventional advice “…is a derogation rather than a proper
application of neoclassical economic principles,” (ibid: 3). “Neoclassical
economics is a lot more flexible than its practitioners in the policy domain
have generally given it credit for,” (ibid: 15).
• Rodrik (2007) is appropriately titled ‘One Economics, Many Recipes.’
• The Commission on Growth and Development admits that growing
evidence suggests that the economic and social forces underlying rapid
and sustained growth are not as well understood as thought, lamenting
that economic advice to developing countries has been given with more
confidence than justified by the state of knowledge, (see World Bank,
2008).

• By focusing on macroeconomic stability, conventional macroeconomic
policies confused means for ends.
• “In retrospect, it is clear that in the 1990s we often mistook efficiency
gains for growth … Expectations that gains in growth would be won
entirely through policy improvements were unrealistic. Means were often
mistaken for goals – that is, improvements in policies were mistaken for
growth strategies, as if improvements in policies were an end in
themselves. Going forward, the pursuit of policy reforms’ sake should be
replaced by a more comprehensive understanding of the forces underlying
growth. Removing obstacles that make growth impossible may not be
enough: growth-oriented action, for example on technological catch up, or
encouragement of risk taking for faster accumulation, may be needed,”
(World Bank, 2005: 11).

• Achieving macroeconomic stability by, for instance, cutting back on public
investment may result in a lower fiscal deficit today, but will inevitably
reduce long-run growth and the future tax base and may very well imply a
higher fiscal deficit in the future.
• Thus, the major weakness of the orthodox macroeconomic framework is
its lack of understanding of what the renowned economist Paul Krugman
referred to as the “failures on the demand side of the economy,”
• It has been established that instead of crowding out private investment,
public investment crowds it in as it expands investment opportunities and
helps raise the net return to private investment through reducing the cost
of production.
• Yet investment in infrastructure is widely neglected (see World Bank,
2008).

• As the deputy chairman of the Planning Commission of India, Montek
Singh Ahluwalia who was part of the World Bank’s Growth Commission
aptly put it, “International financial institutions, the IMF in particular, have
tended to see public investment as a short-term stabilization issue, and
failed to grasp its long-term growth consequences. If low-income
countries are stuck in a low-level equilibrium, then putting constraints on
their infrastructure spending may ensure they never take off,” (see World
Bank, 2008: 36).
• In the aftermath of the global crisis of 2008-09, the IMF has belatedly
accepted that a rethink of macroeconomic policy is required.
• In an appropriately titled paper, “Rethinking Macroeconomic Policy,” it
laments that “…we thought of monetary policy as having one target,
inflation, and one instrument, the policy rate. So long as inflation was
stable, the output gap was likely to be small and stable and monetary
policy did its job. We thought of fiscal policy as playing a secondary role,
with political constraints sharply limiting its de facto usefulness. And we
thought of financial regulation as mostly outside the macroeconomic
framework,” (see Blanchard et.al, 2010: 3).

• The IMF acknowledges that there can be multiple targets in a
macroeconomic strategy, and that these can be achieved through multiple
instruments.
• Critical for the design of employment-friendly
frameworks, especially in developing countries.

macroeconomic

• In particular, the recognition of fiscal policy as a significant policy tool,
particularly in times of crisis when counter-cyclical measures are
warranted, and when monetary policy often reaches its limits, is a
worthwhile development.
• The IMF paper calls for a review of the inflation target from 2 percent to 4
percent, an adjustment which may be sensitive to the developed countries
while remaining insensitive to the conditions prevailing in developing
countries where an inflation threshold of 11-12 percent beyond which
growth will be hampered has been suggested (see Muqtada, 2010).

• More recently, the prolonged recovery in spite of austerity in Greece has
sparked debate on the efficacy of such interventions.
• IMF forecasts as part of Greece’s first bailout programme in 2010,
predicted that the nation could cut deeply into government spending and
quickly bounce back to economic growth and rising employment.
• A recent IMF report published on 27 December 2012 titled “Growth
Forecast Errors and Fiscal Multipliers,” co-authored by its chief economist,
Olivier Blanchard and Daniel Leigh, a research-department economist,
argues that the IMF recommended slashing budgets too fast early in the
euro crisis, starving many economies of much-needed growth.
• It observes that: “Forecasters significantly underestimated the increase in
unemployment and the decline in domestic demand associated with fiscal
consolidation.”
• The Report indicates that IMF and European economists underestimated
the euro-for-euro effect of cutting government budgets. While economists
expected that cutting a euro from the budget would cost around 50 cents
in lost growth, the actual impact was likely 1.50 per euro.

• The paper concluded that: “The results do not imply that fiscal
consolidation is undesirable…Virtually all advanced economies face the
challenge of fiscal adjustment in response to elevated government debt
levels and future pressures on public finances from demographic change.
The short-term effects of fiscal policy on economic activity are only one of
the many factors that need to be considered in determining the
appropriate pace of fiscal consolidation for any single country.”
• The IMF is therefore revising its metrics on how fast governments should
cut their budgets, with the IMF’s chief economist making the case that
Europe’s fiscal diets were too severe.
• There is therefore an increasing focus on employment in the aftermath of
the global financial crisis of 2008/09.
• The World of Work Report 2012 of the ILO is on ‘Better jobs for a better
economy,’ assessing employment, job quality and social implications of the
global crisis.
• The World Bank’s World Development Report 2013 focuses on
‘Jobs…Development Happens Through Jobs.’

Africa’s GDP (Growth) Performance
• Improved performance of Africa since the “lost” decade of the
1980s and early 1990s - continent started to catch–up.
• Between 1996 and 2010, Africa’s average annual GDP growth
amounted to about 5% and per capita GDP increased year by year
by an average of 2.5%.
• By 2010, Africa’s per capita income exceeded its 1995 level by 46%.
• Catching-up of African economies is widespread, save for a few
countries.
• Held back by adverse external shocks, the global recession in 2009,
and political events such as the “Arab Spring” in 2011.
• Over the period 2002 to 2011 Africa’s annual average real GDP
growth amounted to 5.3%, double the 1990s level.
• Africa’s economic outlook remains favourable in spite of the
persisting recession in the developed countries.
• Relatively broad-based growth driven by oil production, mining,
agriculture, services and domestic demand, mitigated adverse
effects from global recession.

• On the supply side, the main engines of growth were often agriculture
and services, in several resource-rich countries rising production of oil and
mining activity.
• Manufacturing played a role in only a few countries. The manufacturing
sector in Africa is relatively small with an average contribution of only
about 10% to GDP.
• Yet the potential to develop labour-intensive manufacturing especially in
sub-sectors with linkages to agriculture and extractive industries remains
largely unused.
• Countries with low per capita income levels and those with high resource
wealth tend to have very small manufacturing sectors, often around 5% of
GDP or less.
• While many African countries have taken measures to diversify their
economies, progress has been low.
• Agriculture remains Africa’s main source of employment, employing
around 60% of its labour force.
• However, its share in GDP is much smaller, accounting for an average of
25%, reflecting its relatively low level of productivity and earnings.
• Oil and mining sectors are the main engines of growth in resource-rich
countries such as in Angola, Gabon and Libya.
• Excluding the distortions by volatile gross domestic product (GDP) in Libya,
Africa’s economic growth was 4.2% in 2012 and is projected to accelerate
to 4.5% in 2013 and further to 5.2% in 2014.

Growth of GDP by country 2013/14 (annual average in %)

Contribution
of
demand
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• Trend growth rate improved from 2.5% during the period 1980 to the early
1990s, to about 5.25% during the period 1993 to 2006, and a slight decline
since then due to relatively low growth rates in 2009 and 2011.
• Africa’s growth continues to exhibit a high degree of resilience against
global economic developments - However, the growth momentum has
eased in countries with strong links to global markets and also in those
where political and social tensions have increased.
• Based on the gradual recovery of the global economy, Africa’s average
growth of GDP is projected at 4.8% in 2013 and 5.3% in 2014, compared to
6.6% in 2012, the average growth of around 6% in the three years
preceding the 2009 global recession, and the 7% growth rate regarded as
sufficient to reduce poverty.
• With annual population growth of more than 2%, reducing poverty
requires sustainable per capita growth of almost 5%, yet the average
growth of per capita income is projected for 2013/14 at less than 3%.
• The relationship between economic growth and poverty is complex with
the quality of growth and income distribution equally important.
• Looking at growth of GDP or GDP per capita neglects terms of trade
effects wherein if a country reaps terms of trade gains, i.e. if export prices
rise faster than import prices, real disposable income is higher than
measured by GDP.
• By contrast, if a country suffers terms-of-trade losses when its import
prices rise faster than its export prices, real disposable income is lower
than measured by GDP.

• While real GDP measures the output of goods and services produced by a
country, the terms-of-trade-adjusted GDP, ‘command GDP’, measures the
purchasing power of this output, i.e. the income over which a country can
dispose or command.
• In the 2000s, many African countries benefited from higher GDP growth
and also from terms of trade gains due to rising commodity prices, which
pushed growth of command GDP above GDP growth.
• For most years, Africa achieved on average terms-of-trade gains such that
growth of command GDP was higher than GDP growth.
• From 2002 to 2011, the terms-of-trade effect amounted on average to 0.9
percentage point raising growth of command GDP to 6.2% compared with
GDP growth of 5.3%.
• However, terms-of-trade effects were volatile - in 2009 when prices of oil
and non-oil commodities dropped as a result of the global recession,
Africa experienced heavy terms of trade losses resulting in command GDP
falling by more than 5% while GDP had positive growth of about 3%.
• As the global economy recovered in 2010 and commodity prices improved,
large terms-of-trade gains were recorded and command GDP increased by
more than 12%, more than double the rate of GDP growth of 5%.
• In 2011, terms of trade gains were so small that growth rates of GDP and
command GDP were very close (3.2 and 3.4% respectively).

• On average, both oil-exporting and oil-importing countries benefited from
terms-of-trade gains in 2002-11.
• Of course, oil-exporting countries benefited more than oil-importing
countries.
• In oil-exporting countries terms-of-trade gains raised average growth of
command GDP to 7.4%, 1.5 percentage points above GDP growth. In oilimporting countries the terms of trade effect was still positive but only
half a percentage point thus raising growth of command GDP to 5%
compared with GDP growth of 4.5%.
• However, terms-of-trade effects were highly volatile in both oil-exporting
and oil-importing countries.
• The terms-of-trade effect differed significantly among countries with some
resource-rich countries experiencing large terms-of-trade gains while
some resource-poor countries suffered terms-of-trade losses.
• Thus, over the past ten years, Africa reaped on average terms-of-trade
gains that raised its purchasing power beyond what is suggested by output
growth.
• Where the higher purchasing power is distributed widely, living standards
increased more than suggested by GDP per capita growth.
• However, in many resource-rich countries higher export prices (which led
to terms-of-trade gains) benefited mostly foreign-owned oil and mining
companies and/or small economic and political elites at the expense of
the general public.

• West Africa will be the fastest growing region in 2013/14
• West Africa to continue its rapid growth at 6.7% in 2013 and 7.4% in 2014
- has become the fastest growing region of the continent.
• Growth in the region is driven by oil and mineral sectors as well as by
agriculture and services plus on the demand side, by consumption and
investment.
• Nigeria expected to grow by 6.7% and 7.3% in 2013 and 2014 respectively.
• Ghana and Côte d’Ivoire are projected to grow by over 8% and 9%
respectively in 2013/14.
• For most countries of the region, growth is expected to accelerate in
2013/14 beyond 5%.
• Following resumption of oil production and exports, Libya’s GDP recovered
by 96% in 2012, raising growth in North Africa to 9.5%, after stagnating in
2011.
• In East Africa, most countries (e.g. Rwanda, Tanzania, Ethiopia and
Uganda), are on a solid growth path of 5-7%.
• In Central Africa, GDP is expected o grow by 5.7% in 2013 and 5.4% in
2014, with above average growth in Chad and in DRC.
• In Southern Africa, GDP growth is projected at around 4% in 2013 and to
increase to 4.6% in 2014 – buoyant in Angola, Mozambique, Zambia and
Botswana.

Growth by regions and country groupings (real GDP growth in
percentage)

Despite some easing, commodity prices remain favourable for resource-rich
countries
Commodity prices (indices, base January 2000 = 100)
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• In a nutshell, the emerging trends with respect to FDI flows in Africa are:
i)
ii)
iii)
iv)
v)

FDI inflows have surged in the last decade;
Only a few African countries have been the main recipients, chiefly,
South Africa, Nigeria, Egypt, Morocco, and Tunisia, with the top 10
countries receiving 90% of the region’s inflows in 2006;
The region’s share in global FDI flows has declined from about 9.5% in
1970, stagnating at about 3% between 2000 and 2006 (2.7% in 2006);
Much of the inward FDIs are going into the primary sector, implying the
primary motive is natural resource seeking;
The region’s largest natural resource producers – Angola, Algeria, Libya,
Mozambique, Nigeria and South Africa - which accounted for about
three-quarters of the region’s commodity exports also are responsible
for more than three-quarters of the FDI inflows to the region.

The SADC Protocol on Finance and Investment raises concern about “…the
low level of investment into the SADC, even though a number of measures
have been taken to improve the investment environment,” (page 26).
As UNCTAD found, “Thus, at the end of 2006, countries that received the
bulk of Africa’s FDI were not countries with the most liberal policies but
rather those with large natural resources, notably oil,” (2008: 29).

•

While some progress has been made in improving living conditions, there is much
need and scope for making growth more inclusive.

•

When terms of trade effects are included, Africa’s oil-exporting countries achieved
an average growth above 7% over the past ten years, which – in theory – should
be sufficient to significantly reduce poverty.

•

However, despite some improvements in living conditions in some of these
countries, poverty has often remained high suggesting that the benefits of high
growth have not trickled down to the whole population; i.e. growth has not been
inclusive.

•

High inequality is undermining the positive impact of Africa’s economic growth.

•

Hence Africa’s major challenge is not only to raise trend growth, but also making
growth more inclusive.

• Jobs deficits remain acute in much of Africa, moreso following the global
financial crisis of 2008/09.
• As a result, society is becoming increasingly anxious about the lack of
decent jobs.
• On average, Latin America – where there has been a degree of
employment recovery and, in a few cases, improvements in job quality –
has experienced a decline in the risk of social unrest.
• Despite an improvement in the past year, labour markets have not
recovered from the global crisis and there is an overall decline in
employment growth in advanced economies by 1.6 per cent for the period
2007–11.
• In 57 out of 106 countries, the Social Unrest Index, developed for the
purposes of the 2012 World Employment Report, increased in 2011
compared to 2010.
• Europe, the Middle East, North Africa and sub-Saharan Africa show the
most heightened risk of social unrest.

• The social impact of the current global crisis is such that rising
unemployment and falling incomes further deepen poverty and worsen
inequality in certain countries.
• In many of the developing countries, the informal sector labour force has
expanded with the entry of the unemployed from the formal sector,
resulting in sharp declines in the earnings of workers.
• Since the onset of the crisis, poverty rates increased in advanced
economies, and have tended to decrease in developing countries.
• In about three-quarters of the developing economies, a decline in national
poverty rates occurred between pre-crisis and crisis periods; most marked
in Latin America, followed by the Asian countries and Uganda and Rwanda
in Africa.
• In addition, non-income dimensions of inequality not reflected in the Gini
coefficients (inequalities in health, access to education, employment,
gender, etc.), which exacerbate poverty, and also lead to greater
marginalization within society, increased.
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• Sub-Saharan Africa was in a crisis before the global crisis started, and
progress in the reduction of widespread poverty has been limited.
• In Sub-Saharan Africa and South Asia, the overall vulnerable employment
rate rose to almost four-fifths of the employed.
• The largest potential negative impact is in South Asia, South-East Asia and
Sub-Saharan Africa, where extreme working poverty increased by 9
percentage points or more in the worst case scenario.
• In the case of Sub-Saharan Africa more than two-thirds of workers were at
risk of falling below the extreme poverty line in the worst scenario.
• Three of the ten economies that were hit hardest by the economic crisis
worldwide are in Sub-Saharan African (Angola, Botswana and Equatorial
Guinea), which each saw GDP growth drop by at least 12 percentage
points due to dwindling export demand.
• GDP growth in Africa’s largest economy, South Africa, dropped 5.3
percentage points to minus 2.2 per cent in 2009.

• While the unemployment rate in SSA decreased between 2003 and 2005
by 0.5 percentage points, it is estimated to have risen to 8.2 per cent in
2009.
• The limited increase is not reflective of the true impact of the crisis in SubSaharan Africa, and should be seen in conjunction with indicators such as
vulnerable employment and working poverty.

Country

Angola
Botswana
DRC
Lesotho
Madagascar
Malawi
Mauritius
Mozambique
Namibia
Seychelles
South Africa
Swaziland
Tanzania
Zambia
Zimbabwe

Income ginicoefficient
(2000-2011)
58.6
61.0
44.4
52.5
47.2
39.0
47.1
74.3
19.0
57.8
50.7
34.6
50.7
50.1

Population below
National Poverty line
(2000-2009) %
30.6
71.3
56.6
68.7
52.4
54.7
38.0
23.0
69.2
33.4
59.3
72.0

• The HDI – a composite of indicators on life expectancy, education and
command over the resources needed for a decent living – is the main
assessment of Africa’s human development.
• The 187 countries around the world are classified in four groups: ‘very
high’, ‘high’, ‘medium’, or ‘low’ development.
• The Seychelles has been placed as a “very high human development”
ranking in 46th place.
• Libya, Mauritius, Algeria and Tunisia are in the “high” group and ten
African countries in the “medium” sector.
• The remaining 37 African countries are in the “low” human development
category.
• Recent United Nations’ human development reports have launched an
Inequality Adjusted Human Development Index (IHDI) and Gender
Inequality Index (GII) alongside the HDI.
• In 2012, the inequality adjusted index revealed losses of approximately
35% in the HDI value for most African countries due to inequality in life
expectancy, education and income across the population.
• Compares to a loss of 29% for South Asian countries, 26% for Latin
America and the Caribbean, 25% for Arab states, 21% for East Asian
countries and 13% for Europe and Central Asia.
• The country with the highest loss in HDI due to inequality was Angola
(44%), followed by Namibia (43%).

Loss in human development due to inequality

• But even before the current global crisis, Africa was already
in a structural crisis, a vicious cycle of some sorts...

Explaining the inadequate development experience in Africa: The
Dual & Enclave Economy
The perennial problem of under-utilisation of resources, implying
underdevelopment, can be traced to the legacies of the African
economies.
Underdevelopment in Africa is a reflection of the imbedded economic
dualism that is associated with the grafted type of capitalism that
was carved out under colonialism.
Thus, the low resource absorptive capacity of African economies is
related to the enclave growth emanating from the structural legacy
of economic dualism which explains the vicious circle of perpetual
under-employment that afflicts the majority of the labour force,
and especially women.
The evolving social formations suggest the co-existence of the
dominant capitalist and pre-capitalist modes of production that
have been fused together in a rather uneasy and tenuous coexistence (grafted capitalism).

The Dual and Enclave Structure of the Economy

From the capitalist perspective, pre-capitalist forms of work
constitute non-productive labour in that the labour is not
profit-oriented.
From a market, and therefore capitalist point of view, underemployment manifests itself as non-productive labour in that
it is not harnessed by capital for accumulation.
The capitalist part of the economy is the formal sector, while the
pre-capitalist part is the non-formal sector (informal and
subsistence sectors).
The non-formal sector therefore accommodates the remnant of
pre-capitalist forms of production (non-productive labour).
An important requirement for development under capitalism is
the need to capture non-productive labour into its realm of
operation.
This way, a dynamic impulse is imparted to social relations based
on the imperative to accumulate.

Thus, the disruption of pre-capitalist relations imparts to a country the
potential of internally driven growth.
The issue is that while both developed and developing countries have both
elements of productive and non-productive labour, it is the predominance
of non-productive labour in developing countries that constitutes the
major problem.
In other words, the tragedy in most African economies is that the majority of
its labour force, mainly women, is trapped in pre-capitalist forms of
production which are not driven by the need to employ labour to generate
profit and the further expansion of capital.
Apart from the under-utilisation of resources, and especially labour, another
legacy of colonialism is the absence of an internal (endogenous)
dynamism for growth and transformation since the economies are
dependent on, and constrained by external factors.
In the absence of an internally motivated and conscious process of
transformation, the growth process would not only marginalise the
majority of the labour force, but would also marginalise the developing
country itself in the international arena.

Demand deficiency: An enclave economy will also be limited by the very
nature of the system itself: the fact that a large segment of labour force is
engaged in low productivity implies that effective demand is low, limiting
the market for formal activities to expand.
This deficiency in effective demand also makes the formal economy more
reliant on external demand, thereby reinforcing dependency.
Limited internal savings: The fact that a large segment of the labour force
cannot engage in productive activities (survivalistic) implies they are not
available for accumulation by the capitalist sector.
In addition, the fact that a majority of the labour force lives close to
subsistence levels implies that they cannot save and if they do their
savings are not captured through financial intermediation due to missing
linkages and market gaps in the financial market.
Thus, an enclave economy tends to lack the capacity to generate internal
savings hence the reliance on foreign investment and foreign aid which
pre-empts the need for self-generated savings.
Asymmetry between National, Regional and International growth and
development needs: As a consequence of the above problems, African
countries find themselves in a dilemma whereby disarticulations at the
national level, coupled with external dependency, militate against
effective regional cooperation and national development as well.

African economies are characterized by dualism, a legacy that has been
reinforced by both the colonial & post-colonial policies which had a formal
sector bias.
The trickle-down effects from the formal sector are too weak to transform
and absorb these sectors into formal activities.
Market forces on their own would simply perpetuate this dualism, even in the
presence of some growth.
The type of colonial capitalist economy did not possess its own imperative for
dynamic transformation and dynamic growth and development since it
was essentially dependent on and constrained by external factors.
In this regard, a proactive role of the state is needed to integrate the nonformal economy and endogenise the growth process in a manner that
allows the majority of the labour force to be in productive activities.
The strategy recommended involves targeted supply-side measures to resolve
market failures through redistribution of productive assets (inclusiveness
and equity are important goals).

•

The theme of the 2013 Africa Economic Outlook of the AfDB is on Structural
Transformation and Natural Resources.

•

It observes that structural transformation towards more productive activities
and better jobs is closely linked with a strong natural-resource sector.

•

Emerging economies, such as Brazil, China and India were more successful
than most African countries, recording impressive reductions in poverty for
more than two decades largely because they have undergone a more rapid
structural transformation - a higher proportion of labour moved from lowproductivity to high-productivity sectors.

•

It further observes that in Africa, structural transformation is in its formative
stage in most countries hence the slow pace of poverty reduction. It cites the
high proportion of jobs in the primary sector as reflecting a lack of structural
change and of productive jobs, but also Africa’s comparative advantage and
hence the basis from which structural transformation must take off.

•

Resource-based raw and semi-processed goods accounted for about 80% of
Africa’s exports in 2011, compared with 60% in Brazil, 40% in India and 14% in
China.

• To harness Africa’s natural resources for structural
transformation, a four-layer policy approach is suggested:
i.

Establish general framework conditions for structural
transformation such as education, infrastructure and
access to sufficiently large, regional markets;

ii.

Establish specific conditions required for natural resource
sectors to thrive;

iii. Optimise the revenues from natural resources and invest
them strategically to promote structural transformation;
iv. Address structural transformation directly by increasing
agricultural productivity and enabling economic linkages
between the natural-resource sector and the economy as
a whole.

The Pro-Poor, Inclusive (Shared) Growth Strategy
• Robust growth is a necessary condition for sustained poverty
reduction.
• However, the link between growth and poverty reduction is
not automatic.
• The labour market, and decent employment in particular, play
an intermediating role (the nexus) between growth and
poverty reduction.
• The importance of employment in poverty reduction lies in
that, quite often, the abundant resource that the poor have is
their labour, which they can use to earn a livelihood.
• Complementing their labour is the return to it.

• Thus, for sustained poverty reduction, three factors are critical– the
growth factor, the elasticity factor and the integrability factor.
• The growth factor relates to the rate at which the production
potential of an economy is enhanced.
• The elasticity factor indicates the extent to which the upward shift
in the production function raises employment potential (both
quantity and quality).
• The integrability factor refers to the extent to which the poor are
able to integrate into economic processes such that, as growth and
employment expand, they can take advantage of the opportunities
that arise to improve the quality and quantity of their employment.

• For the poor to participate in, and benefit from economic growth, they
need access to what Amartya Sen referred to as asset and exchange (or
market income) entitlements.
• Asset entitlements refer to the relative distribution of capital assets so
essential for present and future production (land, credit, human capital,
and social capital such as health, amenities and social security, and
physical and economic infrastructure).
• Exchange entitlements are non-existent for those unable to find decent
formal sector jobs.
• The complementary access to education and capital, and infrastructure
such as rural feeder roads, electricity, and irrigation, make land assets
productive.
• These broader assets allow the rural poor to connect to markets for their
goods and to access inputs for their production.
• In cases where there are relatively high levels of inequality in land
holdings, agricultural growth does less than non-agricultural growth to
raise the incomes of the very poorest.

• Decent work entails productive work where rights are
protected, generating adequate income, with adequate social
protection.
• It also implies adequate work – where all have full access to
income-generating opportunities.
• This means employment, income and social protection are
achieved without undermining workers’ rights and social
standards.
Decent work has 6 dimensions, namely:
Opportunity to work.
Productive work.
Freedom at work.
Equality at work.
Security at work.
Dignity at work.

• The growth process associated with a bigger shift – the one
that is more employment elastic – is most helpful to the poor.
• The growth (output) elasticity of employment is therefore an
important intermediary in shaping the extent to which growth
translates into poverty reduction.
• A high elasticity of employment does not imply higher
incomes for the poor: it simply expands the opportunities.
• The attributes of the poor (their capabilities) enable them to
integrate fully into an expanding economy, determining the
extent to which they benefit (the integrability factor).

• Employment is not the only means of translating
growth into poverty reduction.
• Social provisioning, especially with respect to basic
services that encompass education, health, and
income grants, among others, is critical.
• Hence a viable employment-centred strategy for
development should also integrate social policies.
• Thus, the elasticity factor and the integrability factor
constitute the core of the employment nexus
between growth and poverty reduction.

Hence social objectives, and in particular the focus on poverty reduction and
its eradication gained currency since the late 1990s.
The International Labour Organization (ILO) has taken the lead in promoting
decent work since the late 1990s and at other key fora:
• The adoption of the Declaration on Fundamental Principles and Rights at
Work at the International Labour Conference in June 1998.
• At its 87th Session in 1999, the ILO adopted the Decent Work Agenda.
• The UN Millennium Declaration of September 2000.
• Ouagadougou Declaration of the Heads of State and Government of Africa
of September 2004.
• The Decent Work Agenda in Africa 2007-2015, a Report of the ILO Director
General to the 11th African regional meeting, Addis Ababa, April 2007.
• At the 97th Session in June 2008, the ILO adopted the Declaration on Social
Justice for a Fair Globalization which institutionalizes the Decent Work
Agenda as the key policy and operational concept of the ILO.

Leveraging Pro-Poor and Inclusive Growth
• Treating decent, productive and remunerative jobs as a cross- cutting issue
to be integrated in all policy frameworks (macro and sectoral) and action
plans;
• Targeting employment-intensive sectors and the participation of the poor
in high growth sectors;
• Setting employment targets and integrating employment across all
policies:
• Facilitating transition to decent work and formality and the inclusion of
disadvantaged groups (women, youths and people with disabilities) into
the mainstream economy;
• Enhancing skills development and achieving a better fit between labour
supply and demand, with a pathways approach to training to take care of
diverse needs and interests;

• Promoting and widening the scope for Social Dialogue to include key
stakeholders and broader issues (including economic policies);
• Adjusting the Macroeconomic Policy Framework and Budget to facilitate
Pro-poor, employment-rich growth;
• Setting up/strengthening effective inter-ministerial mechanism for
stakeholder coordination and participation.

Strategies to leverage decent work-rich growth:
• Active labour market policy measures influencing the quality of labour
supply and enhancing demand are a critical component of an
employment-intensive growth strategy with the following elements:
i)
Employability (Labour Supply)
• Innovative, gender-sensitive training and skills development programmes,
such as apprenticeship programmes, mentorship, business incubators,
promoting a culture of entrepreneurship, etc
• Vocational training programmes designed and implemented in partnership
with the private sector
• Basic education programmes for school dropouts.

•
•
•
•
•
•

(ii) Employment creation (Labour demand)
SME and cooperatives promotion and development
Labour-based public works
Business linkages
Self-employment programmes
Service provision in fields such as HIV/AIDS, waste management and
environmental protection, through public/private partnership
Community-based service provision such as access to micro-credit.

iii) Equal Opportunity
• Promoting the employment of young women and mainstreaming youths
as a priority in programmes.
• Programmes targeting people with disabilities and other vulnerable
groups

• Importantly, measures should be adopted to ensure that small enterprises
benefit from large scale companies through sub contracting or supply of
services (value chain approach).
• The value chain disaggregates a firm or sector into its strategically relevant
activities and a firm or sector’s value chain is embedded in a larger stream
of activities, the value system.
• Suppliers do have value chains (upstream value) that create and deliver
the purchased inputs used in a firm or industry’s chain.
• Thus, the extent of integration into activities plays a key role in broadening
the scope of a firm or industry’s influence.
• Establishing firms and sectors with coordinated value chains can lead to a
broad-based, more inclusive and employment intensive growth path.
• Various business linkages programmes, mentorship and internship
programmes aim to achieve more inclusive outcomes than is the case in
individual firm or sector approaches.
• Such coalitions involving coordinating or sharing value chains with
coalition partners broaden the effective scope of the firm or sector’s
chain, which is ultimately more integrative and employment-intensive.

• Cluster development in the manufacturing sector, especially targeting the
SMEs is a viable industrialisation option.
• This type of industrialisation is ideal in that it focuses development on
group of firms rather than on individual firms.
• As a result, SMEs in the manufacturing sector stand to benefit from
clustering as it provides and encourages collective efficiency,
competitiveness, and fosters productivity and innovation.
• The development of clusters will also assist those SMEs in rural and
communal areas to have easier access to markets and technology.
• It is, therefore, important that there be a conscious and explicit cluster
development programme targeting the manufacturing sector.
• Industrial clusters, or geographical concentration of firms and ancillary
units operating in the same sector can provide advantages to small firms:
agglomeration economies and joint action benefits.
• Emphasis in a cluster model is on internal linkages, within which cluster
gains are enhanced by local firm cooperation, local institutions and local
social capital.
• External linkages also come into play, with global buyers helping local
clusters access global markets, acquire new knowledge and upgrade.

Facilitating Transition of informality to formality and
decent work
• The first step toward designing effective interventions to improve
conditions in informal forms of employment is to recognize the
heterogeneity of informal activities.
• In view of its diversity or heterogeneity, an integrated policy framework
that takes into account the two main categories of informal employment
(self- and wage employment) as well as the three main responses to
informality (regulation, protection and promotion).
• From the perspective of regulation, what is needed are appropriate
regulations of both enterprises and employment relations that balance
economic efficiency and social redistribution goals.
• Protection of the working poor in the informal economy focuses on
promoting the business, labour, and property rights of the working poor.

• Promotion is necessary to increase the productivity of informal
enterprises; not only through access to capital, but also sector-specific
business development services, infrastructure and inputs, and supportive
regulations and policies.
• Strengthening the employability of informal workers requires skills training
and job matching. What is required is to implement an appropriate mix of
these policies for different sectors of the informal economy.
• Importantly, in order to ensure that the appropriate mix of policies is
identified, the working poor need representative voice, legal validity, and
official visibility in the policy-making process.
• In terms of representative voice, the working poor need to be organized
into membership-based organizations that can participate in relevant
policy-making and rule-setting bodies or processes.
• The working poor in the informal economy need legal identity and rights
as workers, entrepreneurs, and as asset holders.
• For them to gain official visibility in policymaking, the activities,
enterprises, and contributions of the working poor should be measured
and valued through provision of appropriate data

Integrated policy responses to informality
Segments
of
Regulation
Protection
Promotion
informality
Registration,
Commercial law, Price
policies,
Self-employment
Microenterprises
licensing,
and property rights and procurement, sector
Own
account corporate taxes
social protection
policies, infrastructure
operations
and services
Skills training
Wage employment Labour regulations, Minimum wages
Informal employees payroll taxes and Non-wage benefits Job matching
Casual day labourers social
security Social protection
contributions
Source: Marty Chen, 2008. “Addressing Informality, Reducing Poverty,” International Poverty
Centre, Poverty in Focus, Number 16, December, page 7.

The ANSA Strategy, Principles and Values
Looking at the development process in a holistic manner: considering three
basic factors:
• The “social factor”, meaning how people’s basic human rights are
safeguarded and how vulnerable people are protected against poverty and
exploitation.
• The “democratic factor”, meaning how the political system functions, how
decisions are made and implemented, how resources and opportunities
are distributed and how justice and fairness is achieved.
• The “global factor”, meaning how the system works at global level, how
decisions are taken and implemented, how global resources are controlled
and distributed and how this global system affects Africa.

Such a strategy requires:
• A human rights approach to development: fulfilling the people’s
material and social needs. This implies basic social services should
be in the public domain and not left to markets;
• Popular participation in decision-making at all levels;
• A fair and equitable distribution of resources;
• Limiting the negative influence of the global processes on the
domestic economy;
• Creating a system of governance that is democratic and
accountable.

• A human rights approach to development
• Development is not just about economics. It includes human rights,
community rights and the right to national or regional self-determination.
It also deals with issues of equity and fairness in the distribution of
resources at local, national, regional and global levels. The provision of
social services such as water, energy, health and education cannot be
guaranteed for all if they are left to market forces.
• Development must lead to a better life for working people and eradicate
poverty.
• People are the agents for change
• The state is a creation of history and a product of struggles. Its role and
orientation depends on the balance of forces in society and thus the task
is for people at grassroots level to transform existing states into
independent, truly developmental, accountable and ethical states.
• A holistic approach
• Engaging with the state

• The main elements of the proposed ANSA strategy can be summarised
into 10 points:
• i)
It is a people-led strategy. It proposes:
• ii) An alternative production system primarily based on domestic
demand and human needs and the use of local resources and domestic
savings. It also proposes the “horizontal” integration of agriculture and
industry.
• iii) A grassroots-led regional integration as opposed to the current
fragmentation by the Empire.
• iv) A strategic, selective de-linking from neo-liberal globalisation and
the preparation for a negotiated re-linking to a fundamentally different
global production and distribution system.
• v) An alternative policy on science and technology based on harnessing
the collective knowledge and wisdom of the people.

• vi) Forging of strategic alliances and networks with progressive forces at
national, regional and global levels.
• vii) A politically governed redistribution of wealth and opportunities
from the formal to the non-formal sectors of the economy.
• viii) Women’s rights as the basis for a healthy and productive society.
• ix) An education system that addresses the needs for sustainable
human development by improving technical, managerial, research and
development skills.
• x)
The creation of a dynamic, participatory and radical democracy,
which regards peoples’ mobilisation, demonstrations, open hearings as
part of the struggle for an ethical and developmental state.

A pro-poor agenda will not come without struggle.
As we say in ANSA (Alternatives to Neo-liberalism in Southern Africa): ideas
are a powerful force once they are seized by a large number of people!
This therefore requires nothing short of mobilisation, at the levels attained
during the liberation struggle, if a sustainable paradigm shift towards a
pro-people discourse is to be achieved.
ANSA stands on three legs (like an African pot):
• Research and analysis;
• Education, training and conscientization; and
• Advocacy and engagement.
While it is an initiative of the labour movement in Southern Africa, it seeks
broader alliances.
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