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The Africa Progress Panel [APP) consists of ten distinguished individuals from the private
and public sector who advocate for equitable and sustainable development for Africa.
Mr Kofi Annan, former Secretary-General of the United Nations and Nobel laureate,
chairs the APP and is closely involved in its day-fo-day work.

The life experiences of Panel members give them a formidable capability fo access the
worlds of politics, business, diplomacy and civil society at the highest levels in Africa and
across the globe. As a result, the Panel funcfions in a unique policy space with the ability
fo influence diverse decision-makers.

The Panel builds codlitions fo leverage and broker knowledge and to convene
decision-makers to create change in Africa. The Panel has extensive networks of
policy analysts and think tanks across Africa and the world. By bringing fogether the
latest thinking from these knowledge and political networks, the APP confributes fo
generating evidence-based policies that can drive the transformation of the continent.
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INTRODUCTION

The new global fargets for improving people’s lives around the world, the Sustainable
Development Goals, do much more than just extend for another 15 years the remit of
the Millennium Development Goals. The SDG agenda, an unprecedented push to tackle
the root causes of poverty, looks at the big picture. It embraces the need for economic
development that leaves no one behind and gives every child a fair chance of leading
a decent life. And it faces squarely our duty fo profect future generations by limiting
climate change, adopting renewable energy and managing resources sustainably.

The SDGs will only succeed, however, if they can succeed in Africa — whose
rapidly growing population most needs the change that the agenda describes. That's
why the same concerns that drive the SDGs have been taken up over the last four
years by the Africa Progress Panel and are summarized in the following report.

The Panel, led by Kofi Annan, works to ensure that Africa’s resources, creativity and
dynamism are harnessed for the benefit of all Africans — including those who have
been left behind by the recent economic growth surge. In successive annual reports,
the Panel has laid out a roadmap for transforming the prospects of the continent's
people. The Panel's policy recommendations have been adopted af the highest levels.

The 2015 report, Power People Planet: Seizing Africa’s energy and climate “We categorically reject the idea that
opporiunities, focuses on a question that goes to the heart of the SDG agenda: Can Africa has to choose between growth
the world prevent catastrophic climate change while building the energy systems and low-carbon development. Africa
needed to sustain growth, creafe jobs and lift millions of people out of poverty? needs fo utilize all of its energy assefs

in the short term, while building the
foundations for a competitive, low-
carbon energy infrastructure.”
Africa Progress Panel, 2015

Climate change demands that we rethink the relationship between energy and
development. The carbonrintensive energy systems that drive our economies have
sef us on a collision course with our planefary boundaries. VWe can avoid that
collision. As a global community, we have the fechnology, finance and ingenuity to
make the fransition to a low-carbon future, but so far we lack the political leadership
and practical policies needed to break the link between energy and emissions.

Unlocking this “win-win” will not be easy. In Africa, leaders must take decisive action
fo reform inefficient, inequitable and often corrupt energy ufilities that are failing o
provide reliable power supplies. Two in three Africans lack access fo electricity.

Africa’s highly centralized energy systems often benefit the rich and bypass

the poor and are underpowered, inefficient and unequal. Energy-sector
bottlenecks and power shortages cost the region 2-4 per cent of GDP annually,
undermining sustainable economic growth, jobs and investment. They also
reinforce poverty, especially for women and people in rural areas. Africa’s
poorest people are paying among the world's highest prices for energy.
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This energy crisis is also a moment of great opportunity, however. Demand

for modern energy is sef to surge, fuelled by economic growth, demographic
change and urbanisation. As the costs of low-carbon energy fall, Africa could
leapfrog info a new era of power generation. The region has an abundance
of renewable energy in the form of solar, hydro, wind, and geothermal
power. Utility reform, new technologies and new business models could be as
fransformative in energy as the mobile phone has been in telecommunications.

Tackling Alfrica’s inferlocking climate and energy problems will require strengthened
infernational cooperation. The Sustainable Development Goals summit and the
global climate falks in December provide a platform for deepening cooperation
and making a down-payment on measures with the potential to put Africa

on a pathway towards an inclusive low-carbon energy future and the world

on a pathway fo avoid climate catastrophe. All countries stand to lose if we

fail to achieve the infernational goal of restricting global warming fo below

2°C above pre-industrial levels. African countries stand to lose the most.

The window of opportunity for avoiding climate catastrophe is closing
fast. The only promises that matter at the Paris climate summit are those
that are kept. The 2015 Africa Progress Report shows how Africa can
lead the way at the summit in forging an ambitious global deal.

Just as the 2015 report focuses on managing extensive Africa’s renewable
energy resources for the good of all Africans, the 2014 report, Grain, Fish,
Money, examines the vast potential of the sector that most poor Africans work
in — agricultural production. We highlighted the gulf between that potential
and the growing dependence on food imports. Closing that gulf would
provide a powerful cafalyst for reducing poverty, generating jobs, feeding
urban populations and creating new market opportunities for investment.

Accelerating Africa’s fransformation means significantly boosting its agriculture
and fisheries, which together provide livelihoods for roughly tworthirds of all
Alfricans. The time has come fo unleash Africa’s green and blue revolutions.
These revolutions could transform the face of the continent. Beyond the
valuable jobs and opportunities they will provide, they can generate a much-
needed improvement to Africa’s food and nutrition security. More than
anything, malnutrition on the continent is a failure of political leadership.

The report highlighted some of the key challenges, including the removal of obsfacles
fo infrarregional frade, and the unacceptable reality is that oo many African farmers
still use methods handed from generation to generation, working their lands or grazing
their animals much as their ancestors have done for millennia. Africa may be showing
impressive headline growth, but too many of its people remain stuck in poverty.

The 2014 report also turned the spotlight on the plunder of vital African resources,
including fish stocks and forests. lllegal, unregulated and unreported fishing

has reached epidemic proportions in Africa’s coasfal waters. VWest Africa is
conservatively estimated to lose US$1.3 billion annually. Beyond the financial

“Africa is a continent of great wealth,
so why is Africa’s share of global
malnutrition and child deaths rising

so fast? The answer is that inequality
is weakening the link between
economic growth and improvements in
wellbeing.”

Africa Progress Panel, 2014



cost this plunder destroys fishing communities who lose critical opportunities to fish,
process and trade. Another US$ 17 billion is lost through illicit logging acfivities.

Foreign invesfors are increasingly choosing Africa as a lucrative opportunity, and
pouring money info agribusiness. At best these investments bring jobs, finance and
crifical knowhow. At worst, they deprive African people of their land and water. African
governments must regulate these investments and use them to Africa’s advantage.
Agreements between African governments and business have to be mutually beneficial.

The 2013 Africa Progress Report, Equity in Exfractives, showed that in many
counfries, revenues from oil, gas and mining have been widening the gap
between rich and poor. A decade of highly impressive economic growth has
not brought comparable improvements in health, education and nutrition.

As the commodity supercycle unwinds, it is time to ask some tough questions. Some
major opportunities for investment, the development of linkages to the local economy
and revenue mobilisation were lost. African and OECD governments should be
cooperating far more closely to address some of the key challenges we identified.
These range from systemic tax evasion fo the outright plunder of valuable assets

and the extensive use of offshore tax havens by foreign and domestic investors.

For example, the report detailed five deals between 2010 and 2012 that cost the
Democratic Republic of the Congo over US$1.36 billion in lost revenues through
the undervaluation of assets and sale to foreign investors. This sum represents twice
the annual health and education budgets of a country with one of the worst child
mortality rates in the world and seven million pupils out of school. Africa loses
twice as much in illicit financial outflows as it receives in international aid.

The Africa Progress Panel finds it unconscionable that some companies, offen
supported by dishonest officials, are using unethical tax avoidance, fransfer
pricing and anonymous company ownership to maximize their profits, while
millions of Africans go without adequate nutrition, health and education.

The report sef out an agenda that was adopted in large measure by the G8.
However, implementation, follow-up and the development of African capacity
fo oversee fair faxation systems now need to be strengthened further.

The 2012 Africa Progress Report, Jobs, Justice and Equity, called on African leaders
fo tackle the deep, persistent and enduring inequalities across the continent. Countries
across Africa are becoming richer but whole sections of society are being left behind.

After a decade of buoyant growth, almost half of Africans still live on less

than $1.25 a day. Wealth disparities are increasingly visible. The current
pattern of trickledown growth is leaving foo many people in poverty, too many
children hungry and too many young people without jobs. Unequal access o
health, education, water and sanitation is reinforcing wider inequalities.

10

“Tax avoidance and evasion are
global issues that affect us all. The
impact for G8 governments is a
loss of revenue. But in Africa, it has
direct impact on the lives of mothers
and children. Throughout the world,
millions of citizens now need their
leaders to step up to the mark and
lead. Fortunately, momentum for
change appears to be accelerating.”
Africa Progress Panel, 2013

“Africa is on its way to becoming a
preferred investment destination, a
potential pole of global growth, and
a place of immense innovation and
creativity. But there is also a long way
to go — and Africa’s governments
must as a matter of urgency turn their
attention to those who are being left
behind. ...Africa and its leaders can
rise to this challenge. If they do, Africa
will become more prosperous, stable
and equitable.”

Africa Progress Panel, 2012
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Viewed through the lens of the SDCs, the equitable growth agenda is
more relevant than ever: on current trends one-third of Africans will still be
living in extreme poverty in 2030. Africa will account also for a rising
share of child and maternal deaths and out of school children.

All of these outcomes are avoidable. Africa can go to zero on extreme
poverty and embark upon a fransformative human development pathway.
But it is fime for Africa’s leaders to bring the poorest and most marginalised
sections of society in from the periphery to the centre of policy design.

These four lafest Africa Progress Reports each focus on a different aspect of
the same story. Their vision is the same as the vision behind the SDGs: the
need fo manage resources wisely and susfainably so that every citizen has a
fair chance of leading a healthy, prosperous, fulfilling life, free of poverty.

1
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Can the world prevent catastrophic climate change while building the energy systems
needed fo sustain growth, create jobs and lift millions of people out of poverty@ That

question goes fo the heart of the defining development challenges of the 21+ century,
and is the focus of this year's report.

It is a vital question for Africa. No region has done less to contribute to the

climate crisis, but no region will pay a higher price for failure to tackle it. This year
governments around the world will sign up for an ambitious new set of international
development goals. These bold plans could tumn to dust if world average temperatures
are allowed to increase by more than 2°C. There is now a real and present

danger that climate change will stall and then reverse the fragile gains made over

the past two decades. Meanwhile, over half of Africa’s population lacks access

fo basic electricity and clean cooking facilities — and the numbers are rising.

Climate change demands that we rethink the relationship between energy and
development. The carbon-intensive energy systems that drive our economies have
sef us on a collision course with our planefary boundaries. VWe can avoid that
collision. As a global community, we have the technology, finance and ingenuity to
make the fransition to a low-carbon future, but so far we lack the political leadership
and practical policies needed to break the link between energy and emissions.

The central message of this report is: Africa is well placed to be part of that leadership.
Some African counfries are already leading the world in low-carbon, climate-resilient
development. They are boosting economic growth, expanding opportunity and
reducing poverty, particularly through agriculture. African nations do not have to lock
info developing high-carbon old technologies; we can expand our power generation
and achieve universal access to energy by leapfrogging into new technologies that are
fransforming energy sysfems across the world. Africa stands fo gain from developing
low-carbon energy, and the world stands to gain from Africa avoiding the high-carbon
pathway followed by today’s rich world and emerging markets.

Unlocking this “win-win” will not be easy. It will require decisive actfion on the part of
Africa’s leaders, not least in reforming inefficient, inequitable and often corrupt ufilities
that have failed to develop flexible energy systems to provide firms with a reliable power
supply and people with access to electricity. Tackling Africa’s interlocking climate and
energy problems will also require sfrengthened infernational cooperation. The maijor
summits planned for 2015 — on finance, the Sustainable Development Goals and climate
— provide an opportunity fo start the change.

Our report shows that Africa’s energy challenge is substantial. Over 600 million people
still do not have access to modern energy. It is shocking that Sub-Saharan Africa’s
electricity consumption is less than that of Spain and on current frends it will take until
2080 for every African to have access fo electricity.

Modern energy also means clean cooking facilities that don't pollute household air.
An estimated 600,000 Africans die each year as a result of household air pollution,
half of them children under the age of five. On current frends, universal access

fo non-polluting cooking will not happen until the middle of the 22 century.

15
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The December 2015 talks on a new global climate treaty are approaching fost.
Africa is already experiencing earlier, more severe and more damaging impacts of
climate change than other parts of the world. Left unchecked, it will reduce agricultural
productivity, create conditions for mass hunger and reverse human development.

Africa’s lack of energy means it has a tiny carbon footprint. African leaders have every
reason fo support international efforts fo minimize greenhouse gas emissions. At the same
time, they urgently need more power to boost and transform their economies and to
increase energy access. Their challenge is fo embrace a judicious, dynamic energy mix
in which renewable sources will gradually replace fossil fuels.

Africa has enormous pofential for cleaner energy — natural gas and hydro, solar, wind
and geothermal power - and should seek ways to move past the damaging energy
systems that have brought the world fo the brink of catastrophe.

The wastfe of scarce resources in Africa’s energy systems remains stark and disturbing.
Current highly centralized energy systems often benefit the rich and bypass the poor
and are underpowered, inefficient and unequal. Energy-sector bottlenecks and power
shortages cost the region 2-4 per cent of GDP annually, undermining susfainable
economic growth, jobs and investment. They also reinforce poverty, especially for
women and people in rural areas. It is indefensible that Africa’s poorest people are
paying among the world's highest prices for energy: a woman living in a village in
northern Nigeria spends around 60 to 80 times per unit more for her energy than a
resident of New York City or london. Changing this is a huge investment opportunity.
Millions of energy-poor, disconnected Africans, who earn less than US$2.50 a day,
already constitute a US$ 10-billion yearly energy market.

What would it fake fo expand power generation and finance energy for all2 We
estimate that investment of US$55 billion per year is needed until 2030 to meet
demand and achieve universal access to electricity. One of the greatest barriers to the
fransformation of the power sector is the low level of tax collection and the failure of
governments to build credible tax systems. Domestic taxes can cover almost half the
financing gap in Sub-Saharan Africa. Redirecting US$21 billion spent on subsidies

fo wasteful utiliies and kerosene to productive energy investment, social profection and
targeted connectivity for the poor would show that governments are ready to do things
differently. | urge African leaders to take that step.

Addifional revenues can be mobilized by sfemming the haemorrhage of finance lost
through illicit financial fransfers, narrowing opportunities for fax evasion and borrowing
cautiously on bond markets. Aid must play a supportive, catalytic role. Global and
African investment institutions already see the growth and revenue prospects of African
infrasfructure in a world where demand is slowing in developed countfries.

Reforming energy ufilities is also key. Longterm national inferest must override short-
term political gain, vested inferests, corruption and political patronage. Energy-sector
governance and financial transparency will help bring light in the darkness. Energy
enfrepreneurs can join the reformed utilities in investing revenues and energy funds in
sustainable power that saves the planet and pays steady dividends. Some countries

16
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in the region are already at the front of the global frend of climateesilient, low-carbon
development, including Ethiopia, Ghana, Kenya, Nigeria and South Africa.

Better and more accessible energy can also power up Africa’s agriculture. Governments
should take advantage of “friplewin” adaptation opportunities that integrate social
protection with climate-smart strategies to raise agricultural productivity and to develop
rural infrastructure, including crop storage, agro-processing and transport, cutting poverty
while strengthening international efforts to combat climate change.

Actions taken by African leaders are essential, and so are actions by the world.

The 2015 summits provide a platform for deepening international cooperation and
providing a down-payment on measures with the potential fo put Africa on a pathway
fowards an inclusive low-carbon energy future and the world on a pathway fo avoid
climate catastrophe. All countries stand to lose if we fail to achieve the infernational
goal of restricting global warming to below 2°C above pre-industrial levels. Africa will
lose the most.

Governments in the major emiting countries should place a stringent price on emissions of
greenhouse gases by taxing them, instead of continuing effectively to subsidize them, for
example by spending billions on subsidies for fossiHuel exploration. The political power of
multinational energy companies and other vested inferest groups is sfill far too sfrong.

Unlocking Africa’s energy potential and putting in place the foundations for a climate-
resilient, low-carbon future will require ambitious, efficient and properly financed
multilateral cooperation. As we show in this report, the current global climate finance
architecture fails each of these credibility tests.

The window of opportunity for avoiding climate catastrophe is closing fast. The only
promises that matter at the Paris climate summit are those that are kept. Africa’s leaders
must rise to the challenge. They are the voice of their citizens in the climate falks — and
that voice must be heard. Social movements, business leaders, religious leaders of dll
faiths and the leaders of the world's cities can join governments and create an irresistible
force for change to win the war against poverty and avert climate catastrophe.

Future generations will surely judge this generation of leaders not by principles they sef
out in communiqués but by what they actually do to eradicate poverty, build shared
prosperity and profect our children and their children from climate disaster.

let us act now and act together.

| “] P
.' f TAAAA S~

KOFI A.
Chair of the Africa Progress Panel
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OVERVIEW

“We can no longer tinker about the edges. We can no longer continue feeding our
addiction to fossil fuels as if there were no tomorrow. For there will be no tomorrow. As a
matter of urgency we must begin a global transition to a new safe energy economy. This
requires fundamentally rethinking our economic systems, to put them on a sustainable and
more equitable footing.” Desmond Tutu, Human Rights activist and Nobel Prize winner

“Africa, too, has no choice other than join hands to adapt and mitigate the effects of
climate change. However, Africa can make a choice on how it can adapt and mitigate
and when it can do so in terms of timeframe and pace. For Africa, this is both a
challenge and an opportunity. If Africa focuses on smart choices, it can win investments
in the next few decades in climate resilient and low emission development pathways.”
H.E. Jakaya Mrisho Kikwete, President of the United Republic of Tanzania

2015 is a watershed year for international development. In September, global leaders
will gather at the United Nations in New York to adopt a new set of susfainable
development goals. Before then, in July, governments meet in Addis Ababa, Ethiopig,

fo agree on the financing framework that underpins the goals. At the end of the year, the
summit spotlight will shift to Paris and the crucial negotiations on a new climate change
agreement. The stakes could hardly be higher. The risks that will come with failure

are immense. Yet this is a moment of great opportunity for the world and for Africa.

Energy is the link connecting the global poverty agenda and climate change. The
carbonrintensive energy systems now driving economic growth are locked into a collision
course with the ecological systems that define our planetary boundaries. Averting that
collision — while eradicating poverty, building more inclusive societies and meeting the
energy needs of the world's poorest countries and people — is the defining inferational
cooperafion challenge of the 21+ century (See infographic: The energy leapfrog).

Nowhere are the threads connecting energy, climate and development more evident
than in Africa. No region has made a smaller contribution to climate change. Yet Africa
will pay the highest price for failure to avert a global climate catastrophe. Meanwhile,
the region’s energy systems are underpowered, inefficient and unequal. Energy deficits
act as a brake on economic growth, job creation and poverty reduction, and they
reinforce inequalities linked fo wealth, gender and the ruralurban divide.

This year's Africa Progress Report explores the links between energy, poverty and climate
change. We document the risks that would come with a business-asusual approach.
More important, we highlight the opportunities for African leaders both at home and

on the world stage.

Energy policy is at the heart of the opportunity. For too long, Africa’s leaders have been
content fo oversee highly centralized energy systems designed to benefit the rich and
bypass the poor. Power utilities have been centres of political patronage and corruption.

18



THE ENERGY LEAPFROG

African countries need energy strategies that drive growth, and reduce energy
poverty, while transitioning to a low-carbon economy

With the region experiencing some of the earliest, most severe and damaging climate impacts,
African leaders have every reason to support international efforts to limit greenhouse gas emissions
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The time has come to revamp Africa’s creaking energy infrastructure, while riding the wave
of low-carbon innovation that is fransforming energy systems around the world. Africa
cannot afford to stand on the sidelines of the renewable energy revolution. It can play its
part in this revolution and tackle the challenges of transitioning away from fossil fuels.

Low-carbon technologies can be rapidly deployed o expand power generation and to
extend the reach of energy sysfems. With the right policies in place, low-carbon development
can correct one of the world's greatest market failures. Millions of Africa’s poorest people are
paying among the world's highest prices for energy because of the cost barriers separating
them from affordable, efficient and accessible renewable technologies. Removing that barrier
would unlock market opportunities and unleash a productive power fo reduce poverty and
build inclusive sociefies that dwarfs what could be achieved through aid.

The message of this report is that Africa can lead the world on climate-resilient, low-
carbon development. Some countries in the region are already doing so, and others
should follow. Many of the policies needed to build more resilient societies that can
cope with climate change are long overdue. Raising agricultural productivity, conserving
land and forestry resources, and planning more sustainable cities would reduce
vulnerability and drive down poverty. In each of these areas there would be significant
global benéfits for climate change through reduced greenhouse gas emissions.

This is a triple-win scenario for economic growth, poverty reduction and climate.

In this report we emphasize Africa’s leadership role.

This is not to downplay the critical importance of infernational cooperation. Keeping
global warming below the 2°C threshold above pre-industrial levels demands collective
action fo address a shared threat. Similarly, unlocking Africa’s energy potential and
putting in place the foundations for a climate-resilient, low-carbon future will require
ambitious, efficient and properly financed multilateral cooperation. As we show in this
report, the current architecture fails each of these credibility fests.

Based on extensive consuliations with African energy planners, climate negotiators,
researchers and governments, this report sets out the Africa Progress Panel’s perspective
on the energy and climate challenges. It also provides an agenda for change and a call
fo action directed not just to Africa’s leaders, but to the wider international community.

More power with equity - Africa’s energy challenge

Universal access fo energy systems that provide a reliable and adequate supply of power
fo homes, firms and service providers is a condition for susfained human development.
Alrica’s energy sysfems are not fit for the purpose of supporting shared prosperity.

Despite 15 years of sustained economic growth, power shortages, resfricted access
fo electricity and dependence on biomass for fuel are undermining efforts to reduce
poverty. The energy gap between Africa and the rest of the world is widening (See
infographic: Worlds apart).
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AFRICA’S ENERGY GAP:
THE COSTS OF THE DIVIDE
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Fifleen years ago, per capita energy use in Sub-Saharan Africa was 30 per cent of the
level in South Asia, now it is just 24 per cent and still falling.

Sub-Saharan Africa is desperately short of electricity. The region’s grid has a power
generation capacity of just 90 gigawatts (GW) and half of it is located in one country,
South Africa. Electricity consumption in Spain exceeds that of the whole of Sub-
Saharan Africa. Excluding South Africa, consumption averages around 162 kilowatt-
hours (kWh| per capita per year. This compares to a global average of 7,000 kWh.

It would take the average Tanzanian around eight years to consume as much electricity
as an American uses in one month.

Average figures mask the extent of Africa’s energy deficit (See infographic: Africa’s
energy gap - The costs of the divide). Two in every three people — around 621 million
in total = have no access to electricity. In Nigeria, an oilexporting superpower, 93
million people lack electricity. Angola has five times the average income level of
Bangladesh but Bangladesh has far higher levels of access to electricity (55 per cent
versus 35 per cent).

Access fo clean, non-polluting cooking facilities is even more restricted. Almost four
in five rely for cooking on solid biomass, mainly fuelwood and charcoal. As a result,
600,000 people in the region die each year of household air pollution. Almost half
are children under 5.

The infernational community has set the goal of achieving universal access to modern
energy by 2030. Sub-Saharan Africa is not on frack to achieve that target. It is the
only region in which the absolute number of people without access to modem energy
is sef fo rise, by 45 million for electricity and 184 million for clean cooking stoves. On
current frends, it will take Africa until 2080 to achieve universal access fo electricity.
Universal access fo clean cooking facilities would occur around 100 years later,
sometime affer the middle of the 22" century.

The social, economic and human costs of Africa’s energy crisis are insufficiently
recognized. Energy-sector botflenecks and power shortages cost the region 2-4

per cent of GDP annually, undermining job creation and investment. Companies in
Tanzania and Ghana are losing 15 per cent of the value of sales as a result of power
outages. Most of Africa’s school children attend classes without access to electricity.

In Burkina Faso, Cameroon, Malawi and Niger, over 80 per cent of primary schools
lack access fo electricity.

Governance of power utilities is at the heart of Africa’s energy crisis. Governments
often view ufilities primarily as sites of polifical patronage and vehicles for corruption,
providing affordable energy can be a distant secondary concem.

Far too much public finance is wasted on inefficient and inequitable energy subsidies.
Governments spend US$21 billion a year covering ufility losses and subsidising oil-
based products, diverting resources from more productive energy investments.
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Alrica’s poorest households are the unwitting victims of one of the world’s starkest
market failures. VWe estimate that the 138 million households comprising people living
on less than US$2.50 a day are spending US$ 10 billion annually on energy-related
products, such as charcoal, candles, kerosene and firewood. Translated info equivalent
cost terms, these households spend around US$10/kWh on lighting, which is about
20 times the amount spent by high-income households with a connection to the grid for
their lighting. The average cost for electricity per kWh in the United States is US$0.12
and in the United Kingdom is US$0.15 (See infographic: Africa’s billion dollar energy
market).

The size of the market points to significant opportunities for investment and household

savings. Halving costs would save US$5 billion for people living below US$2.50,

or US$36 per household. Plausible price reductions of 80 per cent would raise these
figures to US$8 billion overall and US$58 per household. Such savings could release
income for investment in productive activities, health and education. Ve estimate that
the monetary saving from cost reductions would be sufficient to reduce poverty by 16-
26 million people.

What would it take to expand power generation and finance energy for all2

Current energy-sector investment levels are just US$8 billion a year, or 0.49 per cent
of gross domestic product (GDP). This is inadequate. We estimate the investment
financing gap for meeting demand and achieving universal access fo electricity is
around US$55 billion a year until 2030, or 3.4 per cent of Africa’s GDP in 2013
(See infographic: Plugging the gaps).

While this financing gap figure is large, it has to be placed in context. Energy
financing is an investment with the potential to generate high social and economic
refurns by increasing productivity, job creation and economic growth.

Almost half of the gap could be covered by increasing Sub-Saharan Africa’s taxto-GDP
rafio by 1 per cent of GDP. Additional revenues could be mobilized by halting the
wasteful subsidies now fransferred fo loss-making utilities, stemming the finance lost as
a result of illicit financial transfers, and cautious recourse to bond markets.

Aid can play a supportive, catalytic role. African governments themselves should
mobilize around US$10 billion to expand on-grid and off-grid energy access. The
infernational community should match this effort through US$ 10 billion in aid and
concessional finance aimed af supporting investments that deliver energy access fo
populations that are being left behind.

Opportunity Africa

Africa’s energy deficits stand in stark contrast to the region’s pofenfict/.

Africa has abundant reserves of fossil fuels and an even greater abundance

of renewable energy assefs. Rising demand for energy makes it imperative for
policymakers to develop Africa’s resources for Africa’s needs, with less emphasis
placed on the “three €” model of exploration, exiraction and export.
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PLUGGING THE GAPS

lllicit outflows are higher than the financing gap for both energy access
and climate adaptation

US$69 billion

Energy sector financing
gap, annual average

(2015-2030)

Estimated annual
financing required for
climate adaptation

(to 2020)

CUT ILLICIT FINANCIAL FLOWS

and narrow the opportunities for tax evasion

Urbanization, population growth and economic growth are driving an increase
in energy demand. Modelling by the International Energy Agency (IEA) suggests
that electricity generation will need to increase by 4 per cent a year to 2040.
The Africa Progress Panel regards this scenario as unambitious. Africa’s per
capifa energy consumption would be one-third of the level in Thailand today. It
would leave millions of Africans quite literally in the dark, with over 500 million
people lacking access to electricity in 2040, a decade dfter the target date

for universal access to energy. Such an outcome would be indefensible.

African governments need fo set a higher level of ambition. Policies should aim at a 10-
fold increase in power generation and universal access to energy by 2030. Countries
such as Brazil, Thailand and Vietnam have demonstrated that, with sustained polifical
leadership, these outcomes are affainable.

Renewable energy has a critical role to play. As highlighted by the Global Commission
on Economy and Climate, headed by former Mexican president Felipe Calderén, the
idea that countries face a choice between green energy and growth is increasingly
anachronistic. Prices for renewable technologies, especially solar and wind-power, are
falling at an extraordinary rate to the point at which they are competitive with fossil fuels.

From an African perspective, renewable fechnologies have two disfinctive
advantages: speed and decentralization. They can be deployed far more rapidly
than coalfired power plants and they can operate both on-grid and off-grid. In
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considering investment decisions foday, Africa’s governments should take every
opportunity fo lay the foundations for a low-carbon future, while recognizing that
the transition away from existing high carbon infrastructure will fake some fime.

Africa’s energy transformation
After decades of neglect, a powerful current of energy reform is sweeping across Africa.

Covernments increasingly recognize that underpowered and unequal energy systems are
a barrier to developing dynamic economies and more inclusive sociefies. While there is
a long way to go and the record is mixed, the potential for a breakthrough in energy is
increasingly evident (See infographic: Opportunities).

Part of that potential is reflected in what some countries are already achieving. Since
2000, net electricity generation has increased by 4 per cent a year or more in 33
countries. Looking forward, the Africa Progress Panel has reviewed the energy plans of
some 30 counfries and most aim well beyond doubling capacity by 2020.

Financing for energy development is on the increase. African governments are investing
more, albeit from a low base. Many are supplementing energy investments by turning to
sovereign bond markets. Domestic and foreign private investment is rising, reflecting a
move towards liberalization. Nigeria has one of the world's largest and most ambitious
energy-privatization plans.

Some 130 independent power providers (IPPs) are now operating across Sub-Saharan
Africa. A new generation of private equity investors is also emerging. There were around
27 private equily investments in energy and natural resources, with an aggregate value

of US$ 1.2 billion between 2010 and 2013.

International development finance has played a significant role in unlocking private
investment. President Barack Obama's Power Africa initiative, which promises US$7
billion over five years, has acted as a focal point for a range of US agencies and
the private sector. Energy cooperation between the European Union and Africa is
deepening. The game-changer, though, is the emergence of China as a source of
infegrated project finance for large-scale energy projects.

Encouraging as these developments are, they fall short of a breakthrough. African
governments are mobilizing insufficient resources through domestic revenues.
Moreover, while recourse to bond markets offers some benefits, countries are incurring
significant foreign-currency risks. International development finance is constrained

by excessive fragmentation, high fransaction costs and poor coordination. Looking
ahead, the challenge is to scale up domestic resource mobilization and fo secure
access to longterm financing from pension funds and other institutional invesfors.

Sustained regulatory reform is crifical for investment. Unbundling power generation,
fransmission and distribution is one step towards creating more efficient and stable
energy markets. Independent regulation is another. But private invesfors require an
energy buyer such as a utility or dedicated power-purchasing agency and it is hard fo
build a convincing business case when the main buyer is a highly-indebted, corrupt and
inefficient utility.
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OPPORTUNITIES

A powerful current is sweeping across Africa's energy systems

The untapped potential of Africa’s primary energy resources (excluding South Africa) is estimated to be

260 times the current grid-based capacity
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Renewable energy - riding the wave of global innovation
Renewable energy is at the forefront of the changes sweeping Africa.

Hydropower continues to dominate the investiment landscape. Countries as diverse
as Ethiopia, Ghana, Kenya, Nigeria and South Africa are developing very

large powergeneration plants that use renewable energy. But the renewables
revolution is also being driven from below, as innovative companies respond to
household demand for lighting and power (See infographic: Renewable energy

in Africa). On one estimate, 5 per cent of households in Sub-Saharan Africa

now use some form of solar lighting, compared with 1 per cent in 2009.

New business models are emerging. One example comes from Kenya. M-KOPA has
brought fogether solar and mobile technology to bring affordable solar technologies

to off-grid villages. Customers pay a small deposit for a solar home system that would
usually retail for US$200, including a solar panel, three ceiling lights, a radio and
charging outlefs for mobile phones. The balance is repaid in small instalments on a
pay-asyou-use basis through MPESA, a widely available mobile-payment platform that
is used by a third of the population.

Some governments are partnering with the private sector fo extend the reach of
electricity. The Ignite Power project in Rwanda brings together several private
companies, the government and philanthropic agencies. The project aims fo insfall
off-grid technology through a pre-paid system that can power four lights, radios and
televisions, and charge cell phones.

Despite such compelling examples, progress remains far too slow. While poor households
stand fo save over fime from adopting new technologies, the initial costs of solar panels are
foo high for many.

This is a classic market failure. Consumers, investors and the wider economy are losing
out because of the absence of insfitutional mechanisms to link supply and demand.
However, the market failure can be corrected through a combination of public policy
action, business innovation and international cooperation.

Climate change - an opportunity for transformation

The risks associated with climate change in Africa are well established. High levels of
background poverty, dependence on rainfall, weak infrastructure and limited provision
of safety nets combine to make climate risk a major source of vulnerability, even without
global warming. Climate justice demands international cooperation and basic human
solidarity fo confain these risks.

Viewed from a different perspective, climate change provides African governments with
an added incentive to put in place policies that are long overdue and to demonstrate
leadership on the international stage. Counfries such as Ethiopia, Kenya and Rwanda
have already developed climate-esilient development strategies aimed at reducing
poverly, raising productivity and cutting greenhouse gas emissions. From an African
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perspective two priorifies stand out for the Paris climate summit in December 2015.

The first is an ambitious deal that delivers on the commitment to keep global warming
within the 2°C threshold. Second, the climate agreement must address the financing and
capacity-building challenges that Africa faces in responding to the climate challenge.

Africa will be hit hard by climate change
Climate change will have local impacts in Africa but their timing and severity will be
determined by global emissions.

The most severe and immediate effects will be felt by the rural poor. If global average
femperatures are allowed to increase by 4°C, large areas used for cropping sorghum,
millet and maize would become unviable. In some areas drought could become

more profracted and severe. In other cases, productivity levels will be affected by
unpredictable rainfall, increased temperature and flooding.

The Fifth Assessment of the Intergovernmental Panel on Climate Change (IPCC) identifies
Africa as the region at greatest risk from global warming. Regional heating will exceed

the global average. While climate modelling does not provide castiron predictions,

it does point to high levels of risk in many areas. Rising sea levels could threaten

coastal cities such as Accra, Dar es Salaam and Lagos. Hydropower systems could be

compromised by reduced rainfall and increased evaporation. New health threats could
emerge. In each of these areas, the poor will bear the brunt.

Seizing the opportunity - land use and transformative adaptation
The severity and immediacy of the risks posed by climate change have deflected
attention from opportunities to build more climate-resilient approaches to development.

These approaches offer “riplewin” benefits: boosting agricultural productivity, reducing
poverty and strengthening infernational efforts to combat climate change.

Land use should be a focal point for strategies aimed at unlocking these benefits.
Much of African agriculture is locked in a vicious circle of low productivity, poverty
and environmental degradation. Around 2 million hectares of forest were lost annually

between 2000 and 2010.

Changes in agriculture, forestry and land-use patterns are responsible for emissions
equivalent to 10 - 12 gigatonnes (GH] of carbon dioxide (CO,), around one-quarter of
the global total. Africa accounts for around 20 per cent of these emissions. While the
region may account for a small share of overall greenhouse gas emissions, the region’s
emissions from agriculture, forestry and land-use changes are growing at 1-2 per cent a
year. Such changes account for about half of Africa’s emissions — and the share is rising.

Reversing the vicious circle of low productivity, environmental degradation and

climate change has the potential to unlock farreaching benefits. One of the most
striking examples comes from Niger, where smallholder farmers have transformed the
productivity and susfainability of agriculture across 5 million hectares of land. As shown
in last year's Africa Progress Report, African governments could also do far more to
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reduce vulnerability and raise productivity through wider measures. Investment in rural
infrasfructure, social protection and developing new seeds, allied with greater financial
inclusion and the promotion of regional frade, could do far more to enhance climate
resilience than the current proliferation of smallscale adaptation projects.

The dangerous gap between international policy commitments and
actions

The Paris climate summit provides an opportunity to negotiate an agreement that
will deliver on the commitment to keep the 21+ century’s global average temperature
increase within 2°C.

There have been some encouraging signs. Over the past year the world's largest
emitters, which are China, the European Union and the United States, have all pledged
more decisive acfion fo cut emissions. Governments have also agreed fo table their
proposed actfions — or Intended Nationally Determined Contributions (INDCs|) — before
the summit.

On a less positive note, the pledges that have been made leave the world far from a
viable frajectory for meeting the 2°C commitment. The most credible scientific evidence
estimates that the world is on a pathway that will lead to 4°C warming over the
course of the 219 century. Such an outcome would have catastrophic consequences
for Sub-Saharan Africa. Averting that outcome should be at the heart of every African
government’s climate diplomacy.

Despite the known threats, far too many countries are failing fo take decisive action.
Several countries including Australia and Canada appear to have withdrawn

entirely from constructive international engagement on climate. Others have adopted
contradictory policy stances. The US$88 billion spent by G20 countries on subsidies for
the discovery and exploitation of new fossil fuels is one example (See infographic: Cut
the waste). To avoid catastrophic climate change, twothirds of existing reserves have o
be left in the ground, begging the question of why taxpayers’ money is being used 1o
discover new reserves of “unburnable” hydrocarbons.

Govermnments in the major emitting countries should be placing a sfringent price on
emissions of greenhouse gases geared towards a credible carbon budget. Instead of
faxing emissions for the global public good, they are effectively subsidising them. While
many factors are at play, the political power of multinational energy companies and
other vested interest groups weighs far too heavily in the decision-making processes of
many governments.

Securing a better deal for Africa
The INDCs provide African governments with a vehicle to set out their ambition for the
transition to a growth-oriented, climate-resilient, low-carbon development model.

Building on exisfting energy and land-use strategies, the submissions could go beyond
outlining what counfries are doing now to identify what could be done through deeper
infernational cooperation on financing, technology and capacity development.
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Africa’s governments should also use the 2015 financing and climate summits to press
for wider reforms. Climate finance is a starting point. On one estimate, there are now
50 climate funds in operation under a fragmented patchwork of mechanisms with a tofal
financing pool of around US$25 billion.

Sub-Saharan Africa has not been well served by this elaborate international climate
financing architecture. Over the three financial years 2010-2012, just US$3.7 billion
was provided in “faststart” finance. Not all of this represents new and additional aid,
some may have been diverted from other projects.

Defailed analysis of financial transfers points to two structural weaknesses in the climate-
finance architecture: chronic underfinancing and fragmentation. Both weaknesses are
apparent in the financing offered for adaptation measures. Defailed costing exercises
carried out by the United Nations Environment Programme (UNEP) put annual adaptation
financing requirements at around US$ 11 billion through to 2020. Average annual aid
finoncing amounts to around 5 per cent at this amount.

When it comes fo infernational climate finance for efforts fo mitigate climate change by
reducing emissions, Sub-Saharan Africa is picking up the small change. Nigeria and
South Africa are the only countries fo have received support from the Clean Technology
Fund. A larger group of low-income countries in Sub-Saharan Africa have received
pledges of support fo develop solar, wind and geothermal power. However, as of
February 2015, only Ethiopia, Kenya and Mali had received financing.
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Recommendations

The Africa Progress Panel’s recommendations identify a range of practical measures
for expanding power generation, accelerating progress towards universal access to
energy, and supporting low-carbon development. They also set out an agenda for the
Paris climate summit, linking international action to African strategies for climate-resilient
development.

Many of the specific proposals are directed to African governments. In the absence of
ambitious African leadership, opportunities for an energy fransformation will be wasted.
By the same token, without strengthened international cooperation the opportunities
available will be only partially exploited. The 2015 summits provide a platform for
deepening infernational cooperation, setting a course that avoids climate disasfer and
delivering a down-payment on measures with the potential to put Africa on a pathway
fowards future powered by inclusive low-carbon energy.

Core recommendations for African governments:

Raise the ambition of Africa’s energy strategies. Governments should aim at a 104old
increase in power generation by 2040, while laying the foundations for a low-carbon
fransition. Public spending on energy should be raised to 3-4 per cent of gross domestic
product (GDP), supported by measures aimed at raising the tax4o-GDP ratio and avoiding
excessive reliance on bond markets. Given the US$55 billion per until 2030 after ‘annum
gap in energy financing, governments should prioritize the development of balanced
public-private partnerships and create the condifions for expanded private invesiment.
Govemnments should look beyond national borders to accelerate the development of
regional grids.

Seize the low carbon opportunity. Governments should strengthen the market for low-
carbon energy through predictable offtake arrangements, utility purchase arrangements,
feed-in tariffs and auctions. Recognising that the initial capital costs of renewable energy
investment can be prohibitive, governments and regulators should seek to reduce risks
and support the development of the market through appropriately subsidized loans.

Leave no one behind. Africa’s energy systems combine inequity with inefficiency. They
provide subsidized electricity for the wealthy, unreliable power supplies for firms and
very litlle for the poor. National strategies should act on the commitment to achieve
universal access fo energy by 2030, which means providing access for an additional
645 million people through connections to the grid or decentralized mini-grid or off-
grid provision. Every government should map the populations that lack access and
identify the most effective routes for delivery. Better and more accessible energy can
also power up Africa’s agriculture. Governments should work with the private secfor
to develop the innovative business models needed to deliver affordable energy to the
US$10 billion market of people who live on incomes of less than US$2.50 a day.

Cut the pro-rich subsidies. National strategies should include a roadmap and schedule
for phasing out the US$21 billion in energy subsidies geared towards the rich.
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Subsidizing connections for the poor is more efficient and equitable than subsidizing
energy consumption by the rich and subsidizing kerosene is of limited value as a tool
for achieving universal access.

Deepen reform of energy governance. Governments across the region need to step
up the pace of reform. Unbundling power generation, fransmission and distribution
is a starting point. But effective governance also requires the creation of robust,
independent regulatory bodies empowered to hold utilities to account. Utilities
themselves should be required fo publish the terms of all of+ake arrangements and
emergency power-purchase agreements and they should prohibit fendering through
offshore listed companies. While encouraging legislation has been infroduced, the
record on implementation is pafchy. Establishing predictable offtake agreements is
crifical for affracting high-quality, longferm investment.

Adopt new models of planned urbanization. As the world's most rapidly urbanizing
region, Alfrica has opportunities to develop more compact, less polluted cities, alongside
safer and more efficient public transport systems. Economies of scale and rising urban
incomes have the potential fo expand opportunities for providing renewable energy and
achieving universal access to basic services. Linking African cifies to the growing range of
global city networks, including the “C40" group of cities, could unlock new opportunities for
knowledge exchange, capacity building and financing. Governments, muliilateral agencies
and aid donors should work fogether to strengthen the creditworthiness of cities, while
developing innovative parinerships for clean energy.

Develop and act upon an African strategy for the Paris climate summit. The African
Common Positions developed by the African Group of Negotiators (AGN) and
endorsed by the African Ministerial Conference on the Environment (AMCEN) provide
the basis for a strong set of demands that African countries can take to Paris. However,
governments have often failed to act upon their collective commitments. Given the
power asymmetry in the climate negotiations, this is not in the best interests of Africa’s
citizens. With one voice, Africa’s governments should:

®  Reject greenhouse-gas reduction commitments from rich countries and emerging
markefs that are not aligned with the 2°C commitment.

®  Demand that rich countries set a course for zero net emissions by 2050, going
further than envisaged in the current proposals of the European Union and the
United States.

* Urge Australia, Canada and Japan to adopt a more credible and constructive
stance on their climate offers.

® Request that China raises the level of ambition by bringing forward the proposed
date for peak emissions.

*  Demand increased support for climate-resilient development and transformative
adaptation, along with a fundamental overhaul of the current multilateral
adaptation finance system.

Engage fully in negotiations on the Intended Nationally Determined Contributions
(INDCs). Many African governments have been reluctant to engage in the INDC
process in the light of Africa’s limited contribution to greenhouse gas emissions.
However, the INDCs provide an opportunity fo sef out policies that could promote
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growth and reduce poverty in Africa, while limiting global greenhouse gas emissions.
The INDCs could be used to identify opportunities for international cooperation, linked
fo additional financing. To cite some examples:

®  FEliminate within five years of gas flaring, which is a potent source of global
warming and a waste of Africa’s energy resources.

® |dentify opportunities for combating soil erosion, conserving land, avoiding
deforestation and restoring degraded forests and land.

e Highlight current actions aimed at reducing greenhouse gas emissions and the
costs of reducing future emissions by scaling up renewable energy.

Proposals for action by the international community:

Create a “global connectivity fund” under the auspices of the Sustainable Energy

for All (SE4AIl) partnership. The SE4ALL remit includes supporting universal access

fo energy and increasing the share of renewables in the energy mix but it lacks a
bridge to financing mechanisms. Universal access costs are estimated at US$20 billion
annually to 2030. These costs could be cofinanced by African governments and

the wider infernational community in the form of concessional development finance,
supplemented by aid. The SE4All governance framework would be reformed fo require
governments fo submit comprehensive national acfion plans sefting out sirategies for
universal access, with an understanding that credible plans will secure an appropriate
mix of financing for their implementation. SE4AIl financing would help support
innovative business models delivering affordable off-grid energy through risk and credit
guarantees, subsidized loans and electricity-purchase agreements.

Unlock private finance. Development finance could play a more catalytic role through
increased risk-guarantee provisions and strengthened coordination between international
financial institutions, development finance agencies and bilateral donors. The World
Bank and African Development Bank (AfDB) should lead an infernational effort to
unbundle risk, structure guarantees and align Africa’s risk premium with market redlities.
The exercise should aim also at reducing the fransaction costs associated with financing
energy projects. Risk instruments such as the World Bank’s Multilateral Investment
Guarantee Agency (MIGA) and foreign-currency risk mechanisms should be scaled up.

Strengthen the role of AfDB and World Bank financing. Development finance
agencies, the World Bank and donors should commit US$ 10 billion fo the capitalization
of the Africa '50" Fund of AfDB, which has the potential to leverage up to US$ 100
billion in private finance. More African governments should be drawing on the World
Bank's non-concessional borrowing windows, taking advaniage of low interest rates o
finance energy infrastructure.

Overhaul the climate finance architecture: Africa is poorly served by the current
climatefinance architecture. The separate multilateral agencies offering facilities
fo support adaptation should be merged info a single Transformative Adaptation
Facility, perhaps under the auspices of the Green Climate Fund. Facilities for
mitigation finance and support mechanisms for low-carbon development — notably
the Clean Technology Fund and the Scaling Up Renewable Energy in Low Income
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Countries Programme — should be structured to be more responsive to Africa’s
mitigation potential and the opportunities to back low-carbon development. The
broader concern is that the increasingly fragmented global financing architecture
is doing litile fo provide strategic direction in leveraging private investment.

Demonstrate serious infent at the Addis Ababa Financing for Development Summit
in July 2015: The summit provides an opportunity to make a down-payment on
strengthened infernational cooperation and build a bridge to the Paris climate summit:

® Aid donors should commit to the longstanding farget of devoting 0.7 per cent of
gross national income [GNII) fo aid.

®  Rich countries should set a clear timetable for delivering by 2020 the
outstanding US$70 billion per annum in climate finance, which they committed
to in Copenhagen, with greater transparency on financial commitments, the
identification of new sources of finance and delivery mechanisms.

e AUS$15 billion annual commitment to climate-resilient development in Africa,
including financing for a transformative adaptation.

e Increase by US$10 billion the development finance available to Sub-Saharan
Africa for mitigation through the Clean Technology Fund, Green Climate Fund and
other mechanisms.

e Increase the capitalization of the Green Climate Fund to US$20 billion, subject to
stringent performance requirements.

Phase out fossil fuel subsidies: The three 2015 summits should aim at a comprehensive
phase-out of all fossil fuel subsidies by 2025, with appropriate support for low-income
countries. Eliminating subsidies for fossilHuel exploration and production — especially
coal — should be a priority. Developed countries should withdraw by 2018 all tax
concessions, royalty relief and fiscal transfers, and all state aid to fossilHuel industries
by 2020. The G20 countries should set a timefable for acting on their commitment to
phase out fossilfuel subsidies, with early action on coal.

Raise the level of ambition at the Paris climate summit: Developed countries should
esfablish carbon budgets aimed at zero net emissions by 2050, with clear interim
benchmarks to 2030. The European Union and the United States should revise their

initial INDC offers in line with this commitment. Counfries should move towards early
implementation of credible carbon pricing and taxation systems, linked to carbon budges.

Redouble efforts to combat tax evasion: In 2012, Africa lost US$69 billion from illicit
financial flows. G8 and G20 countries must act on past commitments fo strengthen tax-
disclosure requirements, prevent the creation of shell companies and counteract money
laundering. Implementation of the G20,/OECD's planned actions on base erosion and
profit shifting should be accelerated; and the international community should support
African efforts 1o strengthen tax and customs administration and reduce illicit financial
outflows, especially via tfrade misinvoicing. Other priority actions to mitigate illicit
financial flows include public registries of beneficial ownership of companies and, with
the assistance of the IMF, agreeing on how to define, measure and frack such flows,
especially frade misinvoicing.
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For private investors and multinational companies:

Demand an ambitious Paris climate agreement: The business community should

work with cities, municipal and regional authorities, civilsociety organizations and
governments fo demand an ambitious Paris climate agreement, backed by carbon
pricing and faxation. All companies should establish and publish a “shadow price” for
carbon in their company accounts.

Accelerate the exit from carbon through divestment: Institutional investors should
urgently review their portfolios with a view to progressively eliminating carbonrintensive
assets, sfarfing with equity stakes in coal. Regulatory authorifies, investors and stock
exchanges should require companies and institutional investors fo fully disclose

the carbon exposure of their assets. The World Business Council on Sustainable
Development should review and report upon the misleading claims made by
multinational mining companies with respect to the benéfits of coal for reducing poverty.

Engage with governments: lead the development of new low-carbon energy
partnerships and identify the conditions for increasing investment in energy sector
infrasfructure.

Drive innovation for greater access: Energy investors should develop innovative
business models aimed at lowering marketentry costs for electricity and the costs

of efficient cooking-stoves. Working with governments, banks and aid donors, they
should seek to broaden and deepen emerging mechanisms, such as pay-asyou-go
financing, mobile payments, extended repayment periods and low-interest credit, to
serve the “bottom of the pyramid” market. Given the limited ability of poor households
fo meet mainfenance cosfs, governments should link public support o the provision of
postinstallation servicing.

Stop the secrecy: Foreign investors and African companies should provide full
disclosure of their beneficial ownership structures and report fransparently on energy-
related contracts, including electricity oftake arrangements. Multinational corporations
must also recognise that the tax and fransparency revolution continues to move ahead
at a rapid pace. New G20,/OECD reporting standards for multinational companies
will require companies to report on their activities more transparently. Companies that
keep up with the pace of change are more likely to be able fo influence the changes.
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“Alrica’s fish and

other harvests can help feed

an expanding global population.
We all benefit from an Afriga
that is prosperous,

stable and fair”

The world’s burgeoning population needs to be fed and Africa, our continent, is well
positioned to do so. We have enough resources to feed not just ourselves but other
regions foo. We must seize this opportunity now.

Alrica’s productivity levels, already beginning to increase, could easily double within
five years. Indeed, our smallholder farmers, most of them women, have repeatedly
proven how innovative and resilient they can be.

So why are they not yet thriving2 The unacceptable reality is that foo many African
farmers still use methods handed from generation to generation, working their lands or
grazing their animals much as their ancestors have done for millennia.

Alfrica may be showing impressive headline growth, but too many of our people remain
stuck in poverty. This year's Africa Progress Report finds that if we want to accelerate
Africa’s fransformation, then we have fo significantly boost our agriculture and fisheries,
which together provide livelihoods for roughly two-thirds of all Africans.

If we want to extend the recent economic successes of the continent to the vast majority
of its inhabitants, then we must end the neglect of our farming and fishing communities.
The time has come fo unleash Africa’s green and blue revolutions.

These revolutions will fransform the face of our continent for the better. Beyond the
valuable jobs and opportunities they will provide, such revolutions will generate a
much-needed improvement to Africa’s food and nutrition security. More than anything,
malnufrition on our continent is a failure of political leadership. VWe must address such
debilitating failure immediately.

Africa’s farmers and fishers are equal to the challenge, but they need the opportunity.
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They need their governments to demonstrate more ambition on their behalf. African
governments must now scale up the appropriate infrastructure and ensure that financial
systems are accessible for all.

When farmers access finance — credit, savings, insurance — they can insure themselves
against risks such as drought, and invest more effectively in better seeds, fertilizers and
pest control. With access to decent roads and storage, farmers can get their harvests

to market before they rot in the fields. Trade barriers and inadequate infrastructure are
preventing our farmers from competing effectively. They are being fold to box with their

hands tied behind their backs.
No wonder Africa’s food import bill is worth US$35 billion (excluding fish) every year.

Investing in infrastructure will certainly be expensive. But at least some of the costs of
filling Africa’s massive infrastructure financing gap could be covered if the runaway
plunder of Africa’s natural resources is brought fo a sfop. Across the continent, this
plunder is prolonging poverty amidst plenty. It has to stop, now. Last year's Africa
Progress Report showed how illicit financial flows, often connected to tax evasion in the
extractives indusfry, cost our continent more than it receives in either international aid or
foreign investment.

This year's report shows how Africa is also losing billions o illegal and shadowy
practices in fishing and forestry. We are sforing up problems for the future. While
personal fortunes are consolidated by a corrupt few, the vast majority of Africa’s
present and future generations are being deprived of the benefits of common resources
that might otherwise deliver incomes, livelihoods and better nutrition. If these problems
are not addressed, we are sowing the seeds of a bitter harvest.

Clobal collective action is needed to nurture fransparency and accountability. In the
year since our last report was published, notable action has been taken on beneficial
ownership, tax avoidance and evasion, and resource revenues. Further technical and
financial support to African governments will also help reduce the illicit flows of timber,
fish and money.

With the same goals in mind, such action must be extended fo the major international
commodity traders, who play a crifical role in African markets, from coffee through to
oil. Too often these powerful and globally influential traders have been overlooked by
national and international regulation.

We have a common inferest in the success of these endeavours. African forests help the
world fo breathe. Along with African waters, they safeguard the priceless biodiversity
of planet Earth. Africa’s fish and other harvests can help feed an expanding global
population. And we all benefit from an Africa that is prosperous, stable and fair.

Foreign invesfors are increasingly choosing Africa as a lucrative opportunity, and
pouring money into agribusiness. At best these investments bring jobs, finance and
crifical knowhow. At worst, they deprive African people of their land and water.
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African governments must regulate these investments and use them to Africa’s
advantage. Agreements between African governments and business have to be
mutually beneficial.

Alricans overseas are also fransferring significant sums of money into Africa, but
remiflance charges are unethically expensive. This overcharging impacts even more
negatively on rural communities. Remitting US$ 1,000 to Africa costs US$ 124
compared with a global average of US$78 and US$65 for South Asia.

Unleashing Africa’s green and blue revolutions may seem like an uphill battle, but
several countries have begun the journey. In these countries, farmers are planting new
seeds, using fertilizer and finding buyers for their harvests. Impressive innovation and
smart government policies are changing age-old farming ways.

Mobile technology allows farmers to leapfrog directly to high productivity. Young
entrepreneurs mix agriculture with 21st century global markets. Africa’s resilience,
creativity, and energy confinue to impress. These qualities are crifical to our green and
blue revolutions, upon which Africa’s future will depend.

[ i " f-'_l\v
.. 5‘ TAAM A A

KOFI A.
Chair of the Africa Progress Panel
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OUR PROGRESS

AFRICA REMAINS ONE OF THE WORLD'S FASTEST @ DRIVERS OF GROWTH ARE BEYOND THE EXTRACTIVE

GROWING REGIONS INDUSTRIES

1. Extractives-driven 2. Non-extractives-driven
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CREATIVE INDUSTRIES ACROSS AFRICA OVERALL GOVERNANCE IS IMPROVING:

ARE BOOMING REGIONAL RESULTS 2012

Nollywood, Nigeria’s film industry, is a sector to watch Regional Category Scores: 2012
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IT HAS BECOME EASIER & CHEAPER TO DO BUSINESS IN AFRICA

1. Cost of business start-up procedures (% of GNI per capital 2. Time required to start a business (days)
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MORE CHILDREN HAVE ACCESS TO EDUCATION SOME COUNTRIES ARE SHOWING STRONG

THAN BEFORE, EVEN IF QUALITY REMAINS AN ISSUE GROWTH IN AGRICULTURE

Real Agricultural GDP growth rafes (2010)
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Source: UNESCO (2013/14), Education For All Global Monitoring Report. Source: AGRA (2013), African Agriculture Status Report.

@ HEALTH LEVELS ARE IMPROVING

1. Child and maternal mortality rates are declining — 2. life expectancy is increasing

but both still need to decline much further...
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@ WHO KNOWSe MAYBE 2014 WILL BE THE YEAR WHEN

AN AFRICAN TEAM WINS THE WORLD CUP2
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DESPITE PROGRESS...
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SUMMARY

“Africa is a land of opportunity ... business “Families have lived off fish for generations...but fish stocks
opportunities are there, growth is there and the have been reduced. Our revenues have come down. We used
population is there.” to be able to save a bit for our children’s education or to fix

our boats but it has now become harder to make ends meet.”

PRESIDENT MACKY SALL ISSA FALL, FISHERMAN COMMITTEE
Senegal, January 2014 Soumbedioune, Senegal, January 2014

These two views from one country in Africa tell very different stories. President Macky
Sall was speaking about his government's “Emergent Senegal” investment plan — a
multibillion-dollar strategy for transforming the country's infrastructure. Ten years ago
Senegal was sfill in the grip of a debt crisis. Now it is able fo sell sovereign debt on
eurobond markets. The economy is gaining sfrength, exports are growing and Senegal is

emerging as a regional hub for fransport, logistics and tourism.

Then there is the other Senegal — the Senegal of Issa Fall. Along with tens of thousands
of artisanal fishers who ply their trade from pirogues, canoes built by hand from local
timber, his livelihood is under threat. The ocean off West Africa is one of the world's
richest fishing grounds. Yet catches are declining, along with the income they generate.
The reason: illegal, unreported and unregulated fishing by commercial fleets from other
countries. Senegal lacks the capacity to monitor the activities of these fleets. Until recently,
it also lacked the political will fo tackle the problem. leaders and business inferests
actively colluded in, and benefited from, the illegal sale of permits to foreign fleets.

Senegal’s experience is a microcosm of a wider sfory. For more than a decade, Africa’s
economies have been doing well, according to graphs that chart the growth of GDP,
exports and foreign investment. The experience of Africa’s people has been more mixed.
Viewed from the rural areas and informal setlements that are home to most Africans, the
economic recovery looks less impressive. Some — like the artisanal fishermen of West
Africa — have been pushed to the brink of destitution. For others, growth has brought
extraordinary wealth. Africa is now home to some of the world’s fastestgrowing markets
for luxury goods — and signs of the new prosperity are increasingly visible alongside
reminders of the old problem of poverty.
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AFRICA'S LOSSES: GOST OF ILLIGIT OUTFLOWS

Percentage of GDP that regions are losing in illicit financial flows
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Alfrica stands at a crossroads. Economic growth has taken root across much of the
region. Exports are booming, foreign invesiment is on the rise and dependence on aid
is declining. Governance reforms are transforming the polifical landscape. Democracy,
fransparency and accountability have given Africa’s citizens a greater voice in decisions
that affect their lives.

FIGURE 1 AFRICAS DECADE OF GROWTH (CONSTANT PRICES, SELECTED REGIONS)

In the fast lane: Africa’s 20 fastest-growing
economies (average annual growth 2008-2013)

Sierra Lleone Q.45 I—
China 9.07 I
Rwanda 8.4 I
Ethiopia 8.37 ——
Ghana 8.11 I
8 Mozambique 7.25 mm——
Nigeria 6.96 I
Zambia 6.95 I———
5 Liberia 6.88 I
2 Tanzania 6.8 I
S 4 India 6.64 I
£ Niger 6.47 ——
Té DRC 6.4]
< Angola 6.36 I
Burkina Faso 5.08 Immmm——
Malawi 5.94 Im———
0 Republic of Congo 501 mm——
Uganda 5.74 m——
S&o Tomé and Principe 5.18 =
Lesotho 4.9] nmm——
The Gambia 4.54 m——
4 Chad 4.5) m—
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013  Brazil 3.17 mmmm
® Developing Asia ® Middle East and North Africa ® Ceniral and Eastern Europe
® Advanced Economies ® latin America and the Caribbean ©® Sub-Saharan Africa
Source: IMF (2014), World Economic Outlook database.

These are encouraging developments. Yet the progress in reducing poverty, improving
people’s lives and putting in place the foundations for more inclusive and sustainable
growth has been less impressive. Governments have failed o convert the wealth created by
economic growth info the opportunities that all Africans can exploit to build a better future.
The time has come to set a course towards more inclusive growth and fairer societies.
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This year's Africa Progress Report addresses some of the central challenges facing
Alrica’s governments. We share the view that there is much cause for optimism.
Demography, globalization, new technologies and changes in the environment for
business are combining to create opportunities for development that were absent before
the economic recovery. However, optimism should not give way to the exuberance now
on display in some quarters. Governments urgently need to make sure that economic
growth doesn't just create wealth for some, but improves wellbeing for the maijority.
Above all, that means strengthening the focus on Africa’s greatest and most productive
assefs, the region’s farms and fisheries. This report calls for more effective profection,
management and mobilization of the continent’s vast ocean and forest resources. This
profection is needed to support fransformative growth.

The achievements of the past decade and a half should not be undersfated. Economic
growth has increased average incomes by around onethird. On the current growth
frajectory, incomes will double over the next 22 years. Once synonymous with
macroeconomic mismanagement and economic stagnation, Africa now hosts some of
the world's fastestgrowing economies. VWhen it comes to growth, Ethiopia rivals Ching,
and Zambia oufpaces India. Confrary to a widespread misperception, there is more to
the growth record than oil and minerals — and more than exports and foreign investment.
African business groups have emerged as a powerful force for change in their own right,
in areas such as banking, agro-processing, telecommunications and construction.

For the first time in a generation, poverty is falling = but it is falling far too slowly. The
benefits of growth are frickling down to Africa’s poor but at a desperately slow pace.
Next year, African governments will join the wider international community in adopting
post2015 infernational development goals. One of those goals will be the eradication
of poverty by 2030. On current trends, Africa will miss that goal by a wide margin.

Why is growth reducing poverty so slowly2 Partly because Africa’s poor are very poor:
those below the poverty line of US$1.25 a day live on an average of just 70 cents

a day. And partly because high levels of initial inequality mean that it takes a lot of
growth fo reduce poverly even by a litle. Raising the growth frajectory by 2 percentage
points per capita and modest redistribution in favour of the poor would get Africa within
fouching distance of eradicating poverty by 2030.

Welldesigned social protection programmes could play a vital role by protecting
vulnerable people against the risks that come with droughts, illness and other shocks.

By transferring cash, they can also raise income levels. Experience in other regions —
especially Latin America — demonstrates that social protection can simultaneously help o
reduce poverty and inequality, and boost growth in agriculture. Yet Africa underinvests
in this vital area — and few governments have developed integrated programmes. By
contrast, they spend around 3 per cent of GDP on energy subsidies, most of which go
fo the rich — three times the level of support provided for social profection. It is hard to
imagine a more misplaced set of priorities.
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FIGURE 2 AVERAGE INCOMES ARE RISING - BUT SOME ARE RISING FASTER THAN OTHERS:
GDP PER CAPITA GROWTH (AVERAGE ANNUAL % 2000-2012)
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AFRIGA’S APPLIED TEGH INNOVATIONS:
DEVELOPED BY AFRICANS, FOR AFRICA AND THE WORLD

Mobile technology can accelerate Africa’s productivity in farming and fisheries. Innovation hubs are springing up

all over Africa, incubating the next generation of technologists.
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If Africa is to develop a more dynamic and inclusive pattern of growth, there is no
alfernative to a strengthened focus on agriculture. Sub-Saharan Africa is a region of
smallholder farmers. Some people mistakenly see that as a source of weakness and
inefficiency. We see it as a strength and potential source of growth.

Africa’s farmers have an unrivalled capacity for resilience and innovation. Operating
with no fertilizer, pesticide or irrigation on fragile soils in rainfed areas, usually

with little more than a hoe, they have suffered from a combination of neglect and
disastrously misplaced development sirategies. Few constituencies can have received
more bad advice from development partners and governments than African farmers.
And few of the world’s farmers are as poorly served by infrastructure, financial systems,
scientific innovation or access to markets. The results are reflected in low levels of
productivity: cereals yields are well under half the world average.

Agriculture remains the Achilles” heel of Africa’s development success story. Llow levels
of productivity trap millions of farmers in poverty, act as a brake on growth, and
weaken links between the farm and nonfarm economy — links that were crucial to
development breakthroughs in Bangladesh, India and Vietnam. Low productivity has
another consequence that has received far foo little attention. Africa’s farmers could
feed rapidly growing urban populations and generate exports to meet demand in
global markets. However, the region is increasingly and, in our view, dangerously
dependent on imports. African countries spent US$35 billion on food imports
(excluding fish) in 201 1. The share accounted for by intra-African trade: less than 5
per cent. If Africa’s farmers increased their productivity and substituted these imports
with their own produce, this would provide a powerful impetus to reducing poverty,
enhancing food and nutrition security, and supporting a more inclusive pattern of
growth.

It is time for African governments and the wider infernational community to inifiate a
uniquely African green revolution. VWe emphasize the word unique. Copying South
Asia’s experience and retracing the steps of other regions is not a viable strategy.
Agricultural conditions in Africa are different. Yet Africa desperately needs the scientific
innovations in droughtresistant seeds, in higheryielding varieties and in water use,
fertilizer and pesticide that helped to transform agriculture in other regions. Returns

on investments in these key areas will be diminished if deep-rooted policy failures

are not tackled. These range from exorbitant fransport costs for farm produce to
underinvestment in storage and marketing infrastructure and barriers to intraregional
frade.

African farmers also need help to cope with the effects of climate change, which is
very likely fo lead to above-average warming in Africa over the course of the 2 1st
century, reducing the yields of major cereal crops. Yields of maize, a major regional
food crop, are expected to fall by around 22 per cent. The fifth assessment report

of the Intergovernmental Panel on Climate Change identifies Southern Africa, West
Africa and the Sahel as regions facing acute known risks. However, no region will be
unaffected. Even modest changes in the timing and infensity of rainfall, in the frequency
and duration of droughts, and surface temperature can have profoundly damaging
consequences for production, poverty and nufrition.
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AFRIGA’S FOOD EXGHANGE

Before 2000 Sub-Saharan Africa was a net exporter of food.
Now, the region has a food import bill of over
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All of which makes the international community’s failure to provide adequate adaptation
financing indefensible. Having promised much, rich countries have provided litfle new and
additional climate adaptation financing. Commitments through climate funds are less than
US$700 million — and spending is even lower. This is unjust and shortsighted. It is unjust
because Africa’s farmers are being left to cope with a climate crisis they did not create.
Adaptation spending in Africa is dwarfed by the multibillion-dollar investments being
undertaken in rich countries. And underinvestment in adaptation is shortsighted because
early investments could boost growth, enhance food security and reduce climate risks.

Harnessing Africa’s resources for African development is another priority. In last year's
report, Equity in Extractives, we highlighted the damaging consequences of tax evasion
and loss of revenue through undervaluation of mineral resource assefs. This year we turn
our attention fo renewable resources, focusing on fisheries and logging. There are some
striking parallels with tax evasion. In each case, Alfrica is being integrated through trade
info markets characterized by high levels of illegal and unregulated activity. In each case
resources that should be used for investment in Africa are being plundered through the
acfivities of local elites and foreign investors. And in each case African governments and
the wider international community are failing fo put in place the multilateral rules needed to
combat what is a global collective action problem.

The social, economic and human consequences are devastating. On a conservative
estimate, illegal and unregulated fishing costs West Africa alone US$ 1.3 billion o

year. The livelihoods of artisanal fishing people are being destroyed, Africa is losing

a vifal source of protein and nutrition, and opportunities o enter higher value-added
areas of world frade are being lost. Unregistered industrial trawlers and ports at which
illegal catches are unloaded are the economic equivalent of mining companies evading
taxes and offshore tax havens. The underlying problems are widely recognized. Yet
infernational action fo solve those problems has relied on voluntary codes of conduct
that are often widely ignored. The same s true of logging activity, with the forests of
West and Cenfral Africa established as hotspots for the plunder of timber resources.

FIGURE 7 AFRICA'S POVERTY IS NOW FALLING - BUT MORE SLOWLY THAN IN OTHER REGIONS, %
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Placing Africa on a transformative pathway will require investing in inclusive growth.
Infrastructure is one priority. No region has lessdeveloped road networks and energy
systems than Africa. Changing this picture will require significant upfront capital
spending, prefaced by the development of bankable proposals and the emergence of
new business models. The current financing gap has been estimated at around US$48
billion. Much emphasis has been placed on the development of “new and innovative”
financing fo close that gap, including the use of aid fo attract private investment.
Unfortunately, the delivery of real finance has been less impressive than the hype
surrounding the relentless proliferation of new initiatives. Part of the problem is a failure to
invest sufficiently in building the capacity of African governments to develop infrastructure
projects.

Africa’s financial systems are another constraint on growth. No region has a lower level
of access to financial services. Only one in five Africans have any form of account at a
formal financial institution, with the poor, rural dwellers and women facing the greatest
disadvantage. Such financial exclusion undermines opportunities for reducing poverty
and boosting growth that benefits all. Lacking access to insurance, Africa’s farmers have
fo put their meagre savings into contingency funds to deal with emergencies, rather than
investing them in boosfing productivity. Similarly, lacking access to loans and saving
institutions, they are often unable to respond to market opportunities.

Other weaknesses in domestic financing have to be addressed as a matter of urgency.
At one level, the regional financing environment has been transformed. Ten years ago,
counfries across Africa were still emerging from the Heavily Indebted Poor Countries
inifiative. Today, many of the same counfries have entered sovereign bond markets. But
Africa cannot meet its financing needs in infrastructure and skills development through
aid and commercial market debt financing alone. That is why there is no substitute for
domestic financing. Unfortunately, economic growth has done litlle to increase either
the rafe of savings or the proportion of GDP that is collected in domestic tax revenues —
outcomes that point fo the need for institutional reforms.
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Recommendations

Africa’s political leaders, entrepreneurs, farmers and civil society have an unparalleled
opportunity to transform their countries. If that opportunity is seized, this could be the
generation that will be lauded throughout history for eradicating poverty. In our report,
we outline a broad-based agenda for change. At the heart of that agenda are five core
principles, for each of which we identify the necessary practical action.

Share the wealth

Inclusive growth and expanded opportunity are essential to eradicate poverty.

Alrican governments should set equity targets linked fo the post2015 development goals.
These fargets would focus on narrowing gaps in opportunity. For example, they could
include halving over five years the disparities in school attendance, child survival and
access fo basic services linked to ruralurban divides, wealth gaps and gender divisions.
Strengthening the commitment fo inclusive growth demands an expansion of social
profection, including cash fransfers to the poor. Governments should be diverting some of
the 3 per cent of regional GDP they now devote to energy subsidies into welldesigned
social protection programmes.

Invest in Africa’s unique green revolution

African governments, the private sector and the global community must work together
to invest in Africa’s unique green revolution.

It is possible to double Africa’s agricultural productivity within five years. As outlined

by the African Union, African countries can end hunger and malnutrition and become
major players in global food markets. It is also vital fo unleash the potential of sustainable
agriculture and aquaculiure to provide food, jobs and export eamings. Some of the
requirements for achieving a breakthrough in agriculture are financial. Now is the time
for governments to act on their pledge to spend at least 10 per cent of budget resources
on agriculture. But governments also have to create the right market conditions. An
immediate priority is the promotion of import substitution to cut Africa’s US$35 billion
food import bill. This will require measures to cut tariffs and non-ariff barriers fo regional
frade, eliminate fransport cartels, and develop markefing infrastructure.

Take the profit out of plunder

Africa’s resources should be sustainably managed for the benefit of Africa’s peoples.
National and regional action alone will not be enough. The international community
must c/eve/op multilateral systems that prevent the p/under of Africa’s resources.

Fisheries: The global community must act collectively to unleash a blue revolution for
ocean management. To stop the plunder of African fishery resources, all governments
should ratify and implement the 2009 Port State Measures Agreement to tackle illegal
unreported and unregulated (IlUU) fishing, and establish a global register of fishing
vessels. African governments should increase fines on IUU vessels, support artisanal
fishing, increase transparency, and provide full disclosure of the terms on which
commercial fishing permits are issued.
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Forests: All commercial logging concession contracts should be subject to full
disclosure, along with the beneficial ownership structures of the companies involved.
Concessions should be provided with the informed consent of the communities
involved, based on a clear and accurate representation of potential costs and benefis.

Close the twin deficit in infrastructure and inclusive finance

African governments must close the twin deficit in infrastructure and inclusive finance.
The lack of infrastructure is a botfleneck on growth and opportunity. The same s true
of finance. Regional cooperation on energy and transport is vital in order o achieve
economies of scale in infrastructure projects. African governments can also support
the development of mobile banking and e-commerce to overcome financial exclusion,
building on successes such as MPESA in Kenya. Development finance institutions
should work with the private sector to foster more balanced perceptions of risk.

Make tax and finance more fair and transparent

Strengthened domestic resource mobilization holds the key to financing for inclusive
growfh, with African governments investing in efficient and equifob/e tax collection.
Governments should publish in a transparent manner all tax exemptions that are
granted fo corporate entities, both domestic and foreign. The estimated cost of the tax
exemption should be made public, along with the reasons for the exemption and the
principle beneficiaries.

The infernational community must step up efforts to combat tax evasion. Multinational
corporations operating in Africa should fully disclose their financial operations and tax
payments. Building on current initiatives, governments should accelerate the automatic
exchange of tax information and build Africa’s capacity to benefit from this information.
All governments, including those of financially secrefive jurisdictions, should establish
public registries of beneficial ownership of companies and frusts. Multinational
corporations can lead the way by publishing a full list of their subsidiaries, as well as
information on global revenues, profits and taxes paid across different jurisdictions.

The international community should also deliver on its aid pledge — and go one

step further by cutting the cost of remittances. The G8 should work with African
governments fo cut the cost of remittance transfers to a maximum of 5 per cent. That
means curfailing restrictive business practices on the part of money fransfer operators,
strengthening competition, and creating incentives for the development of lowfee
mobile remittance payments.
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Africa is standing on the edge of enormous opportunity. Will we invest
our natural resource revenue in people, generating jobs and opportunities
for millions in present and future generationse Or will we squander

this opportunity, allowing jobless growth and inequality fo take roof?

In many countries, for example, natural resource revenues are
widening the gap between rich and poor. Although much has been
achieved, a decade of highly impressive growth has not brought
comparable improvements in health, education and nutrition.

Indeed, our continent still faces many challenges, but this year's Africa Progress
Report fi good reason to be opfimistic. Building on a decade of strong growth,
economic governance confinues fo improve, providing profection against

the boom-bust cycle fuelled by earlier commodity booms. Across the region,
democracy is sinking deeper roots — and the accountability that comes with
democracy strengthens natural resource management. Defying the predictions of
those who believe that Africa is gripped by a “resource curse”, many resource-
rich countries have sustained high growth and improved their citizens” daily lives.
Meanwhile, some foreign investors show they can make a healthy profi while
also adhering fo the highest international standards of social and environmental
profection. And surging demand for limited resources is driving what some
commentators describe as a commodity super- cycle, keeping prices high.

With a sftrong focus on equity, this year's report explores the potential, problems
and policy options associated with natural resources by focussing on oil, gas
and mining. The starting point is for all countries to develop national strategies
that set up the terms under which their natural resources will be developed,
including fisical policies, contractual arrangements and tax regimes. African
governments must consult widely to develop these strategies, replacing short-
term calculations with the necessary long-term thinking. Critically, these national
strategies must identify exiractive projects that can generate more jobs, by
linking effectively to the local economy. Processing natural resources before
exporting them brings exira value to a country’s natural resource sector. Africa
cannot build dynamic growth and shared prosperity while extractive projects
operate within enclaves or countries export natural resources unprocessed.

Above all, national strategies have fo set out how the extractive sector fi with
plans for poverty reduction, inclusive growth and social transformation.

Success will require leadership, transparency, and accountability, too. There
is no substitute for public scrutiny in developing effective and equitable
policies. African governments must rise to the challenges posed by fi policy,
tax reform and the development of industrial policies. They must manage their
countries’ oil, gas and mining resources efficiently and share revenues fairly.

We therefore call on African governments to set out a bold national
agenda for strengthening transparency and accountability to their
citizens. For too long, African governments have been responding
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fo externally driven transparency agendas. They have been
following, not leading. And it is time to change this pattern.

We welcome the recent adoption by the AU of the African Peer Review
Mechanism as the main framework for monitoring natural resource.
Building on the Africa Mining Vision, African governments should adopt
legislation that requires companies bidding for concessions and licences
to fully disclose their benefi ownership. They should institute transparent
systems of auctions and competitive bidding for concessions and licences,
as well as tax regimes that refl both the real value of their countries’
natural resource assefs and the need to atiract high quality investment.

And yet, acting alone, African governments cannot resolve the most
infractable natural resource governance challenges. The international
community must also shoulder responsibility. When foreign investors make
extensive use of offshore companies, shell companies and tax havens,
they weaken disclosure standards and undermine the efforts of reformers in
Africa to promote transparency. Such practices also facilitate tax evasion
and, in some countries, corruption, draining Africa of revenues that should
be deployed against poverty and vulnerability. We call on the G8 and the
G20 to step up fo the mark, to show leadership in the development of a
credible and effective multilateral response to tax evasion and avoidance.

All countries must adopt and enforce the project- by-project disclosure
standards embodied in the US Dodd-Frank Act and comparable EU
legislation. All countries must apply them to all extractive industry
companies listed on their stock exchanges. The time is right to develop
a global common standard for all countries. As major players in Africa’s
extractives sector, Australia, Canada and China should be the next
countries fo actively support this emerging global consensus.

We welcome the commitment from the current G8 presidency, the United
Kingdom, and other governments to put tax and fransparency at the heart
of this year’s dialogue. And we urge all OECD countries to recognize the cost of
inaction in this vital area. Africa loses twice as much in illicit financial outflows
as it receives in infernafional aid. It is unconscionable that some companies,
often supported by dishonest officials, are using unethical tax avoidance,
transfer pricing and anonymous company ownership to maximize their profi
while millions of Africans go without adequate nutrition, health and education.

Different partners have similar goals. Their interests overlap. Building trust is
harder than changing policies — yet it is the ultimate condition for successful
policy reform. This year's report, therefore, identifi a shared agenda for
change. When we build national capacity to understand natural resource
sectors befter — in civil society as well as government — we also build frust
between government, business and citizens. Befter understanding will
generate fairer contracts and more equitable national strategies too. In
turn, this creates local ownership, longer- lasting contracts, and a better
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investment climate. Satfisfi local communities pose less political risk. Mutually
benefi agreements are the only ones that will stand the test of time.

The Africa Progress Panel is convinced that Africa can better manage its
vast natural resource wealth to improve the lives of the region’s people.
And we hope this report will make a confribution. We all stand to

win from an Africa that is truly prosperous, stable and fair. We are all
stewards of Africa’s natural resource wealth for future generations.

i i " r\.
e

KOFI A.
Chair of the Africa Progress Panel
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located in o remofe comer of southeastern Guinea, the lush, green highlands

of Simandou are at the centre of a transformation that is being felt across Africa.
Beneath the tropical forests, which are celebrated for their ecological richness, lies
another prized asset: one of the world's richest but least developed, and most coveted,
reposifories of iron ore, the core ingredient for making steel. Fuelled by rapid growth

in emerging markets, world prices for iron ore have spiralled and global investors are
scrambling fo unlock new sources of supply. Today, multinational companies from

six continents are competing for a stake in Simandou's ore, with billions of dollars of
investment in prospect. Exports are sef to boom, generating a surge in economic growth.

What does this mean for the people of Guinea, one of the world’s poorest countriese
Will resource wealth ensure better lives for themselves and future generations? Or will
Cuinea become another victim of what some commentators see as Africa’s endemic
resource curse?¢

These questions go fo the heart of this year's Africa Progress Report, which focuses on oil,
gos and mining. Over the past decade, Africa’s economies have been riding the crest of
a global commodity wave. Extractive industries have emerged as a powerful engine of
economic growth. Surging demand for natural resources in China and other emerging
markefs has pushed export prices to new highs — and the boom shows no sign of
aboating. Africa’s petroleum, gas and mineral resources have become a powerful magnet
for foreign investment. With new exploration revealing much larger reserves than were
previously known, Africa stands to reap a natural resource windfall.

The challenge facing the region’s governments is to convert the temporary windfall into

a permanent breakthrough in human development. Effective and equitable stewardship
of Africa’s natural resource wealth could transform the region. Apart from building
manufacturing industries, the development of natural resources could provide the
revenues needed for investment in smallholder agriculture, food security, employment,
health and education. Governments have a responsibility fo future as well as present
generations to harness natural resource wealth. Sub-Saharan Africa enfered the 21t
centur with a population of 670 million. By 2025 the region will be home fo 1.2 billion
— a figure that will rise to 2 billion by mid-century. The demography matters. Equipped
with skills and opportunities, Africa’s youthful population could become a powerful —
and positive — force for change. Denied a chance 1o redlize their potential, children born
today will become a lost generation. Wellmanaged resource wealth has the potential
fo lift millions of Africans out of poverty over the next decade, while giving hope fo future
generations.

According fo the resource pessimists, as revenues generated by exfractive industries
rise, the quality of governance inevitably declines, reducing economic competitiveness
and leaving the poor behind. The pessimists’ case is built on a long, inglorious history
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in which Africa’s resource wealth has financed colonialera monuments in Europe, vast
private fortunes of postindependence leaders like President Mobutu Sese Seko of Zaire
(and some current rulers), and numerous civil wars. Meanwhile, progress in human
development has been far less impressive, and most resource-rich economies have been
locked info boom-bust cycles with episodes of unsustainable debt. For those who believe
that past performance is a guide fo future outcomes, Africa’s deepening infegration into
global natural resource markets points to a bleak scenario.

We do not share that belief. Far from being hosfage to a non-curable resource curse,
this generation of political leaders has an opportunity to hamess resource wealth for a
fransformation in human development. There are four reasons for our guarded optimism.

The fi can be traced to the human development record of the past decade. It is a

matter of grave concern that Africa is not on course for achieving the 2015 Millennium
Development Goals [MDGCs). Yet much has been achieved. For the fi time in over a
generation, the number of people in poverty has fallen. Child death rates are declining.
There has been progress in combating major infectious diseases. More of Africa’s
children are in school. All of this is evidence that a combination of stronger economic
growth and strengthened policies can deliver results. If the revenues generated by Africa’s
natural resource wealth are invested wisely and shared fairly, there is every prospect
that the region will see an accelerated drive fowards the MDGs.

The second cause of optimism is informed by global commodity market projections.

Any prediction about these markets is subject to large margins of uncertainty. Yet there is
compelling evidence that we are not living through a normal commedity cycle. Strong
and highly resource-infensive economic growth in emerging markets and population
growth are driving increased demand, while constraints on increased output are holding
back supply. Some commentators maintain that we are now in the early phases of a
commodity supercycle — a period of sustained high prices. Of course, governments
have to make contingency plans for market volatility and uncertainty. But it appears
likely that export growth will generate large revenue streams that could be used to
figure the social and economic infrastructure needed to support a human development

breakthrough.

The third cause for optimism is the political and economic policy environment. While
there have been setbacks, democracy has taken roof across Africa — and when it comes
fo good governance of natural resources, there is no substitute for democracy. VWhile
the quality of participation, fransparency and accountability varies from country fo
country, Africa’s citizens are claiming their right to hold their governments to account for
their management of natural resources. Fiscal policy and macroeconomic management
has also strengthened. Resource-rich countries in Africa are far less vulnerable today fo
the boom-bust economics of the past. That is one reason they were able to recover so
swiftly from the global downturn in 2008. Many of the countries in the early stages of
developing their non-renewable resources — including Ghana, Guinea, Kenya, Liberia,
Mozambique, Sierra leone and Tanzania — have greatly strengthened macroeconomic
governance over the past decade. Governments in these countries have another great
advantage: they can leamn from the mistakes of the past and take a different route.
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The fourth source of our optimism is grounded in the practices surrounding resource
management. Fiffeen years ago, most governments treafed the governance of resource
wealth as a state secret.

Citizens were informed of decisions faken by govemments on a "need to know" basis
— and the assumption was that they needed fo know very litle. Complex commercial
fransactions between government agencies and foreign investors were cloaked in
secrecy — an arrangement that was highly conducive to corrupt practice. There is still too
much secrecy. But the world of resource governance is changing. Global partnerships
such as the Extractive Industries Transparency Initiative (EITI) have helped to build a new
culture of openness. Governments are making contracts on oil and minerals publicly
available. Guinea has recently placed online the full fext of contracts covering

all major mining deals, including those planned for Simandou. Many major mining
companies have strengthened their fransparency and accountability standards — and
they are assessing with more rigour the social and environmental consequences of their
investments. Critically, a vibrant and growing national and international civil society
movement is holding governments and companies fo account.

Guarded optimism should not be inferprefed as endorsement of the exuberance that

has taken hold in some quarters. All too often, Africa is presenfed as a new El Dorado
in the global economy — a dynamic hub of resourceled wealth creation and investment
opportunity. The underlying message is that another decade of growth fuelled by
extractive industries will automatically pull countries and people out of the poverty
frap. That message is fl - If the next decade locks like the last decade, Africa will
unquestionably emerge with impressive gains in gross domestic product (GDP) and
export activity. But the wellbeing of nations is not measured by growth alone. VWhat
matters for African people is the rafe af which new resource wealth reduces poverty and
expands opportunity.

Governments across the region have paid insuffi  attention fo this issue. The
reduction in poverty achieved over the past decade should be celebrated. Yet as we
demonstrate in this report, resource-rich countries have seen poverty levels fall by less
than predicted on the basis of their economic growth performance. The reason: in many
countries, the poor have seen their share of income shrink. Rising inequality is slowing the
rate at which growth reduces poverty.

The wider human development record is also a cause for concern. Most resource-

rich countries have human development indicators far below the levels that would be
predicfed on the basis of their average incomes. Angola and Equatorial Guinea have
some of the largest gaps between income and human development as reported

in the United Nations Development Programme’s Human Development Index (HDI).

The Democratic Republic of the Congo, one of the world's bestendowed resource
economies, is af the bottom of the HDI. Progress in counfries such as Ghana, Tanzania
and Zambia has been held back by disparities in human development linked to poverty,
the ruralurban divide and other markers for disadvantage.
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In this report we sef out an agenda for converting increased resource wealth into
improved wellbeing. The starting point is a sirengthened focus on equity and human
development. Too many governments continue fo view exfractive industries solely as

a source of growth and a magnet for foreign invesiment. Insufficient attenfion has

been directed towards ensuring that the benefits of growth are distributed fairly across
society. Governments also need fo consider the quality of growth. In many countfries, the
petroleum and mining sectors continue to operate as enclaves insulated from the national
economy. They create few jobs and have weak linkages to local firms. They add litle
value in production. Africa is exporting predominantly unprocessed natural resources
and using the revenues fo import consumer and agricultural goods, many of which could
— and should — be produced locally. This is not a route fo inclusive growth and shared
prosperity. And some exfractive companies generate healthy profits that do not translate
into commensurate government revenues, because of excessive tax concessions, tax
evasion and the undervaluation of assets.

There is no blueprint for reform. Policies have to be designed in the light of the
consfraints and opportunities facing individual countries. However, there are principles
and examples of good practice that serve as a guide to policy. We highlight the critical
importance of fiscal policy and equitable public spending. Strategies geared towards
saving for the future are inappropriate given Africa’s vast unmet needs for infrastructure,
health, education, water and sanitation. These are all areas in which judicious public
spending has the potential fo yield not just high economic retuns but also windfall
gains for human development. Moves towards greater fransparency and accountability
should be broodened and deepened, not fo satisfy the demands of aid donors but to
respect the rights of Africa’s citizens. The haemorrhaging of resource revenues that occurs
through secrefive deals and the operations of offshore companies is an unconscionable
blight on the lives and hopes of their citizens. Full public disclosure is the most effective
tourniquet. The Dodd- Frank legislation adopted in the United States and comparable
measures in the European Union (EU) will greatly strengthen the momentum towards
greater transparency — and African governments should apply similar principles in
domestic legislation.

Breaking with the enclave model of natural resource extraction is another priority. Africa’s
vast mineral resources could transform social and economic development. The Africa
Mining Vision sefs out a compelling agenda for change. It calls on African governments
fo “shift focus from simple mineral extraction fo much broader developmental imperatives
in which mineral policy infegrafes with development policy.” Achieving that goal will
require nof just new policies but also the development of insfitutional capacity and a
wider industrial policy. Foreign investors can play a crifical role in facilitating change by
partnering with governments fo sfrengthen fransparency, by supporting skills development,
and by carefully assessing the social and environmental impacts of their operations — and
many companies are providing leadership in these areas.

In each of these areas there are examples of good practice. Some of Africa’s poorest
counfries are demonstrating that sirengthened governance is possible. Yet African
governments acting alone, or even in concert, cannot solve all of the problems that are
undermining the development potential of resource exports.
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Foreign invesfors have a key role to play. Global companies operating in Africa should
apply the same accountability principles and the same standards of governance as
they are held fo in rich countries. They should also recognize that disclosure matters.
The extensive use by multinational invesfors of companies registered in tax havens

and offshore centres, and their dealings with other offshore companies, is potentially
damaging fo their own corporate reputation and shareholder interests. It is also
associated with practices that hurt Africa and weaken the link between resource wealth
and poverty reduction.

International action can create an enabling environment for sfrengthened governance in
Africa. Tax evasion, illicit fransfers of wealth and unfair pricing pracfices  are  sustained
through  global  frading and financial systems — and global problems need mulilateral
solutions. African citizens should demand that their governments meet the highest
standards of propriety and disclosure. Governments in developed countries should
demand the same thing of companies registered in, or linked fo, their jurisdictions. The
G8 and the G20 should establish common rules requiring full public disclosure of the
beneficial ownership of companies, with no exceptions. They should also strengthen
multilateral rules on faxation to clamp down on the fransfer pricing practices that cost
Alfrica billions of dollars annually. This is an area in which Africa and the developed
world have a shared inferest in bringing order o a system that allows the pursuit of
private profi to be placed above the public inferest in transparency, accountability and
financial stability.

This report does not offer easy answers. There are none. The surge in resource wealth
brings with it complex challenges and very real risks. Yet it also brings an unrivalled
opportunity. Effectively harnessed and well managed, Africa’s resource wealth could

lift millions of people out of poverty over the next decade. It could build the health,
education and social protection systems that empower people to change their livesand
reduce vulnerability. It could generate jobs for Africa’s youth and markets for smallholder
farmers. And it could put the region on a pathway towards dynamic and inclusive
growth.

Seizing these opportunities will be difficult. Squandering them would be unforgivable and
indefensible.

72



GLOBAL GOALS, AFRICAN REALITIES: Building a Sustainable Future for ALL

SUMMARY

For much of the region’s history, Africa’s resource wealth has been plundered and
squandered. It has served the inferests of the few, not the many. Revenues that could
have been used to improve lives have instead been used to build personal fortunes,
finance civil wars, and support corrupt and unaccountable political elites. This

report has a simple message: history does not have fo repeat itself. Today, Africa’s
governments have a unique window of opportunity to convert natural resource wealth
info a catalyst for poverty reduction, shared prosperity and accelerated human
development.

This year's Africa Progress Report rejects the view that Africa is blighted by a “resource
curse” — an affliction that automatically consigns the citizens of resource-rich nations

fo a future of economic stagnation, poverty and poor governance. There is no curse.
The malaise that has offlicted natural resource management in Africa is caused by the
wrong domestic policies, weak investment partnerships and failures in international
cooperation. lifting that affliction will require decisive leadership by African
governments, backed by multilateral action and a commitment by foreign investors to
adopt best infernafional practices.

There is cause for optimism. Global market conditions point fo another decade of high
prices for natural resources, creating an environment conducive fo economic growth.
The policy environment has also improved. Strengthened public finance management
has enabled Africa to escape the boom-bust cycle associated with past upswings

in commodity markets. There have been moves towards greater transparency and
accountability = the twin pillars of good governance in natural resources. New
legislation in the United States and the European Union will add further impetus

to these moves. Many companies are now looking beyond shortterm profits and
towards longferm investment parinerships. These companies recognize the economic,
as well as the ethical, case for strengthening linkages to local firms, for social and
environmental impact assessments, and for engagement with local communities.

None of this is to undersfate the risks and challenges that come with Africa’s ongoing
resource boom. Surges in revenue have fo potential to destabilize budget planning.
Governments must make tough choices over how much to spend today and what to
save for the future. There are risks that the fragile and, in some countries, still limited
moves fowards more open budget systems and enhanced disclosure in state extractive
companies will be reversed. The Africa Progress Panel is concerned at foreign investors
extensive use of offshore companies, shell companies and offshore jurisdictions. And
much of Africa remains trapped in a pattern of exporting raw materials, with few
countries successfully breaking info manufacturing and processing. None of this is
inevitable — and our report demonsirates that the alternatives are practical, achievable

and affordable.
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The past decade has been a period of sustained growth in Africa. Despite a weaker
global economy, regional growth has averaged over 5 per cent a year. Twenty resource-
rich countries have been at the forefront of the economic recovery. These countries,
accounting for 56 per cent of Africa’s population, have grown on average more rapidly
than other countries — and they include some of the world’s fasfestgrowing economies.
Half of the resourcerich group has seen average income rise by onehird or more. In
2012, Angola and Sierra Lleone outperformed China; Ghana and Mozambique grew
more rapidly than India.

Many resource-rich countries are moving up the international wealth rankings. Over the
past decade, Cameroon, Ghana, Nigeria and Zambia have crossed the threshold from
low-income to lower middle-income status. Another five countries — Angola, Botswana,
Gabon, Namibia and South Africa — are in the upper middle-income group. Equatorial
Guinea, with an average income of US$27,478 in 2011, is classed as a high-income
country.

Progress on reducing poverty and improving human development has been  less
impressive. Resource- rich countries have some of the world's largest gaps between their
global ranking on wealth, as measured by average income, and their performance on
wider indicators for wellbeing, as captured by the Human Development Index (HDI).
Equatorial Guinea’s HDI ranking is @1 places below its average income rank, and
Angola’s is 38 places below. Moreover, resource- rich countries are heavily concentrated
in the lower reaches of the HDI ranking. They account for @ of the 12 last places, with
the Democratic Republic of the Congo, bottom. (Figure 1)

Infernational comparisons  graphically illustrate the failure of many countries fo convert
resource wealth into expanded opportunities for human development. Bangladesh has

a far lower average income than Nigeria, yet the country’s children are three times

less likely to die before their fi birthday. And while Bangladesh has achieved universal
primary education and gender parity, Nigeria has10 million children out of school and
some of the world’s largest gender gaps. Angola has one of the world's highest maternal
mortality rates. Eleven of the resourcerrich countries — including high-income Equatorial
Guinea — are in the group of 20 countries with the highest child mortality rates. (Figure 2)

High growth has not always reduced poverty. New research undertaken for the Africa
Progress Report has explored the interaction between average income and the incidence
of poverly in four countries. Both Ghana and Tanzania reduced poverty, though by far
less than the amount predicted on the basis of their growth performance: Tanzania
should have lified another 720,000 people out of poverty. While Zambia registered
strong growth, poverty levels increased by over halfa- million people. Nigeria also saw
an increase in poverty.
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FIGURE 1 WEALTH/WELLBEING GAP
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Why have resourcerrich countries been unable to use stronger economic growth fo
accelerate poverly reduction2 VWhile the precise answer fo that quesfion varies across
countries, the underlying problem can be summarized in two words: rising inequality. In
each of the four countries explored, almost all of the benefi of economic growth were
captured by the richest 10 per cent. In Zambia, the income share of the poorest 10 per
cent fell by half over the survey period examined, while the richest decile increased its
share of national income by almost one-third, from 33 per cent to 43 per cent of the fotal.

This pattern is consistent with the wider drift fowards rising inequality. In last year's Africa
Progress Report we cautioned that the rising disparities in wealth evident across the region
are both unsustainable and unfair. That assessment applies with special force to resource-
rich counfries. These counfries have an unprecedented opportunity o use resource wealth
fo reduce poverly faster. It is vital that governments seize that opportunity by distributing
resource revenue more fairly.

The same s true for other areas. Some countries have invested resource revenues in health,
education, water and sanitation, expanding opportunities for the maijority of their citizens.
Yet the record is checkered. Some political elites continue to seize and squander the
revenues generated by national resource, purchasing mansions in Europe and the United
States or building private wealth at public expense. Angola’s oil revenues have been used
fo amass personal fortunes and subsidize cheap water and electricity for the wealthy, while
the poor are left without basic services.

looking back over the past decade, it is clear that growth alone will not fransform human
development prospects in resourcerrich countries. Governments need to ensure that the
revenue streams that come with the growth of extractive industries are invested efficiently
and equitably. Part of that investment has to be directed towards inclusive economic
growth, since it is growth that will generate the jobs and future revenues needed fo susfain
progress. But for the millions of people lacking access fo health, education, clean water,
social protection and other basic services, it is imperative that governments use resource
revenues to increase the quality and accessibility of those services.

Africa’s resource-rich countries have been riding the wave of a global commodity market
tide. Even though supply of some commodities is unpredictable, markets are sef to remain
tight over the coming years, with real prices remaining well above the average level of the

1990s. (Figure 3)

By the end of 2011, average prices for energy and base mefals were three times as high
as they had been a decade earlier, and were opproaching or surpassing record levels
over the past 40 years. Refl the underlying market conditions, mining invesiments increased
more than fourfold between 2000 and 2010, reaching almost US$80 billion annually,
and the value of world mefals production rose af twice the rate of global GDP — a marked
contrast with the stagnation in value of the previous decade. The upshot is that Africa has
been integrating info one of the most dynamic sectors of world frade.
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FIGURE 2 LEFT BEHIND IN HUMAN DEVELOPMENT

Social indicators in resource-rich countries are lower than expected
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FIGURE 3 THE RISING TIDE OF COMMODITY MARKETS
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FIGURE 4 MAPPING AFRICA'S MINERAL WEALTH: SELECTED COUNTRIES AND COMMODITIES
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There is litlle evidence to suggest that a downturn is imminent. Some commentators
mainfain that the world is still in the middle phase of a commodity “super-cycle”.
Fuelled by high growth in emerging markets and constraints on supply, prices are

set to remain high. Compared with prices in 2005, which were already well above
average levels for the 1990s, projected prices for 2025 are around 20 per cent
higher for metals and minerals, 25 per cent higher for energy commodities, and over
Q0 per cent higher for precious metals.

There is litlle evidence to suggest that a downturn is imminent. Some commentators
maintain that the world is sfill in the middle phase of a commodity “super-cycle”.
Fuelled by high growth in emerging markets and constraints on supply, prices are

set to remain high. Compared with prices in 2005, which were already well above
average levels for the 1990s, projected prices for 2025 are around 20 per cent
higher for metals and minerals, 25 per cent higher for energy commodities, and over
Q0 per cent higher for precious metals.

Such projections should not be interprefed as cause for overexuberance. Africa is still
a relatively minor player in inherently unpredictable global markets. Slower growth

in China, global recession, increased investment in new sources of supply — such as
natural gas extracted by “fracking” — and new fechnologies could fundamentally
change underlying market conditions. African governments need to plan for uncertainty
and the risks that come with dependence on exports, while preparing to manage
increased revenues.

Increased exploration and rising foreign investment are deepening Africa’s integration
info global natural resource markets. In the energy sector, established oil producers
are expanding production. The US Geological Survey estimates that the coasfal areas
of the Indian Ocean could hold more than 250 frillion cubic feet of gas in addition

to 14.5 billion barrels of oil. To put this fi in context, it exceeds the known reserves

of the United Arab Emirates and Venezuela. Africa’s share of world gold exports is
rising. Countries such as Zambia and the Democratic Republic of the Congo occupy a
strategic place in world markets for copper and cobalt. More recently, there has been
a global scramble to secure access to some of the world's largest and least developed
iron ore deposifs in Guinea, Liberia and Sierra Leone.

The revenue fl associated with Africa’s natural resources are potentially fransformative.
The IMF estimates that revenue from Mozambique's natural gas and coal could reach
US$3.5 billion annually. Iron ore exports from Guinea could generate over US$ 1.6
billion annually. Exports of natural gas, gold and other minerals could produce a
revenue stream equivalent to 15 per cent of Tanzania’s GDP. (Figure 4)

The past decade has witnessed not just a surge in foreign investment activity, but a
proliferation of actors. Companies active in Africa’s extractive sectors range from

the multinational firms that dominate world pefroleum and mining to smaller and

more specialized regional actors. State and private Chinese companies occupy an
increasingly prominent role, as do firms from other emerging markets. Many of the
foreign investors operating in Africa are following infernational best practice, offen in a
difficult operating environment. However, the Africa Progress Panel has identified two
major areas of concern.
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The first concerns the structure of investment activity. Foreign companies operating in
Africa make extensive use of offshore-registered companies and low-ax jurisdictions. In
some cases, multinational companies are also linked through their invesiment activifies to
complex webs of shell companies. These arrangements come with weak public disclosure
and extensive opportunities for tax evasion. This is bad for efforts to sfrengthen transparency
and accountability in Africa — and jeopardizes the reputations foreign investors.

The second area of concer relafes fo the linkages between foreign investment activity
and local markets. Extractive industries typically operate as low- value added enclaves
with weak linkages to local firm and employment markets. Over a decade info the
commodity boom, Africa contfinues fo export predominantly unprocessed raw material,
and fo import consumer goods and agricultural commodities. This is not a susfainable
model of development. It is imperative that governments develop industrial strafegies
for adding value fo raw materials prior to their export — and that foreign investors do
more to build local linkages. (Figure 5)

FIGURE 5 MULTINATIONAL CORPORATION ANNUAL REVENUE VERSUS NATIONAL GDP DATA
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In 2012, overall private capital flows are estimated to exceed aid transfers by 8 per
cent.76 Foreign direct investment was similar to aid flows before the 2008 global
recession before falling back slightly (Figure ). That position has now been reversed,
with the lafest data pointing to a rise in FDI and a decline in aid. While the increase
in private capifal flows has reduced financial dependence on aid, development
assisfance remains a critical source of finance for a significant group of countries.
Moreover, welldesigned development assistance can support national efforts to use
resource wealth to accelerate poverty reduction, notably by building institutional

capacity.

Translating natural resource wealth info human development requires integrated policies
across a wide range of areas. Governments need national strategies that set out the
ferms on which resource wealth will be exploited, including provisions on sustainability,
the regulatory environment and licensing. They also need fo ensure that revenues are
collected, accounted for and allocated efficiently and equitably to advance public policy
goals. Moving from good principles to practice is not an easy journey.

Poor governance of stafe companies and assets is associated with extensive revenue
losses. In 2012, Angola was unable to account for US$4.2 billion in “fi residuals”,
essentially missing money, in the accounts of the state oil company. Nigeria is estimated
fo have lost US$6.8 billion between 2010 and 2012. Revenue losses on this scale
cause immense damage fo public finance — and to national efforts to reduce poverty.

Concession trading arrangements are offen associated with undervaluation of assets.
No country has lost more from this practice than the Democratic Republic of the Congo.
This report includes a detailed analysis of fi privatization deals conducted through the
sale of state- owned assefs to foreign investors operating through offshore companies
registered in the British Virgin Islands and other jurisdictions. VWe estimate the fotal losses
sustained in these deals as a result of undervaluation of the assets at US$ 1.3 billion

- —more than double fotal budget spending on health and education. In a country with
7 million children out of school, the sixth highest child mortality rate in the world, and
endemic malnutrition, losses of this order carry high human costs. (Figure 7)

The underpricing of concessions generates large refurns for offshore companies. In the
case of the Democratic Republic of the Congo, we estimate that underpricing generated
returns of around 500 per cent for the offshore companies involved. In Guinea, the price
secured by another offshore company for a concession in iron ore represented a retum in
excess of 3,000 per cent, with the agreed price exceeding Guinea’s GDP.

Lack of transparency remains a major concemn. Resourceich countries in Africa score
poorly on the Resource Governance Index (RCG), a measure of the level of disclosure

in the natural resource sector. Cameroon, the Democratic Republic of the Congo,
Equatorial Guinea and Mozambique register some of the lowest scores reported on the
RCI. Opaque practices in the natural resources sector are reinforced by opaque national
budgets, with citizens routinely denied access to key budget documents.
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Many resource-rich countries need urgently to review the design of their tax regimes.
Most were designed to attract foreign investment during a period of low commodity

prices. Counfries have provided extensive fax concessions, including “tax holidays”, low

royalty payments, and exemptions from corporation tax. One review in Zambia found
that between 2005 and 2009, half a million workers in the country’s copper mines were
paying a higher rate of taxation than major multinational mining companies. The IMF
and the African Development Bank have urged governments to reconsider the level of tax

concessions that they provide.

Tax evasion continues fo erode the revenue base for public finance in many countries.
It is impossible to quantify the scale of the problem. However, high levels of intro-
company frade creafe exfensive scope for trade “mispricing”, enabling companies
fo report profi in low-ax jurisdictions; and the extensive use of offshore companies

and shell companies makes it difficult for African tax authorities to assess profits and
enforce compliance. Trade mispricing alone is estimated to have cost Africa on average
US$38 billion annually between 2008 and 2010 — more than the region received in
bilateral aid from OECD donors. Put differently, Africa could double aid by eliminating
unfair pricing proctices. (Figure 8)

Converting resource revenues info tangible human development gains and expanded
opportunity requires efficient and equitable public spending. The record of resource-rich
countries in this area is mixed, but far from encouraging. Several countries — Chad is

a nofable example — underinvest in basic services. Countries such as Ghana, Kenya
and Zambia skew public spending on health, education and infrastructure away from
the most disadvantaged areas. As a group, resource-rich countries underinvest in social
profection. The 1.5 per cent of GDP spent by Nigeria provides limited coverage. One
of the main programmes, Care of the People, provides modest grants to only 22,000
households (0.001 per cent of the poor).

The immense challenges that African governments face have practical and achievable
solutions. Governments can also draw upon a wide range of guides to action.

The Alfrica Mining Vision, jointly prepared by the African Union and the Economic
Commission for Africa, sets out a compelling agenda for using resource wealth to boost
inclusive growth, expand opportunities and reduce poverty faster. The Natural Resource
Charter, which draws on international best practice, is another valuable fool that can
help to frame policies.

Many African governments are leading by example. Reform-minded political leaders,
supported by civil society, have used the Extractive Industries Transparency Inifiative
(EITI) to strengthen disclosure standards. Sierra leone now publishes contracts and
concessions online. In February 2012, Guinea published on a government website
more than 60 contract documents covering 18 mining projects, along with a searchable
summary of contract terms, allowing non-experts to find key sections and understand

the obligations of companies and the government. The new Liberian Draft Pefroleum
Policy has a section devoted fo transparency measures that will influence the eventual
drafting of sector legislation. It includes provisions requiring the disclosure of the
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FIGURE 6 PRIVATE FLOWS AND AID IN SUB-SAHARAN AFRICA
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FIGURE 7 DEMOCRATIC REPUBLIC OF THE CONGO LOSSES IN CONCESSION TRADING VERSUS
BUDGETS FOR HEALTH AND EDUCATION
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FIGURE 8 AFRICA'S ILLICIT OUTFLOWS

Africa loses more through illicit outflows than it gets in aid and foreign direct investment
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beneficial ownership structure of mining companies, revenue forecasts and oil sale price
information. Ghana's 2011 Pefroleum Revenue Management Act exceeds EITl reporting
standards. These inifiatives reflect the political impetus towards greater transparency and
accountability in Africa.

International initiatives are supporting Africa’s efforts. Under the Dodd-Frank legislation
infroduced in the United Stafes, the Securities Exchange Commission will require
companies involved in exiractive industries to publicly disclose all payments on a
projectby- project basis. The legislation, which has prompted parallel moves from the
European Union, provides an opportunity for foreign investors fo support Africa’s efforts to
strengthen fransparency and accountability. Unfortunately, many companies have failed
fo grasp that opportunity. Some have initiated legal challenges seeking to overturn Dodd-
Frank provisions. Others have embarked on a campaign of attrition aimed at diluting
mandatory reporfing requirements. This is short- sighted — and the commercial arguments
deployed in favour of weaker disclosure lack credibility.

Not all of the opposition emanates from industry. The Canadian government has
opposed the introduction of mandatory disclosure standards. This matters because
companies listed on the Toronto stock exchanges control global mining assets in excess
of US$109 billion and in 2011 were involved in over 330 projects in Africa. China’s
stock exchanges, most notably in Hong Kong and Shanghai, also need to be brought
info a more transparent multilateral regime.

Several governments in Africa are infroducing more efficient and balanced tax regimes.
Royalty rates have been increasing, reflecting the escalation in world prices. The African
Development Bank has proposed indexing royalty payments to world prices, which
would improve  stability and predictability in tax administration. The IMF has urged
governments to avoid negotiating tax deals on an investor-by- investor basis, and several
countries have successfully renegotiated what were unbalanced arrangements.

However, African governments acting alone cannof resolve some of the most pressing
tax problems facing the region. Tax evasion is a global problem facilitated by a mixture
of intracompany trade practices, the extensive use made by foreign investors of offshore
centres, shell companies and lowtax havens, and weak disclosure sfandards in a
number of fi and commodity frading cenfres, including Switzerland, the United
Kingdom and the United States. While there have been encouraging moves towards
greater infernational dialogue on faxation, what is lacking is decisive infernational action
— and this is an area in which the G8 and the G20 can make a difference.

In the past, fiscal policy has been an Achilles” heel of resource governance in Africa.
Surges of revenue have led 1o bouts of uncontrolled public spending, without subsequent
adjustment during downturns in the commodity cycle. This picture is changing.
Govemnments are sefting a reference price for resource exports, smoothing flows into the
budget across the commodity cycle and placing surpluses info sovereign wealth funds
and other insfruments. Nigeria’s recently established sovereign wealth fund has drawn
on the experience of other countries in the region and beyond — including Botswana and
Chile — to establish clear and transparent rules managing resource flows.
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Effective fiscal management does not provide answers fo key questions over spending.
All governments have to consider the capacity of national economies to absorb
increased spending financed by resource revenues. Saving for the future is an important
policy goal. However, the Africa Progress Panel believes that there should be a
presumption in favour of “front loaded” expenditure — investing early in infrasfructure
and basic services. Evidence shows that returns to investment in infrastructure can be
very high, typically ranging between 15 per cent and 20 per cent, and the World Bank
esfimates that infrasfructure investments could raise Africa’s longterm growth rate by 2
per cent a year. By confrast, refurns fo savings in secure bond markets are currently well

below 1 per cent, implying a negative return when adjusted for inflation.

Spending priorities have fo be determined in  the light of national dialogue. Two guides
fo action stand out. The fi is that investment geared towards longterm, inclusive growth
is crifical. Governments need fo ensure that the revenues generated by non-
renewable natural resource assets are turned info permanent improvements in economic
infrasfructure and in people’s health, education, welfare and livelihoods. Unless growth
continues, increased spending in basic services will become unsustainable. At the same
time, itis diffi o make a case for saving a large share of resource revenues when
some 30 million African children are out of school, when the region’s health system
is unable to deliver basic care to a large share of its population, and when climate risk
confinues to trap smallholder farmers.

The second priority, therefore, is to use the revenues generated by resource exports to
break the cycle of poverty frapping millions of Africans, and to unlock opportunities.
These revenues can be used to eliminate charges on basic services, to expand
provision for the most marginalized groups and areas, and to raise both the quality and
accessibility of health care and education. Part of the resource windfall could also be
invested in developing national social protection systems, drawing on the best regional
practices of countries such as Rwanda and Ethiopia, and on relevant experience from
other regions.
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SHARED AGENDA FOR
CHANGE THAT BENEFITS ALL

Africa’s natural resource wealth is an asset with the potential fo lift millions of people
out of poverty and build shared prosperity for the future. This report has identifi
some of the policies that could realize that potential by enabling Africa’s people,
governments, civil society, foreign investors and the wider international community to
come together around a shared agenda for change.

These policies offer pathways towards win-win scenarios. VWhen governments
strengthen disclosure standards and improve accountability, they improve their
legitimacy in the eyes of their citizens. When foreign investors adopt more stringent
disclosure standards and avoid irresponsible practices including tax evasion, they
stand fo gain from improved sfanding in the host countries — and from the avoidance
of risks that could damage shareholder inferests. If the international community comes
together to fackle tax evasion, rich countries as well as poor will gain as the losses
associated with aggressive tax planning diminish.

By the same token, when there is a defi of trust there are no winners — and resource
governance in Africa has long been blighted by a lack of trust. Millions of Africans
have lost frust in the capacity and concern of their governments to manage what are
public natural resource assets in the public interest.

Governments and many of their citizens question the mofives and  practices of
foreign investors, while the companies themselves often have litle confidence in

the governments that shape the policy environment in which they operate. Building
frust is harder than changing policies — yet it is the ultimate condition for successful
policy reform. Civil society organizations have played a central role in strengthening
fransparency and accountability and they often pariner effectively with all key
stakeholders groups highlighted below. Their role is fundamental to implementing most
of the recommendations below.

Africa has never suffered from a “resource curse”. What the region has suffered from is
the curse of poor policies, weak governance and a failure to translate resource wealth
info social and economic progress. The favourable market conditions created by global
resource consfraints provide no guarantee that the growth of extractive industries will
lead to improvements in the lives of people. But if governments seize the moment and
put in place the right policies, Africa’s resource wealth could permanently transform the
continent's prospects.
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SHARED AGENDA FOR
CHANGE THAT BENEFITS ALL

TRANSPARENCY Adopt a global common standard for extractive transparency: All
AND ACCOUNTABILITY countries should embrace and enforce the projectby-project disclosure standards
embodied in the US Dodd-Frank Act and comparable EU legislation, applying
them to all extractive industry companies listed on their stock exchanges. It is vital
that Australia, Canada and China, as major players in Africa, actively support
the emerging global consensus on disclosure. It is time to go beyond the current
patchwork of inifiatives to a global common sfandard.

Realize the Africa Mining Vision: Adopt the Africa Mining Vision's framework
for “transparent, equitable and optimal exploitation of mineral resources to underpin
broad-based sustainable growth and socio-economic development” as the guiding
principle for policy design. Immediately equip the African Minerals Development
Centre with the fechnical, human and fi resources it needs fo help governments
develop national sfrategies. Implement the Africa Mining Vision af country level,
including a strenghtened EITI provision.

Use the African Peer Review Mechanism: Assert African leadership
in reforming the infernational architecture on transparency and accountability
by implementing the African Peer Review Mechanism’s codes and standards on
exfractive industry governance.

DISTRIBUTION OF Build a multilateral regime for tax transparency: The G8 should
BENEFITS esfablish the architecture for o multilateral regime that tackles unethical tax avoidance
and closes down tax evasion. Companies registered in G8 countries should be
required to publish a full list of their subsidiaries and information on global revenues,
profi and faxes paid across different jurisdictions. Tax authorities, including fax
authorities in Africa, should exchange information more systematically.




ECONOMIC
TRANSFORMATION

RESOURCE REVENUES
AND PUBLIC SPENDING

SOCIAL AND
ENVIRONMENTAL
SUSTAINABILITY

GLOBAL GOALS, AFRICAN REALITIES: Building a Sustainable Future for ALL

Boost linkages, value addition and diversifi Add value by processing
natural resources before export. Forge links between extractive indusfries and
domestic suppliers and markets to contribute fowards value addition. Structure
incentives fo favour foreign investors who build links with domestic suppliers,
undertake local processing and support skills development. Use linkages to diversify
national economies away from dependence on extraction.

Ensure equity in public spending: Strengthen the national commitment to
equity and put in place the foundation for inclusive growth: African governments
should harness the potential for social transformation created by increased revenue

fl Finance generated by the development of minerals should be directed towards the
invesiments in health, education and social profection needed to expand opportunity,
and towards the infrasfructure needed fo sustain dynamic growth.

Protect artisanal mining: Support artisanal mining, which is labourintensive
and provides precious jobs. The formal extractive sector and informal artisanal
mining both stand to gain from constructive arrangements that recognize the rights of
artisanal miners and protects the interests of all invesfors.
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Annual reports often begin with the observation that the year in question has been @
particularly eventful one, but rarely has it been as fi  as this year. VWe have seen
enormous change across Africa and the world. We have winessed the spread of
revolutions, the end of aufocratic regimes and the birth of new democracies. We all
held our breath as  counfries and  currencies narrowly  escaped collapse and
towering debt burdens threatened to choke the world economy. Once again, the world
as we know it has changed dramatically in the course of months.

The "Arab Awakening”, combined with the rise of new social movements across

the world in 2011, caught everyone by surprise. The common thread linking these
movements is the shared sense of frustration and anger over unresponsive governments,
and the lack of jobs, justice and equity. For societies to function and prosper, | have
always argued that we need three inferrelated conditions: economic and social
development; peace and security; and, the rule of law and respect for human rights.

In the countries affected by the “Arab Awakening”, there has been a longstanding and
nearfotal absence of the third condition.

To the surprise of many, Africa has mostly stood tall through all of this. The maijority of
its 54 countries have weathered the recurrent financial and economic storms and have
continued to impress as they traverse the road to recovery. A few have even been

able to take their place among the world's top performers in the economic growth
league. There has also been encouraging progress fowards some of the Millennium
Development Goals [MDGs). Many countries have registered gains in education,
child survival and the fights against killer diseases like HIV,/AIDS and malaria. None of
this is cause for complacency.

It cannot be said offen enough, that overall progress remains foo slow and too uneven;
that too many Africans remain caught in downward spirals of poverty, insecurity and
marginalisation; that too few people benefit from the continent's growth frend and rising
geo-strategic imporfance; that foo much of Africa’s enormous resource wealth remains
in the hands of narrow elites and, increasingly, foreign investors without being turned
info fangible benefits for its people. When assessing nations, we fend fo focus too
much on political stability and economic growth at the expense of social development,
rule of law and respect for human rights.

We af the Africa Progress Panel are convinced that the time has come fo rethink
Africa’s development path. Not all inequalities are unjust, but the levels of inequality
across much of Africa are unjustified and profoundly unfair. Extreme disparities in
income are slowing the pace of poverty reduction and hampering the development of
broad-based economic growth. Disparities in basic life-chances — for health, education
and participation in society — are preventing millions of Africans from realising their
potential, holding back social and economic progress in the process. Growing
inequality and the twin problems of marginalisation and disenfranchisement are
threatening the continent’s prospects and undermining the very foundations of ifs recent
success.

Justice and equity are certainly nof new concepts. Here we use them in their broadest
sense. By looking at the triangle of jobs, justice and equity, we underline the role of
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empowerment and equality of opportunity as indispensable for progress and thus
particularly powerful focal points for domestic policy inifiatives and international
development assistance. We highlight jobs because it is through their livelihoods

that people achieve social progress, for themselves and for others, and because the
need to create jobs for the continent’s rapidly growing youth population stands out as
among the most pertinent challenges for Africa’s policymakers. Failure to create jobs
and opportunities for a growing and increasingly urbanised and educated youth will
have grave consequences. And we highlight justice and equity because in the eyes of
hundreds of millions of Africans both are so conspicuously absent from their lives.

Against this backdrop, our report sefs out some proposals for change. With the 2015
deadline for the MDGs fast approaching, we urge every government in Africa to draw
up a plan of action for a "big push” towards the targets. These plans should include
provisions to reduce inequalities in child survival, maternal health and education.
Given the critical place of education in poverty reduction and job creation, we urge
governments fo deliver on the commitment to provide education for all by 2015 - and
fo sfrengthen their focus on learning achievement. We also urge governments to focus
on including women and girls in education, which is essential for creating more just,
prosperous and fair societies.

Food security and nufrition is another pressing concern. VWe must never again

witness the human tragedy that unfolded in the Horn of Africa. It is time for African
governments and the infernational community to come together and build more

robust defences against the scourge of Africa. Raising the productivity of smallholder
farmers is critical. That is why we call on governments to bring these farmers from

the periphery tfo the centre of national strategies for growth and poverty reduction.
Climate change poses a profound threat to African agriculture. Countering that threat
will require infernational cooperation. It is imperative that Northern governments act
swiftly to finance adaptation to climate change, not least because early investments in
infrastructure, water management and soil conservation will yield high returns. And an
effective food and nutrition security sftrategy has to include safety net provisions both
nationally, through social protection programmes, and internationally through a more
effective humanitarian-response architecture.

In this report we highlight a number of global trends that will shape Africa’s future.
There is a strong likelihood that the world is moving into an era of higher food prices.
One effect of that prospect has been to drive a “land grab” in Africa. While foreign
investment in productive farming can be enormously beneficial, governments need to
remain vigilant in guarding against speculative activity and the risk of displacement
of smallholder African farmers. As the economic growth pole of the world economy
moves East, Africa stands to gain from strengthened trade links with China and other
emerging markets. But it is vital that governments establish frade and investment
policies that create incentives for entry into higher value-added areas of production.

Despite growing domestic resources and improved governance and administrafive
systems, African leaders cannot do it alone. They need to be able to count on the
sustained commitment of the infernational community and the fulfilment of its many
outstanding promises. At a time in which many donors view their development
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assistance as expendable budget items, African leaders need to remind their
partners of the infrinsic value of seeing it as an investment in a common future. Donors
also need to honour and act upon the aid commitments that they made in 2005.

Noaturally, the empowerment of Africans in their societies and economies is only one
side of the coin. The empowerment of Africa in the global society and economy is the
other, and seemingly no less challenging. Despite repeated promises fo the confrary,

the continent remains as marginalised in the world as many of its people remain in their
counfries. It remains heavily underrepresented in global institutions and constrained by
unfair rules it does not have the power to change. The failure of the G20 to articulate a
vision for supporting Africa’s development, or to provide the region’s poorest nations with
a place at the table, is a disappointment. There are numerous qualified leaders in Africa.

Both in Africa and internationally we must intensify the focus on fairness, democracy,

the rule of law and respect for human rights. For there can be no long- term security
without development, and no long-ferm development without security. And both have fo
be rooted in the rule of law and respect for human rights. Events of the last year have
underlined this message, which is understood by citizens in Africa and around the world.

Times are uncertain. But what is increasingly evident is that Africa is on its way to
becoming a preferred investment destination, a potential pole of global growth, and a
place of immense innovation and creativity. If we respond with courage and in the right
way, building on the confinent’s many successes, African sociefies will become more
prosperous, fair and equal. This is a prize which we all, wherever we live, will share.

K j]\j\{lfa A

KOFI A.
Chair of the Africa Progress Panel
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INTRODUCTION

Commentary on Africa has suffered from extreme mood swings, with the pendulum
moving from episodes of pessimism fo bouts of euphoria. Twelve years ago,

The Economist wrote off Africa, describing it as “the hopeless continent”!. That
assessment was not atypical. After a decade of slow economic growth

and even slower human development in the 1990s, few observers saw a bright
future. How times change. Last year, The Economist ran with a very different cover
headline: "Africa rising: the hopeful continent”?. According fo the fitle of one
widely cited report, Africa has now become a continent of economic “lions on the
move,”® blazing a pathway fo prosperity. The commentariat spotlight, to quote a
few more reports, is now fixed on Africa’s “rising middle class,”* the “dynamic
African consumer market”> and “growth opportunities for investors”®.

The extreme pessimism surrounding Africa a decade ago was unwarranted. So, too, is
the current wave of blinkered optimism. Real gains have been made, but governments
and their development pariners need to refl  on the weaknesses, as well as the
strengths, of the recent record — and assess both the risks and the opportunities that lie
ahead.

A mixed balance sheet

Alfrica’s economies are consistently growing faster than those of almost any other

region —and af twice the rate of the 1990s7. Improved economic management has
confributed to the growth surge. Exports are booming and export markets have become
more diversifi  Foreign direct investment has increased by a factor of six over the past
decade. Private entrepreneurs have emerged as a dynamic force for change, driving
innovation and transforming outdated business models. There is an emergent middle
class, although its size is often exaggerated. For the fi time in over a generation, the
number of people living in poverty has fallen. Fewer children are dying before their

fi birthday and more are getting info school. young and notso-young Africans are
embracing new technologies that provide information, expand opportunities and connect
people to one another and fo the outside world. There have been setbacks and episodes
of political violence, but democracy is growing deeper roots. Governance sfandards are
improving.

yet there is another side to the balance sheet. Countries across Africa are becoming
richer but whole sections of society are being left behind. After a decade of buoyant
growth, almost half of Africans still live on less than $1.25 a day8. Wealth disparities
are increasingly visible. The current pattern of trickle- down growth is leaving too many
people in poverty, foo many children hungry and too many young people without jobs.
Governments are failing fo convert the rising tide of wealth into opportunities for their
most marginalised cifizens. Unequal access to health, education, water and sanitation
is reinforcing wider inequalities. Smallholder agriculture has not been part of the
growth surge, leaving rural populations trapped in poverty and vulnerability.
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The deep, persistent and enduring inequalities in evidence across

Africa have consequences. They weaken the bonds of frust and solidarity that
hold societies together. Over the long run, they will undermine economic
growth, productivity and the development of markets. They weaken confi

in governments and institutions. And they leave many Africans feeling that their
sociefies are fundamentally unjust and their governments unresponsive. Economic
growth alone is not enough.

In this year's report, we look at three of the most crifical ingredients for transforming a
promising economic upturn info a sustained recovery and lasting human development —
jobs, justice and equity. We highlight jobs because livelihoods play such a fundamental
role in people’s lifechances — and because Africa urgently needs to create jobs for a
growing youth population. We highlight justice and equity because they are missing
from the lives of too many Africans, making the present growth socially unsustainable.

A growing demand for equity and justice

We live in a world of rapid and unpredictable fransformations. Changes in demography
and human geography are remaking sociefies, not least in Africa. Climate change is
inferacting with other pressures to reconfi e agricultural markets. Economic power is
gravitating from West to East and North to South. The pace of technological innovation
is accelerating and the face of social protest is changing.

The Arab revolutions of 2011 caught the world by surprise, as social movements
challenged and toppled autocratic rulers across North Africa, the Middle East and the
Arabian Peninsula. In Europe and  the United  Stafes, the fi crisis has spawned
new forms of social protest. In India, a mass social movement is demanding action fo
combat corruption. Villagers in a remote area of southern

China successfully mobilised against autocratic offi responsible for overseeing land
grabs. A shared sense of frustration and discontent with unresponsive governments,
inequality and injustice links these movements.

Africa is not immune fo the economic and political currents that are  reconfi
globalisation. lis leaders need fo fi a place in the global economic governance
architecture of a multipolar world. Africa’s own demography and human geography

are changing. Failure to create jobs and opportunity for a growing and increasingly
urbanised and educated youth population would have catastrophic consequences,
socially, economically and politically. Having played a minimal role in creating
dangerous climate change, Africa’s farmers face some of the gravest risks. And the Arab
Spring has not gone unnoticed by Africa’s youth. The circumstances may be different,
but young people in Africa also care about jobs, justice and equality — and governments
ignore them af their peril.
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AFRICA: SUCCESSES
AND SETBACKS
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DEMOCRACY IS SPREADING
THE NUMBER OF ELECTIONS IS UP

Number of presidential elections

2010
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THE POLITICAL EMPOWERMENT OF
WOMEN IS GROWING

Women's empowerment is growing:

RWANDA

LEADING GLOBALLY
IN FEMALE
PARLAMENTARIAN
PARTICIPATION

2

AFRICAN
NOBEL PEACE
PRIZE WINNERS

y

FEMALE
PRESIDENTS

A NEW GENERATION OF YOUNG
AFRICAN WOMEN
WITH

POWER

IS RISING

Source: APP



ILLICIT FINANCIAL FLOWS ARE
TAKING A TOLL ON ECONOMIC
DEVELOPMENT
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ARE DOWN
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BUT ELECTORAL PROCESSES ARE ALSO
DELICATE

Between 19 and 25 percent of elections in
Africa are affected by violence.

19-25%

Source: USIP, 2010.

Africa is rising and African economies are growing faster than

those of almost any other region in the world. however, the current
pattern of frickle-down growth is not benefitting many people still

living in poverty.

Indeed, the benefits measured by poverty reduction and childhood

survival fall far short of what Africans have a right to expect. There is
a need for a renewed focus on justice and equity. Africa’s impressive
economic growth must be translated info shared growth for all Africans
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NATIONAL AVERAGES CONCEAL STRIK-
ING INEQUALITIES

On average, Nigerian children receive close to
7 years of education. The richest 20% school for
almost 10 years (more like Cuba or Bolivia) while
the poorest 20% don't even complete 4 years of
education which is closer to the national average
of Chad.

Urban/rural and boy/girl differences are also
striking
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GOOD GOVERNANCE IS
HAMPERED BY CORRUPTION

All Sub-Saharan counfries with the exception
of Botswana, Cape Verde, Mauritius and
Rwanda (which score over 5 on the CPI
index) rank in the lower half of the 2011
Corruption Perception Index)
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MATERNAL MORTALITY REMAINS UNAC-
CEPTABLY HIGH
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STILL A LONG WAY TO GO TO
SECURE GENDER EQUALITY AT LEGAL
AND POLITICAL LEVELS

Post conflict countries fare better in legal
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political participation.
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DEMOGRAPHICS

Africa’s population is set to double by the middle of the century. This extra energy and talent could be a huge benefit if it is productively

harnessed. If not, the impending youth bulge could prompt social disorder that will be difficult to contain.

9 BILLION IN 2050

THE POPULATION OF ASIA AND AFRICA IS EXPECTED TO DOUBLE BY 2050

ANTICIPATING A
YOUTH SURGE

Over the next few decades, there will be a surge
in the number of young people living in Africa.
With fertility rates dropping, Africa could be on
the brink of the type of demographic revolution
that Asia experienced three decades ago.
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ASIA FXHRRG 2010 2030 2050
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CHALLENGE

WITHIN SUB-SAHARAN AFRICA,
THE ECONOMICALLY ACTIVE
POPULATION IS EXPECTED TO
CONTINUE TO INCREASE ACROSS
ALL SUB-REGIONS, ESPECIALLY IN
EASTERN AFRICA
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AFRICA AND CHINA

The Africa-china relationship continues o be a balance of opportunity and risk. With the rise of emerging markets sef to continue,
governments and companies across Africa need fo identify strafegies to increase the benefits that come with deeper infegration while
managing the accompanying risks.

CHINA-AFRICA
Bilateral Trade Volume

CHINA.AFRICA TRADE The value of Africa-BRIC trade has grown

nine-fold over the past decade
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DOMESTIC RESOURCE
MOBILIZATION

There is a widespread public perception in many rich countries that international aid remains the dominant form of development
financing for Africa. That perception is wide of the mark. Africa is more dependent on aid than other regions, but domestic resource
mobilization — the public and private finance raised within countries, through taxes and savings — far outweighs levels of development
assistance. For the first time ever, official development assistance declined to Sub-Saharan Africa in 2010.

DOMESTIC RESOURCE MOBILISATION o
AID AND TAX REVENUE PER CAPITA (2008) 2:2316748

Domestic resource mobilisation is rising but needs to increase faster in order to reduce aid dependence.
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FOREIGN DIRECT INVESTMENT FOREIGN DIRECT
FOREIGN DIRECT INVESTMENT IS RISING BUT NEEDS TO BE
ENCOURAGED BEYOND THE NATURAL RESOURCE SECTOR. INVESTMENT Vs AID*

* Aid data is from the OECD report on Aid Predictability, 2011, and

GRANT & HIGHLY-CONCESSIONAL refers to gross Country Programmable Aid as defined by the OECD
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CONCLUSION

We started this report by cautioning against highly polarised perspectives on
Africa’s prospects. Perhaps more than af any fime in recent vyears, there

is cause for cautious optimism. The region has registered a decade of strong
economic growth and has recovered strongly from the global recessions. The
private sector is emerging as a vibrant and innovative force for change.
Domestic and foreign investment is rising. For the fi time in a generation, poverty
levels are falling — and many counfries have winessed strong progress
towards the MDGs. Democracy is throwing down deeper roofs, with multi- party
elections now the fi mly established rule rather than the exception. Inevitably in
a region as diverse as Africa, there are many national exceptions to this big
picture canvas. yet the favourable constellation of = strong  economic  growth,
improving human development, and more accountable governance means that
African leaders could set the scene for a breakthrough that fransforms the lives of
the current generation and the prospects of future generations.

That outcome is not automatic. Trend is not destiny — and Africa’s future will be
shaped by how effectively the region’s governments and development partners
respond to the great challenges that lie ahead. In this report, we have identifi a
number of concerns that, in our view, merit urgent consideration. Across the world,
we have seen the rise of social movements and the spread of public attitudes
contesting what are viewed as unacceptable levels of inequality. We are of the
strong view that inequalities across much of Africa are ethically indefensible,
economically ineffi and politically destabilising. That is why we call upon Africa’s
leaders to put equity and the development of more inclusive societies at the heart
of their planning for the future.

This message should not be interpreted as part of an anfi-growth agenda.
Consistently high growth is unquestionably a condition for sustained — and
sustainable — progress in Africa. Similarly, it is important that Africa’s leaders not
be mesmerised by economic growth in and of itself. They must also consider the
quality of growth, the distribution of benefi from wealth creation, the opportunities
that poor people and women have to parficipate in growth, and the relationship
between growth and progress fowards the MDGs. It is clear from the
experience of several high-growth economies around the world that growth alone
will not automatically deliver accelerated progress towards the infernational
development goals in maternal health, child survival or hunger.

The 2015 target date for the MDGs provides an opportunity to focus national

and international atfention on parts of society that have been left behind.

The Africa Progress Panel welcomes the emerging debate on the postMDG
framework. However, we are concerned that governments are losing sight of the
2015 promise enshrined in the original MDG targets. The value of any future
commitments will be diminished by a failure to accelerate progress towards
these targets. That is why we call for a 'big push’ towards the MDGs, with every
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government seffing out a best endeavour strategy for getting as close as possible to
the goals — and donors backing their efforts by acting on their aid commitments.

In our view, both the current and future MDG frameworks should attach far more
weight to equity targets. The MDG promise was made for everyone. yef in many
countries, people who are poor, female and rural face acute disadvantages. And
because of inequitable patterns of public spending they have the last call on public
spending. We are convinced that it is time to integrate equity targets into the MDG
framework. These targets could take the form of specifi goals aimed af reducing
gaps in, say, child morfality, maternal health, and education based on wealth,
gender, rural-urban divisions and wider markers for disadvantage. Reducing
inequalities in basic life-chances is a moral imperative. But it would also spur
prospects for economic growth and accelerate progress tfowards the MDG targets
themselves.

looking ahead, there are immense opportunities. African economies are becoming
more integrated with high-growth emerging markets. The region’s vast mineral
wealth is driving growth and acting as a magnet for foreign investment. With
population growth and rising wealth driving up demand for food, Africa’s farmers
could benefi from opportunities in global markefs. As the centre of gravity in the
world economy moves south and east, the emerging forms of global economic
governance could provide Africa with a greater voice. Meanwhile, the revolution
in information and communication technology has created an opportunity for Africa
to leapfrog old, outmoded technologies and adapt new innovations.

For each of these opportunities there is a corresponding risk. In the absence of
strategies aimed at facilitating entry to higher value-added areas of production,
there is a danger that Africa’s mineral wealth and integration with emerging
markets will reinforce dependence on the export activities that generate modest
levels of employment, have weak linkages fo local markets, and leave the region
vulnerable to adverse price trends. Rising global demand for food could generate
incentives for a new wave of speculative land-grabbing, with the profit margins

of hedge funds and other investors overriding national and regional food security.
Paradoxically, the rise of the BRICS and the G20 could leave Africa more, not
less, marginalised in global economic governance. And failure to lower the cost
of Internet access could limit the democratising and leapfrogging potential of ICTs.
In all of these areas, governments will need to develop proactive policies aimed
at seizing opportunity and mitigating risk. Laissezfaire is unlikely to deliver results.
That is why we call for more active policies in agriculture, manufacturing and
trade aimed at strengthening competitiveness, supporting technological innovation,
and protecting the land rights of Africa’s farmers.

The future is never entirely predictable — but there are two areas in which policy
failure today will have highly predictable, and damaging, consequences for

the future. The fi is youth employment. Africa’s youth bulge could create a large
demographic dividend. young Africans have extraordinary levels of energy and
creativity. They also have hopes, ambitions and dreams. What they are lacking
is the opportunity to develop the skills they need to realise their potential. Stated
bluntly, the region’s education and training systems are not currently fi for the
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purpose of providing decent quality education for all. Failure to tackle the twin
crisis in access to school and learning in school will not just limit the right to
education, undermine prospects for economic growth, and waste human potential.
It will also render countries all the more vulnerable to the political and social
instabilities that inevitably accompany urbanisation and youth unemployment.

The second area that requires urgent policy attention is smallholder agriculture. It
is somefimes forgotten that farming is the primary source of employment and food
security for most Africans. yet for far too long, smallholder farmers have suffered
from a combination of indifference and actively damaging policies. With the right
incentives, institutional reforms and public spending policies in place, we are
convinced that it is possible fo dramatically increase the productivity of smallholder
agriculture, fo expand opportunities for rural employment, and strengthen the
economic inferaction between urban and rural economies. By confrastf, confinued
neglect of smallholder farming will undermine economic growth, reinforce
inequalities, and increase the region’s exposure fo the risks that come with over-
dependence on food imports.

Africa was never a "hopeless continent’. It was — and remains — a region of
immense potfential, much of it unfulfi With decisive leadership af home and
sustained support from development partners, there is now an opportunity to
unlock that potential and to set course for a future of shared prosperity, more equal
opportunity, and political stability. The journey will not be easy. But the prize is
great and it is within reach — and we must collectively seize the moment.
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