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Conclusions and Policy
Recommendations

GIOVANNI ANDREA CORNIA, AYODELE ODUSOLA, HAROON BHORAT AND PEDRO CONCEICAO

17.1 Introduction

This book has shown that SSA has made a number of important improvements in the 15
years since the turn of the 20" century. GDP growth has accelerated after two and a half
decades of stagnation, agricultural output has risen in some countries after a protracted
decline, and internal and external macroeconomic equilibrium has been restored in much
of the region. In addition, although difficult to define, democratic rule has spread across
the region and, even more important, the number of conflicts was halved, although new
episodes linked to violent extremism are occurring. The incidence of HIV/AIDS and its
destabilising impact have declined slowly since the mid-2000s as a result of more extensive
awareness campaigns and the increased supply of antiretrovirals. These and other health
interventions, including action on malaria control, have led to a very rapid decline in the
under-5 mortality rate (USMR) and some improvements in overall health conditions. This
has led to increased life expectancy at birth to 60 years for the region as a whole. Several
other MDG targets were met, although less progress was achieved in reducing child
malnutrition and maternal mortality. Furthermore, with the development of highly divisible
technologies, the region has begun to catch up with other developing regions in the field
of communications, internet banking, marketing and services. Finally, central to the topic
of this book, over the last 20 years, inequality declined in more than half of the countries
in sub-Saharan Africa. At the same time, several Asian countries (e.g. Bangladesh, China,
Indonesia, Nepal and Sri Lanka), some economies in transition (Bosnia and Herzegovina,
Georgia and Montenegro) and OECD countries (Australia, Canada, France and United States
of America) experienced an upturn in inequality.

There is therefore much reason to rejoice, even if the situation varies substantially across the
region. However, greater efforts are needed to achieve sustainable long-term growth, reduce
income inequality in the countries where it is still too high and meet the aspirations of the 2030
Agenda for Sustainable Development (SDGs). Indeed, despite the recent decline in inequality
in part of the region, the level remains very high in several SSA countries. This sharply reduces
the poverty alleviation elasticity of growth to well below that of other regions (Beegle et al.,
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2016) and will present problems in achieving other SDGs. Meeting such objectives over the next 15
years therefore requires a focus on reducing inequality, for both instrumental and intrinsic reasons
(of tolerance and fairness), especially in countries where it rose or remained high for historical or
institutional reasons. This must be addressed to achieve the 2030 Agenda.

Based on the evidence provided in the various innovative chapters, the main areas for priority policy
actions over the next two decades are then analysed. They encompass both the 2030 Agenda period and
the first 10-year implementation plan for the African Union Agenda 2063. The problems discussed
below certainly vary to some extent within the region (e.g. between Southern Africa and the Sahel)
but, with rare exceptions, such as Mauritius, the measures proposed below apply, in different degrees,
to all of SSA. And all countries must address the challenges that inequality poses to achieving the
SDGs. Finally, the problems and policy responses set forth below are closely intertwined, but for ease
of exposition, they are discussed in clusters.

17.2 Modify the regional ‘pattern of growth’ followed between 1999
and 2015

The first problem that requires policy attention concerns the suboptimal evolution of economic
output structure that has occurred over the last 20 years in most of the region. This problem has
also affected Latin America to some degree (Ocampo, 2012). As noted by several authors (AfDB,
OECD and UNDP, 2016; Beegle et al., 2016; McMillan, Rodrik and Verduzco-Gallo, 2014) and in
several chapters of this book, particularly Chapters 2, 14 and 16, much of the region has experienced
an output reprimarisation, deindustrialisation and informal tertiarisation. Reprimarisation was due
to the increase in the value added share of the oil-mining sector, export crops, and agriculture, where
rural modernisation failed and there was a ‘retreat into subsistence’, or where food crop and cash crop
yields increased. Moreover, with the exception of three countries out of the 29 with inequality data
analysed in Chapters 4, 15 and 16, the share of manufacturing output declined clearly, reflecting the
‘manufacturing malaise’ discussed in Chapter 5. Such decline stands in stark contrast to the sizeable
increase in manufacturing output recorded in all low-income Asian countries during the same years.
By around 2010, SSA as a whole was producing fewer manufactured goods than Bangladesh (Page,
2012:51).

To be clear, the intention here is not to promote a single development pattern focusing exclusively on
manufacturing. Indeed, countries may follow many development paths. These depend on their factor
endowments, location, market size, and other factors and it is normal to expect that different growth
paths will evolve in SSA. However, it is difficult to expect that SSA as a whole will develop over
the long term without creating a certain amount of critical mass in labour-intensive manufacturing
and a modern services sector that can absorb the large-scale rural-urban migration and the increase
in urban labour force that will unavoidably occur during the next two decades. Finally, with the
growth pattern of the last two decades, the low-productivity informal sectors of many African cities
were responsible for a large part of the employment increase in services. These sectors now include
artisans, petty traders, personal service providers, food sellers and informal transport providers. In
fact, in much of this informal services sector, the question is more an issue of ‘livelihoods’and ‘survival
strategies’ than of economic undertakings.

What can public policy do to correct this suboptimal structural transition? The main objective would
be to increase the value added share of modern agriculture (discussed in the next point), rural non-
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agricultural activities (RNAA), modern services, construction and public infrastructure. The positive
but disequalising impact of oil-mining wealth must also be managed, together with its well-known
problems, and value added creation in the urban informal sector must be increased. Given that unit
labour costs are typically low, addressing the direct and indirect costs that industrial operations face
in the continent puts African industrial firms at a huge disadvantage, both compared to imports or
when pursuing outward-oriented industrialisation. This is essentially a problem of putting in place
both the basic physical infrastructure (to supply power reliably and transport goods and information
at a reasonable cost) and the minimal intangible infrastructure (predictable administrative procedures
and reasonable regulatory requirements). The lack of competitiveness of African manufacturing firms
derives from massive market and policy failures that impose excessive costs on industry, use up the
value generated by manufacturers and prevent them from generating sufficiently high returns to
continue to pay high wages and attract investments. When infrastructure receives priority, agriculture
and the extractive sectors can easily become the linchpin of industrialisation in Africa.

17.2.1 Modernize agriculture and raise yields

As noted in Chapters 2, 4 and 17, the number of economies with a rising share of agricultural value
added has risen, often due to a ‘retreat into subsistence’ when the development of other activities has
run into problems, as in the Sahel. In these and other countries, 60-70 per cent of labour is employed
in agriculture because of low land productivity, but it generates only 25-30 per cent of GDP. This
highlights one of the two most dramatic challenges faced in many SSA countries — the limited
diffusion of technology to drive the Green Revolution (UNDP, 2012 and Conceicao et al., 2016) and
continuing high population growth, as articulated in Chapter 9 and further discussed below.

Indeed, countries experiencing low and, basically, stagnant yields and rising population growth today
produce 30 per cent less food per person than in 1960s, although this trend improved moderately in
the 2000s in part of SSA. Nevertheless, many countries — especially their urban areas and, to an even
greater extent, their large coastal cities — are delinked from their country’s agricultural hinterlands.
They thus depend on food imports that cost as much as $35.0 billion annually and still-substantial
amounts of food aid. Long-term prospects are even more worrying since by 2050, Africa will have
to produce 300 per cent more food to feed its fast-growing population, which will reach 2.4 billion
in 2050. At the same time, the Intergovernmental Panel on Climate Change suggests that SSA is
expected to be the most affected by adverse climatic changes (Ringler et al., 2011). According to
their estimates, output of several crops is projected to fall by 3.2 per cent by 2050 despite a rise in
cultivated land, as yields will fall by 4.6 per cent due to climate change. At the macro level, a one
percentage point deterioration in climate change leads to a 0.67 percentage point decline in economic
growth in Africa and as high as a 1.11 percentage point decline in the Democratic Republic of the
Congo (Abidoye and Odusola, 2015). If nothing changes on this front, SSA may well fall into a
Malthusian trap and face risks if it tries to escape by increasing food imports and food aid. Indeed,
economic history does not offer any examples of successful overall development without a prior
increase in agricultural yields. Some argue that countries with considerable mining and oil wealth
are an exception, but as argued later, such countries tend to run into a ‘slow, long-term growth trap’.

What explains the persistence of low land and labour productivity in agriculture? The main problem
is the lack of modernised farming techniques. This, in turn, is due to the policy neglect of this sector,
which has long been considered a reserve of labour, food, raw material and savings to be transferred
to the urban sector. There are, however, examples of low-income countries that have overcome this
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problem, including Bangladesh and Ethiopia. During the first 15 years after it gained independence
in 1971, growth was driven by a rapid increase in land yield and food output, not by the export of
ready-made garments and migrant remittances that have become important in the past two decades.
'This was made possible by a Green Revolution, involving improved rice seeds, expanded irrigation,
enhanced fertilizer use and the shift from one to three crops per year. Indeed, over the periods 1974-
1980 and 1981-1990, the Green Revolution and rapidly falling total fertility rates (TFRs) explained
between 45 and 75 per cent of the growth of GDP per capita (Traverso, 2015). The contribution
of remittances and garment exports began to be felt only in the 1990s. Ethiopia provides another
encouraging example of a move towards agricultural modernisation in a very poor context. Between
2001 and 2012, its food production per capita increased by 70 per cent and between 2000 and 2015,
it increased agricultural productivity per worker by 74.79 per cent, thus overcoming the past neglect
of agriculture and prioritizing investments in agriculture under the Agricultural Development-
Led Industrialisation strategy (Chapter 13). Given the absence of or incomplete markets for seeds
and fertilizers, inadequate technical assistance and poor infrastructure prevailing in the country,
this objective could not be reached through free-market policies alone, but required active state
intervention.

Measures are needed to modernize agriculture. The first involves ensuring that most of the population
has acceptably egalitarian access to land (regardless of the nature of land titles), to be accomplished
via land reform, informal land titling by the national and local authorities, and other measures. While
in some parts of Africa, particularly in the West, inequality in access to land is not significant, access
is particularly unequal in several, although not all, Eastern and Southern African countries. Major
investments are needed in land titling and registration. Efforts to reduce the current cost of land
titling and registration, which averaged about 9.4 per cent of land value in Africa compared to 4.4
per cent in OECD countries, should be scaled up. The time needed to complete land registration and
titling, which takes as long as 10 years in some countries, should be reduced drastically (Odusola,
2014). During the last 20 years, tenancy reforms and land titling programmes improved the security
of tillers in some countries, but land concentration did not improve. In addition, over the period
2000-2010, land grabs occurred in at least 17 countries, including some with low land-man ratios. In
fact, total land grabs in SSA between 2008 and 2010 were estimated to equal the entire landmass of
Kenya (Odusola, 2014). While some claim that such actions can help accelerate agricultural growth
in SSA, land grabs may also increase income inequality and land concentration.

Second, to ensure the spread of the Green Revolution in Africa, the use of improved seeds and
modern inputs must be intensified. Where credit markets are absent, access to seeds and inputs
may need to be subsidized. The wisdom of such a policy has been challenged frequently. However,
these programmes are needed in countries such as Malawi (see Chapter 12) that are landlocked and
characterised by high population density, declining farm size, rising costs of imported fertilizers,
skewed access to credit and weak extension services. For example, the 1998 government-subsidized
Starter Pack Programme, which provided free small packs of high-yielding maize and legume seeds
and fertilizers for 0.1 hectare, increased average household maize production by 125-150 kg over the

period 1998-2005 (World Bank, n.d.).

'Third, indigenous capacities to develop and adapt new farming technologies should be strengthened
because R&D on local food crops has lagged behind. Such a policy requires increasing public
expenditure to promote the diffusion of new technologies, strengthen indigenous farming capacities,
and develop road infrastructure and electricity for storage and output commercialisation. It also
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entails restoring budgetary support to LDCs’ agriculture, since this was eliminated during the ‘get the
prices right’ era. International organisations such as the Alliance for a Green Revolution in Africa
(AGRA), Consortium of International Agricultural Research Centers (CGIAR), International
Fund for Agricultural Development (IFAD), and the Food and Agriculture Organisation of the
United Nations (FAO) should promote research on African crops, support R&D in national research
institutions and ensure that the improved seeds remain ‘international public goods’ and that their
diffusion does not depend on seeds developed by MNCs, whose acquisition is often dominated by
‘lock-in clauses’. Since the 2003 commitment in the Maputo Declaration on Agriculture and Food
Security to allocate at least 10 per cent of national budgets to agriculture, nine countries have met the
target. As of 2013, only seven of them — Burkina Faso, Ethiopia, Guinea, Malawi, Mali, Niger and
Senegal — have done so consistently (Forty Chances and ONE, 2013). All African countries should
reach this target to make accelerated progress in using agriculture to drive national development, as

argued in Chapter 4.

Finally, the agricultural policy ambivalence of advanced and emerging countries on African agricultural
products requires urgent attention. Agricultural LDCs may consider imposing countervailing duties
on subsidized food imports from developed countries, which have led to declining food production
and increased dependence on food imports in many African coastal cities, while lowering tariffs on
seeds, fertilizers and transport equipment. There is an urgent need to address tariff and non-tariff
barriers on agricultural and agribusiness products, improve market access in OECD countries by
eliminating trade-disruptive subsidies and develop instruments to cope with price fluctuations of
agricultural commodities (Chapter 4).

Climate change is likely to exacerbate challenges in Africa because it affects temperature and rainfall
patterns. To the extent that vulnerable populations are already living in environmentally stressed
areas, this can further accentuate exclusion and inequality. Agriculture remains the mainstay of the
sub-Saharan economy, where 62.3 per cent of the population lives in rural areas, with up to more than
80.0 per cent in countries such as Burundi, Uganda, Malawi, Niger, South Sudan and Ethiopia, and
66.0 per cent of the active population (excluding South Africa) employed in agriculture (Chapter 4).
Climate change, manifested in sea level rise, flooding and droughts, exacerbates vulnerabilities, leading
to crop losses and failures as well as climate-induced migration and conflicts. This has a significant
impact on poverty and inequality. However, Small Island Developing States and Landlocked
Developing Countries, which are the most affected, lack the technical and financial capacity to cope
with climate change. Proactive action is needed on climate change adaptation and mitigation to
protect the incomes and livelihoods of the majority of Africans. In this regard, strategic efforts to
promote climate change adaptation in terms of drought-resistant seedlings and climate-resistant
animal breeding, as well as scaling up investments in agricultural R&D, are critical to moving forward.

17.2.2 Reindustrialise
'The industrial take-off of China, Viet Nam, India and Bangladesh was preceded by increased land

yields and agricultural output, driven by changes in institutions (e.g. equitable land reform in China
and Viet Nam), domestic terms of trade and some subsidization of modern inputs (see above). Even
assuming that such policies are implemented successfully in SSA, agriculture will likely employ less
labour in the future. RNAA will absorb part of that labour, but much of the new employment will have
to be created in manufacturing, construction, infrastructure development, and modern and upgraded
services. This objective can be achieved in several ways. Countries with large domestic markets (that
can achieve economies of scale in production) may choose an export-led industrialisation strategy or
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rely on both domestic and export markets. For countries with a small domestic market, some degree
of export specialization may be needed (as shown in Mauritius two decades ago). This will, however,
be more difficult to achieve for landlocked nations.

What are the obstacles to industrial development in many SSA countries? The main obstacles are
limited mobilisation of domestic savings, which are still low but could be increased (by following
the example of the Asian Tigers in the 1950s and 1960s), low domestic investment, and still limited
FDI due to low public investment in infrastructure and unstable political conditions. Others include
an insufficient supply of semi-skilled and skilled labour, credit and financial services. As argued in
Chapters 5 and 16, policies towards trade liberalisation and appreciated real exchange rates should
also be reconsidered if the region seeks to reindustrialise.

How can capacity be expanded in this sector? To start, the supply of public goods, particularly
human capital and public infrastructure (roads, markets, electrical grids, water systems and harbours/
airports), and access to digital infrastructure should be increased. The literature on the ‘crowding in’
impact of private investment driven by investments in public infrastructure strongly supports this
recommendation, which is particularly relevant in SSA. The infrastructure developments undertaken
during the last two decades by Seychelles, Mauritius, South Africa, Cabo Verde and Botswana are
important, but need to be extended. Although ICTs have shown appreciable progress, the slow growth
in the transport, power, and water and sanitation sectors constrain economic growth in Africa.! The
business climate should be improved and administrative barriers to export should be reduced. Access
to credit and technology is also needed. Increasing private investments, especially in medium and
large firms, is clearly the central issue. However, few private firms in SSA can self-finance their
investments due to limited cash flow and expensive bank financing. The development of efficient and
affordable credit systems may take a long time but is essential, as the literature has shown repeatedly.
A strong regulatory framework and, if needed, capital controls are also needed to avoid a real effective
exchange rate (REER) instability that may affect trade sector output.

FDI in labour-intensive sectors offers an opportunity to address inadequate domestic investment,
foster structural change and technology transfer, and generate positive spillovers. Currently, much of
the FDI in manufacturing focuses on low value added production such as textiles, clothing, leather
and footwear, food processing, beverages, product assembling, metal products and printing (Chen,
Geiger and Fu, 2015). The experience from Seychelles, Mauritius, South Africa, Cabo Verde and
Botswana should be distilled and lessons drawn. It is important to identify the obstacles to greater
FDI inflows from China and other emerging economies experiencing rising wages. The concentration
in labour-intensive but low value added activities is useful in the short term and could be seen as
a first step toward integrating African firms into global value chains. The introduction of tax-free
export processing zones (as in Mauritius) may also help, as this would lead to the establishment
of joint ventures if governance problems are solved. An additional key option is to promote small
and medium-sized enterprises (SMEs), Chinese-type town and village enterprises, and RNAA.
These comparatively smaller units specialize in producing a wide range of goods that can also be
manufactured efficiently on a limited scale, are vertically integrated with the primary sector, produce
goods that are consumed locally, or are heavy and, therefore, protected from foreign competition by
high transport costs. This strategy entails facilitating the creation and financing of SMEs. In turn,
there is a need to promote RNAA that produce livestock, fisheries, cottage industries and services

'See AfDB (2016) on how African countries perform on infrastructure development.
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sectors, as demanded by local consumers. In China and Bangladesh, RNAA accounts for 40-50 per
cent of rural employment, while in African LDCs, it is half that. The notion of building capabilities
in product spaces, raised in Chapter 5, would be central to the approach that African policymakers
should take in pursuit of more innovative industrial policy interventions.

A strategy that promotes manufacturing should be supported by an overall ‘open-economy industrial
policy’ that does not revert to quotas and tariffs or ‘murky protectionism’. Above all, such a policy
should be supported by a macropolicy that, in addition to creating an export infrastructure, protects
domestic substitutes from competing imports. Such protection can be provided by WTO-compatible
tariffs (in the case of major threats to the balance of payments), a competitive and stable real exchange
rate, and non-tariff barriers (such as norms on rules of origin that are used widely in industrialised
countries). Attracting FDI and promoting private-public partnerships to produce new goods (as in
Chile’s very successful salmon production and export) is also an option. Greater regional integration
may be another strategy, although past experience in this area has been unsatisfactory.

17.2.3 Manage resource bonanzas and promote diversification

As shown in various chapters in this book, the growth of the mining and oil sector observed in several
countries has accelerated economic growth, but has been disequalising (Chapter 6). While an increase
in mining wealth is welcome news, this bonanza should be managed carefully to minimize capital
flight and avoid the ‘natural resource curse’and increased poverty and inequality. To achieve this, it is
important to create redistributive institutions (as in low-income mining economies, such as Bolivia
and Peru), manage the macroeconomic effects of resource bonanzas and diversify the economy over
the medium term.

While new discoveries and gains in terms of trade accelerate short-term growth, economic history
shows that resource-rich countries face several problems, including slow growth over the long term
and high income and asset concentration. One explanation of slow growth is that manna from heaven
leads to laziness and sloth. Another suggests that growth of the resource sector does not lead to
broad-based development, since mines and oil fields have small forward and backward linkages with
the rest of the economy. Inequality and political stability are also affected. In extreme cases (as in
Angola and Sierra Leone in the 1990s), competition for resource rents may cause ‘greed wars’between
factions seeking to capture them. Long-term fluctuations in the prices of metals, oil and export
crops, as shown in figure 17.1 below, pose another problem. Such fluctuations, especially those due
to the super-cycles documented by Erten and Ocampo (2012), threaten long-term growth stability,
fiscal revenue and public expenditures. As noted by Ocampo (2013), the commodity price booms
that lasted until 2013 are likely to continue only if China, India and other resource-poor developing
countries are able to delink from the slow-growing OECD countries. At the moment, the prospects
for such delinking are highly uncertain.

Another problem concerns the inability to diversify away from the resource sector over the long
term. At the moment, this seems particularly urgent, given IMF projections that the price index of
primary commodities will remain stagnant at the current low level until at least 2020.% Resource-rich
countries also face more immediate problems: the Dutch disease, i.e., REER appreciation resulting

2See www.imf.org/external/np/res/commod/index.aspx
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FIGURE 17.1 Long term ‘super-cycles’ in the real prices of metals (left panel) and oil (right panel)
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Source: Erten and Ocampo (2012).

in declining manufacturing output, deindustrialisation and slow long-term growth once the mineral
deposits are exhausted.

Strong institutions are vital to ensuring that revenue from primary commodities is spent wisely.
This includes fighting corruption, regularly reviewing extractive companies’ contracts and involving
national and international transparency organisations in auditing extractive companies (UNDP,
2016a). Botswana offers a virtuous example of how resource-rich countries can solve these problems
through policy action that avoided most political economy and corruption problems typical of rent
economies, including management of the Pula Fund.

Promoting economic diversification and avoiding reprimarisation should be the first policy objective.
Using local content policy in agriculture and the extractive industry to promote backward and forward
linkages in the national economy is vital. Implementation of local content policy in adding value to
diamonds (by polishing and sorting diamond locally) in Botswana provides a good example. A few
mid-high income countries such as Chile, the Netherlands, and United Arab Emirates, managed to
diversify their economies and increase the export of non-resource tradables characterised by positive,
economy-wide, learning-by-doing externalities. The policy adopted in this regard included stabilising
the real exchange rate to avoid Dutch disease effects. The same objective can also be achieved by
‘sterilizing’ the increase in money supply due to commodity bonanzas. Adopting an overall industrial
policy will also help to achieve the objective of diversifying the economy. Policy measures can also
moderate the impact on intra- and intergenerational inequality. For example, Chile introduced the
Copper Stabilization Fund to reduce the impact of price volatility on government revenue and the
exchange rate. During high-price years (relative to a long-term benchmark), excess dollar receipts are
placed in an offshore Copper Stabilization Fund and thus do not affect the domestic macroeconomy.
These monies are reinjected into the national budget during those years when copper prices are
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low. In turn, intergenerational inequality improved in oil- and gas-producing Norway, where the
government created an intergenerational Government Pension Fund that absorbs around 10 per cent
of GDP annually, depending on the level of oil-gas prices. The interest accrued in this growing fund
will be spent for future generations.

The ‘fiscal laziness’ of energy exporting countries should also be addressed. These countries often
postpone sine die reforms to broaden the tax base. In years of low commodity prices, such fiscal
laziness results in a sharp increase in the budget deficit or large deflationary and disequalising public
expenditure cuts. Direct and value added taxes are needed and tax allowances and elusion should be
eliminated during periods of bonanza. Finally, institutional reforms are needed to ensure transparency
in managing public resource rents. The literature surveyed in Ndikumana (2014) indicates that at
least 8 per cent of petroleum rents earned by oil-rich African countries with weak governance ends
up in tax havens in advanced countries.

17.2.4 Raise productivity and reduce inequality in the urban informal sector
and construction

'The service sector is highly heterogeneous. On the one hand, it includes modern tradable and non-
tradable services (banking, insurance, utilities, transport, tourism and public services) that are located
mainly in urban areas. On the other, the low-productivity informal sector behaves like a sponge,
absorbing surplus labour unable to find employment in the modern sector. Given the current very low
rate of urbanisation and continued high population growth in many countries, rural-urban migration
is likely to accelerate in the future and most new urban migrants will have to seek jobs in the informal
sector.

Policy measures for this cluster should thus follow a three-pronged approach. First and foremost,
preventive measures that sustain the modernisation of agriculture, construction and manufacturing
should be taken (Chapters 5, 13 and 14). If these develop, fewer people will be engaged in informal
sector ‘livelihood activities’. Second, modern services should be developed. And third, governments
and aid agencies should upgrade the productivity of informal activities, particularly if the two prior
measures fail. The most important measure should focus on creating a de-repressed, accessible and, at
the same time, properly regulated financial and insurance sector. In Japan, such reform helped increase
savings deposits and credit to the production sectors. In turn, in the 2000s, Latin America introduced
reforms that enhanced bank prudential regulation, capitalization, funding and supervision. These
reforms also strengthened risk-assessment mechanisms in large banks, developed appropriate legal
and accounting frameworks, and reduced currency mismatches (Rojas-Suarez, 2007). Reducing the
current high lending rate in Africa and bridging the electricity deficit should receive priority.

The informal sector comprises micro-firms of one to five people, is characterised by low levels of
technology and low productivity and employs unskilled labour, mostly women. Entry and exit in
this sector are easy, but sectoral inequality is high. The main obstacles to its development are lack
of credit, skills, technology, space, access to water, electricity and complicated administrative norms.
Policy responses generally focus on formalizing the informal sector while preserving its job-creating
and income-generating potential by investing in ‘integrated urban local development’ (ILO, 2007).
'This entails: investing in human capital formation (e.g. via apprenticeship courses); facilitating access
to improved technology, digitalization and credit via bank-assisted credit unions and microcredit

institutions, especially for women (as in Bangladesh by the BRAC Bank); titling public land used for
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production; improving the supply of water and power; and implementing affirmative policies that
enhance social protection for informal sector workers. To implement these measures, the informal
sector needs to organize and consult with government to frame policies in its favour.

An important lesson emerging from Chapter 9 is that countries that succeeded in increasing per
capita income by 2.0 per cent or less on an annual basis were able to reduce inequality. The converse
holds true for those that increased per capita income by more than 2 per cent. By implication, the
highest quintiles of the population tend to benefit more from growth when per capita income growth
is higher than 2.0 per cent. This is not to say that countries should not increase per capita income
quickly; rather, efforts to enhance tax progressivity and improve distributional effectiveness should

be scaled up.

17.3 Tackle the ‘population problem’

17.3.1 Accelerate the reduction of total fertility rates

Rapid declines in death rates, particularly among children under five, and persistently high TFRs
have contributed to rapid population growth in much of SSA. Indeed, the TFR has declined, from
6.5 children per woman of fertile age in 1950-1955 to 5.4 in 2005-2010, as against a decline from
5.6 to 1.6 over the same period in East Asia. Compared to other regions, SSA is experiencing an
extremely slow decline in fertility that raises young age-dependency ratios and poverty. Chapter 9
provides a detailed analysis of the trend.

However, the TFR in the region is highly heterogeneous. In Niger, Mali, Chad, Angola, Congo
Democratic Republic and Burundi, TFRs have remained high, at above 6 based on the 2010-2015
average.® As argued in Chapter 9, early child marriage is one of the factors driving high fertility rates
in Africa. In another group of countries, including Kenya, fertility declined rapidly in the 1980s, but
stalled after 1995 (Canning, Raja and Yazbeck, 2015). In still another group, including Ethiopia,
fertility declined starting around 1995, while in South Africa, it fell rapidly throughout the period.
As presented in Chapter 9, five countries have advanced in the demographic transition (Mauritius,
Seychelles, Cabo Verde, Botswana and South Africa), while 25 countries are currently experiencing
it and 15 remain at a nascent stage.

According to the UN Population Division medium variant projections, SSA population will more
than double by 2050 (see Chapter 9, table 9.1), while a large proportion of the increase in the world’s
population from 7.4 billion in 2015 to 9.7 in 2050 will be generated by SSA. Rapid GDP growth per
capita, food security, food self-reliance and lower poverty and inequality are unlikely to be achieved
unless the TFR and population growth in the region are reduced rapidly.

Persistently high TFRs affect poverty, inequality, growth and political stability in several ways.*
Today, in the vast majority of the SSA countries, land-man ratios have already fallen to 0.1-0.2

% See http://data.worldbank.org/indicator/SPDYN.TFRT.IN

“Problems may also arise when TFRs are too low. In countries with weak collective institutions in healthcare, elder care, and pensions and with weak
private transfers among members of the same family, a rapid population ageing generates disequalising effects, as the number of families with a high
old-age-dependency rate (and lower earning than for those in the labour force) rises. This leads to an increase in intra-generational inequality. In some
developing countries, this may be compensated by intra-family transfers. In the advanced economies, where it is low, the disequalising effect of ageing
may be compensated by public pensions, which may or may not raise inter-generational inequality, depending on the level of social security contributions
paid by members of the labour force. In addition, pensions often have a skewed distribution of benefits, as minimum or social pensions are often very
low, so that intergenerational inequality may rise.
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and landlessness has risen. Despite some recent subregional improvements, the region continues to
depend on massive food imports and food aid. Indeed, food output per capita in 2011 remained well
below its 1960-1965 level. High population growth also increases inequality due to mounting stress
on global commons (a phenomenon that has the greatest impact on the weakest), higher emissions,
rising food prices and declining soil fertility (unless strong agricultural policies are introduced) and
forest cover. It will also cause the skill premium to increase, result in disequalising changes in the
dependency rates of the poor in relation to that of the better-off, and lead to unequal access to fresh
water, decent jobs and social services. Finally, political stability may be threatened.

Since the 1990s, the problem of land scarcity has risen in much of SSA due to rapid population
growth, further increase in land values, conflicts between farmers and herders (as in the drylands of
West and East Africa), the weakening of customary institutions, limited land reform programmes and
land purchases by foreign investors. In addition, large migrations of competing ethnic groups seeking
land for settlement has increased tensions. In Northern Kivu, this led, in 1993-1997, to the death of
more than 70,000 people and the displacement of hundreds of thousands (Cotula et al., 2004). In
Burundi and Rwanda, increasingly acute land scarcity has been the source of conflicts between herders
and farmers and between different ethnic groups of farmers who previously coexisted peacefully.
Epidemics may also increase, while internal and international migration will have a high human cost
and, in several cases, disequalising effects. Thus, a ‘stalled demographic transition’ (Canning, Raja,
and Yazbeck, 2015) leads to several problems, as well as to a delay in the onset of the demographic
dividend.’

A key political economy question is whether the fertility decline in SSA can be accelerated. As noted
in Chapters 9 and 16, some developing countries achieved a rapid fall in the TFR at low GDP per
capita, including Morocco and the very poor countries of Bangladesh, Rwanda and Ethiopia. In
Ethiopia, for example, the government identified the country’s high population growth as a cause of
underdevelopment and poverty. To reverse the adverse effect of high fertility rate, it set the objective
of reaching a TFR of 4 by 2015.° To achieve this objective, the government raised the marriage age
from 15 to 18 years and required the registration of vital events. Other measures focused on keeping
girls in school, employing them in the modern sector and SMEs and removing restrictions on their
participation in economic activities. It also promoted responsible motherhood by delaying the age of
first birth and increasing birth spacing. The government also expanded the distribution of female and
male contraceptives, encouraged all government agencies and NGOs to tackle the population issue
and created a National Population Council. The implementation of this family planning programme
faced challenges, but the planned decline of the TFR was almost on track, falling to 4.5 by 2015.

The case of Bangladesh is also instructive. As noted in Asadullah, Savoia and Mahmud (2014),
fertility began to decline as early as 1981-1985, with the rate of decline increasing in the 1990s.
'This was made possible through a combination of easy access to contraception, increases in female

5The potential of the demographic dividend is realized and economic growth follows automatically from it only if additional conditions are met. Indeed,
the absorption of a large working-age population requires a similarly large increase in the demand for labour. This depends on an increase in capital
accumulation, a change towards labour-intensive techniques and/or sectors, or a fall in the price of labour. Otherwise, the extra labour supply may
become unemployed and underemployed, which can lead to political instability and higher crime. East Asia, Latin America and North Africa have both
enjoyed substantial reductions in fertility and increases in the working-age share of their populations.

SFor more information on this policy, see https://cyber.harvard.edu/population/policies/ETHIOPIA.htm
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education and massive social awareness campaigns run by a dense network of NGOs, including some
foreign aid in family planning and reproductive health and with the blessing of the State and Islamic
authorities. The demographic transition changed the age composition of the Bangladeshi population,
affecting resource allocation at the household level and leading to a demographic dividend at the
aggregate level.

Evidence from Chapter 9 shows that the relationship between poverty and population variables is
clearly established as positive: high population growth worsens poverty. However, the relationship
between population and inequality remains ambiguous. At the bivariate level, a negative and
significant relationship was established with income inequality across the population variables; this
is not the case at the multivariate level. All countries with total fertility rates of at least 6.0 children
per woman (Niger, Mali, Burundi, United Republic of Tanzania, Republic of the Congo, Chad and
Nigeria) are associated with low Ginis of below 0.44, while most countries that have advanced in
the demographic transition (such as Botswana, South Africa, Namibia and Seychelles) are associated
with Ginis above 0.55. Further research is needed to fully establish the transmission mechanism
between population growth and income disparities in Africa and policies that should accompany
demographic transition to accelerate reduction in income inequality.

17.3.2 Regional and international migration and the population problem

Some consider that intra-SSA and international migration may be a necessary solution to the excess
labour supply problem affecting the region as TFRs are not reduced rapidly. It is argued that SSA
outmigration may be a promising solution, given the population decline and ageing observed in
Western and Eastern Europe, Central Asia, Japan, Republic of Korea and China. In addition, large
permanent or circular migrations to Cote d’Ivoire, Southern Africa and other better-off parts of
the continent are already occurring. The inequality and growth impact of emigration is, however,
controversial. The International Monetary Fund (IMF, 2005) argues that it increases short-term
growth and consumption but increases inequality and fails to prop up long-term growth. Evidence
on inequality in Chapter 16 contradicts such conclusions, but simultaneously underscores the brain
drain caused by the migration of skilled people. In addition, the political feasibility of mass migration
to richer parts of the region or to advanced economies is dubious. Parallels with the European
migrations to the Americas of the late 19™ and early 20" century are inappropriate, because the
Americas were extremely short of labour and finance but very wealthy in fertile land. Migration was
also negotiated between the states.

As noted by Klasen (2015), a sort of ‘contracted migration’ (unlike the current, mostly irregular,
migration) may be tried in regions with a demographic decline and rapid ageing. This may moderate
the problem slightly, but its success depends on the migration regimes chosen by these countries
that, while experiencing rapid ageing, still have high unemployment rates. To which countries would
the SSA excess labour supply migrate? For historical reasons, Europe is a choice, but it is unlikely to
make a large difference due to an already high migrant stock and the slow integration of people with
different backgrounds. The rise of right-wing parties across Europe and North America could also
pose a challenge for absorbing African migrants. Japan and, soon, China do need additional workers,
but it is unclear whether cultural barriers will limit African migration in those countries. The need to
import migrants will depend also on whether the ‘Chinese diaspora’ returns home.
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17.3.4 Urbanisation and fertility reduction

Africa is urbanizing rapidly. Its urban population rose from 14.0 per cent in 1950 to 40.0 per cent
in 2015 and is projected to rise to 56.0 per cent by 2050. Thus, what Africa achieved in 60 years
took Europe 110 years to achieve — rising from 15.0 per cent in 1800 to 40.0 per cent in 1910.
Africa’s urbanisation rose 5.9 percentage points between 2000 and 2015, followed by Asia with 10.7
percentage points (AfDB, OECD, and UNDP, 2016). Relative to other developing regions, SSA has
a low urbanisation rate, on average. Rural-urban migration is unavoidable, given very low high land-
man ratios and the limited development of RNAA in the region. However, migration to the cities
tends to reduce, ceteris paribus, the incentives to have many children and facilitates population control
programmes. As indicated in figure 17.2, all countries categorized as agrarian have a fertility rate of
at least five.

How can Africa make urbanisation sustainable? Urban development policies must ensure inclusive
structural transformation as well as poverty and inequality reduction. Such policies must promote
sustainable livelihoods and access to public services such as transport, infrastructure, housing, water,
sanitation and energy for the growing urban population. National institutions will have to address
simultaneous environmental challenges, such as land, water and air pollution due to rapid urbanisation,
including additional pressures from climate change. Investment will be required to develop urban
connectivity to exploit economies of agglomeration for structural transformation. Finally, measures
are needed to mitigate the impact of urban expansion into rural areas, which include changing land
use patterns and skewed land distribution and promoting rural development (Chapter 11).

FIGURE 17.2 Urbanisation levels and total fertility rate by typology of African countries
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17.4 Human development as a source of growth and equalization
of opportunities and incomes

Progress on human development (education, health and nutrition) has been a major source of income
equalization in many developed and developing countries. As noted, higher education among women
helps reduce TFR and improve the inter-quintile TFR ratio, better-educated parents help reduce
child morbidity and mortality, healthier and better nourished children perform better in schools.
As shown during the last decade in Latin America, an increase in secondary (and, where possible,
tertiary) enrolment rates among the children of the bottom 50-60 per cent of the population
increases the supply of human capital. This, in turn, reduces skilled wages and the skill premium,
while improving the distribution of human capital and, as a consequence, income inequality (Cornia,
2014).'The increased schooling of poor children thus has two favourable labour market effects: a price
effect and a distributional effect. These effects are even more important during periods of endogenous
technological upgrading that generate a demand for skilled workers. This effect is evident, in particular,
for skills that require secondary or tertiary education. The development of tertiary education has,
however, been disequalising in many cases. Investing in the quality of education, technical schools
and school feeding programmes generates more humane living conditions and welfare outcomes and
lower medium-term income inequality. In SSA, the choice of language of instruction is also essential.
Efforts to do away with the social norms that prevent or hamper access to education and welfare
services are equally important.

SSA has witnessed impressive progress on human development since 2000. It has experienced more
rapid growth in the Human Development Index (HDI) than any other region — 1.68 per cent from
2000 to 2010 and 0.94 per cent from 2010 to 2014. The rate of progress in some countries, including
Rwanda, Ethiopia and Mozambique (Chapter 11), has been particularly remarkable. Realizing the
human potential of all Africans requires attention to multidimensional inequalities, both income
and non-income. In addition to lessons and policy actions on income inequality discussed above,
accelerating access to non-income resources — including basic services such as health and education,
political participation and access to landed property and financial resources — is critical if people are
to achieve their full potential. Also some groups have less access, systematically to income and non-
income resources than others. Women and girls in particular are, on average, more deprived than men
across all countries in the region. Ensuring equal access to opportunities and services for women and
girls, as well as youth, would have significant positive implications for overall human development

progress in SSA.

Inequality is a major obstacle to accelerating human development in SSA. Using the Inequality-
adjusted HDI (IHDI), a composite index that accounts for inequality in the three dimensions of
the HDI (the ability to live a long and healthy life, access to knowledge and a decent standard of
living), the loss of human potential due to inequality is highest in SSA (33 per cent). In the Central
African Republic, Comoros, Namibia and Sierra Leone, the IHDI is more than 40 per cent lower
than the HDI; in 35 other countries, it is 30-40 per cent lower. Addressing inequality is therefore
vital to achieving high human development in Africa. Focusing on promoting and financing human
development is, thus, a central policy task that requires assigning more resources to these activities.
Issues of aftfordability of social protection and benefit allocation and targeting will be also fundamental
to the success of human development and redistribution.
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17.5 Expanding equalising social protection or assistance

In SSA, informal, local-level household-family social security arrangements have dominated and still
do. However, state-funded social security-assistance programmes have been shown to reduce income
inequality substantially (up to three Gini points) in Latin America (Cornia, 2014). The potential
exists to broaden and deepen the ongoing programmes in the region. Focusing on the right mix of
donor and government funding is also necessary to ensure long-term sustainability of such schemes.

Social protection programmes that are well-targeted to the poorest quintiles of the population tend
to be very effective in Africa. An increase in the unit value of transfers is significantly and positively
correlated with a reduction in inequality (see Chapters 8 and 14). Evidence from Chapter 8 shows
that a 1.0 per cent increase in coverage of the poorest quintile and a 1.0 per cent increase in average
transfer amounts reduces the Gini by 0.03 per cent and 3.54 per cent, respectively. In addition, it has
been observed that a reduction in Gini is positively correlated with GDP, but negatively correlated
with GDP per capita and population size. In 2005, the implementation of social protection in South
Africa reduced the Gini coeflicient by 0.01 for the white and Asian population, compared to 0.04
and 0.01 for the coloured population and the African population, respectively (Bhorat et al., 2009).
Ethiopia is known for the successful implementation of the Productive Safety Net Programmes
(PSNPs) that covered 10 million people, or 11.0 per cent of the population (World Bank, 2015;
Roelen, Sabates-Wheeler and Devereax, 2016). In Ethiopia, the joint distributional impact of tax
and social welfare accounted for 2 percentage points in the Gini the coefficient (World Bank, 2015).

The foregoing suggests that better targeting, as well as increasing transfer amounts, is the most
effective means of reducing inequality through social protection. While some pockets of positive
social welfare provision do exist in the region, considerable progress must be made in terms of scaling
up, ensuring adequate targeting and prioritizing social security expenditure to ensure that poverty and
inequality are reduced substantially. As with the experience of other developing countries, it is evident
that increased coverage, better targeting and high social transfer values can simultaneously improve
living standards for the majority of Africans. As argued in UNDP (2016b), targeting social protection
for women and children is likely to generate more impact on poverty and inequality reduction, as well
as enhance human development in general.

17.6 Reducing inequality to accelerate the achievement of the SDGs
in poor countries

The 2030 Agenda includes the SDGs and targets that relate directly to inequality, in contrast to the
MDGs, which did not consider distribution issues. This reflects the way in which the development
debate evolved in the period leading up to the adoption of the 2030 Agenda in September 2015,
including the influential consultations and inputs from citizens around the world. Those citizens
delivered the clear message that they considered inequality to be intrinsic to their perceptions of

well-being.

However, addressing inequality is also essential to make progress towards other SDGs, i.e., it has
an instrumental value. This point has been illustrated across several issues in this chapter and in this
book. The crucial importance of addressing inequality to meet the 2030 Agenda aspiration to leave
no one behind should be emphasised.
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Meeting this aspiration implies more than providing additional health or education services or
deploying cash transfer schemes. It calls for an understanding of the deeply entrenched drivers
of exclusion, which in some cases are deeply embedded in political and social structures and are
manifested by persistently high or increasing levels of inequality. Thus, addressing inequality will
accelerate the SDGs across the entirety of the 2030 Agenda, beyond contributing to the inequality-
specific SDGs.

17.7 A supportive macro framework

In most cases, the policy debate on achieving more tolerable levels of inequality has emphasised state
and international ‘redistribution’, and, to a much lesser degree, the fair distribution of market incomes.
This approach is reductive: fiscal space is limited and redistributive institutions are underdeveloped.
Appropriate macroeconomic policies can help reduce unequal distribution of market incomes; for
instance, fiscal instruments, such as direct taxes and transfers, will boost disposable incomes of poor

households.

It is obviously impossible to define a universal package of macroeconomic policies to expand
production capacity in all SSA countries. However, some broad principles do apply generally (Rodrik,
2003).These focus on maintaining acceptable macro balances, orienting key policy tools (interest rates,
exchange rates and financial regulation) to capacity expansion and preventing highly unequalising
external and internal financial crises.

As a first step, SSA countries should seek, whenever possible, to reduce dependence on foreign
savings, lower foreign indebtedness and mobilise domestic savings. The experience of the Asian
Tigers in the 1950s and 1960s may be a source of inspiration. Capital accumulation thus needs to
be funded increasingly with domestic savings. This requires strengthening and regulating national
banking institutions and improving farmers’and firms’incentives to invest. In countries with low tax-
GDP ratios, raising taxes and public savings is an option to increase public investment and capital
accumulation and introduce measures to discourage the capital flight common in several resource-
rich countries (Ndikumana, 2014). The increase in tax-to-GDP ratios in SSA between the late 1990s
and 2011 (see Chapters 2 and 7) should be continued by broadening the tax base (i.e., by reducing tax

holidays, exemptions and elusion) and improving tax administration.”

As discussed in various chapters of this book, FDI can help reindustrialise, expand capacity and skills,
and reduce inequality, particularly when directed to industries with high-labour absorption. However,
existing and new domestic investments in these sectors avoid a form of dependent development.
In contrast, portfolio flows to the extractive sector often lead to financial traps and exchange rate
instability; they must therefore be controlled as countries see fit.

The choice of exchange rate regime is crucial. Where possible, the exchange rate should aim at
promoting exports while reducing currency crises. Countries may opt for a stable, competitive REER,
which has been shown to be a key factor to kickstart growth and improve long-term performance

(Rodrik, 2003). In addition, LDCs should aim at achieving a broadly defined, long-term equilibrium

’This commitment to equity project also covers eight SSA countries (see www.commitmentoequity.org).

414 / Income Inequality Trends in sub-Saharan Africa: Divergence, determinants and consequences



of the current account balance. As argued above, the ‘growth financed by foreign savings’ paradigm
should be reconsidered to avoid problems of dependence, indebtedness and the inability to control
the exchange rate.

The free trade policies adopted in the 1990s were not reversed during the 2000s. As noted, they
contributed to reprimarisation, deindustrialisation, informal tertiarisation and overall informalisation
of the economy, which promoted increasing inequality in oil and mining economies. Declining tariffs
have gone hand in hand with shrinking manufacturing. The trade liberalisation and exchange rate
policy must thus be reconsidered to avoid a further collapse of the import-competing manufacturing
sector, promote new industries, actively seek to diversify exports and rebalance trade asymmetries
with China and other emerging economies (Ocampo, 2012). An appropriate exchange rate is also
necessary to prevent coastal cities from becoming totally dependent on food imports, while being
delinked from their agricultural hinterlands.

Unlike in the past, fiscal policy should adopt a countercyclical stance during both crises and booms.
Chile’s Copper Stabilization Fund is a good example of this policy, which can also be pursued by
means of preannounced fiscal rules and fiscal responsibility laws. There must, therefore, be a shift
away from Washington Consensus policies demanding quick budget cuts during crisis years because
such cuts reduce growth, investments and tax revenue over the short term, leading to an ‘illusory’ fiscal
adjustment. Similarly, resources should be set aside during a bonanza and fast growth period. In poor
countries, budget support needs to be raised during extreme external shocks. While deficits certainly
need to be reduced, this should be done gradually, e.g. by 1-1.5 per cent of GDP a year.

Tax policy needs to be strengthened and in countries with very low tax-to-GDP ratios, tax revenue
must be increased, while dependence on resource rents and ‘fiscal laziness’ should be reduced. The
moderate increases in revenue/ GDP are encouraging but depend, in part, on high commodity prices.
While inflation rates have declined over the last two decades, monetary policy can still play a role in
expanding productive capacity. In countries affected by severe structural rigidities, driving inflation
below 10 per cent may be difficult and does not produce perceptible growth benefits, while rapid
disinflation generally causes a contraction of GDP and, due to the endogeneity of tax revenue to
GDP, a widening of the fiscal deficit. Thus, high real interest rates should be avoided because they
increase production costs and prices. While inflation control is sacrosanct, its target and the speed
of its reduction must take into account the above considerations and be driven by flexible inflation
targeting. Finally, central banks should provide liquidity more broadly and focus on countercyclical
regulation to prevent asset price bubbles leading to systemic crises.

17.8 Promote political stability, democracy and better governance

As noted in the introduction and Chapter 10, the number of SSA countries affected by internal and
external conflicts has declined. However, some 15 countries are still unstable and the rise of violent
extremism poses new problems. Achieving SDGs and lower inequality under such critical conditions
requires introducing ex ante measures to prevent the outbreak of conflicts and ex post measures to
promote the country’s pacification and reconstruction.

Key ex ante measures for conflict prevention include removing or reducing acute ‘horizontal
inequality’, which is still a major problem in a region where ethnic or regional fractionalisation is
used to accentuate those horizontal inequalities and for political purposes. As suggested by Kimenyi
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(2006), the task is to improve the distribution of ‘public goods’ (and eliminate ‘patronage goods’),land,
assets, state jobs, higher education, top military and managerial positions, and social services among
different ethnic, religious and regional groups. It should also seek to avoid the failure of the state and
political institutions that mediate — with varying success — between the interests of competing social
and ethnic groups. It is particularly important to avoid the collapse of core government functions
by ensuring that sufficient revenue is available for the functioning of essential economic and social
services. Finally, when conflicts are triggered by a protracted growth collapse, a country’s ‘exchange
economy’ is turned into an ‘economy of scarcity’ and then into an ‘economy of expropriation’ and
conflict. Under these circumstances, it is in the international community’s interest to intervene early
with funds and legal assistance to prevent the much greater human and economic costs of conflicts
and ensuing reconstruction. The recent case of South Sudan is a case in point. The literature on
aid to countries at risk of conflict finds that in highly fragile contexts, States’ growth would be 1.4
percentage points lower in the absence of aid (McGillivray and Feeny, 2008).

17.9 Enhance data collection for the formulation of policies aimed
at reducing inequality

Documenting and analysing inequality and formulating policies to achieve SDG10 in the years
ahead require a massive effort to strengthen data collection on various aspects of inequality and its
determinants. Although the number of surveys has increased and improved since the 2000s, the
region still suffers from a large information gap in relation to Latin America and Asia. If poverty
and inequality objectives are to be achieved, and if policy design is to become increasingly evidence-
based, then national statistical offices and international agencies must massively step up efforts in
this area. Little data exists on income/consumption inequality and, despite the insights gained by
developing the IID-SSA, greater efforts are needed. Data on gender, ethnicity, assets, and spatial and
environmental inequality are barely available or are highly fragmentary. This biases causal analysis and
policy design, leaving policymakers under a veil of ignorance or with too much discretionary power.

Additional data collection efforts are also needed for the explanatory variables (including food price
index, tariff rates, social transfers, land distribution and remittances) that could be used as part of
a more detailed analysis of inequality determinants. Given the still-dominant share of the rural
population in most SSA, greater efforts at documenting the evolution in land distribution and titling
systems cannot be postponed. Agricultural censuses must be revived and a rural cadastre should be
rebuilt. This is essential to promote peace and acceptable levels of inequality. The lack of such data
imposes very high costs.

For some of the most data-intensive topics, ad hoc sectoral studies are needed, as in the service sector,
on rural non-agricultural activities and on the relationship between education, supply of skilled
workers and skill premium. Finally, the conceptualization and, next, the quality and pertinence of
variables measuring the degree of democracy and the political orientation of the ruling regimes must
be improved so as to better understand the politics of policymaking and identify which measures are
feasible, given existing political regimes. Addressing this challenge requires choosing the data to be
collected or improved over the next two to three decades, using, as a compass, the results of this book’s
analysis and other analyses focusing on SDG 9 and its determinants. This also requires establishing
a regional statistical research centre to centralize the collection and standardised manipulation of the
previous data and to design new surveys.
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Glossary

Accelerator principle. An economic concept that establishes a connection between output and capital investment.
According to this principle, if demand for consumer goods increases, then the demand for machines and other inputs
necessary to produce these goods will increase even more (and vice versa). See Chapter 7.

Backward linkage or integration. Integration refers to a company’s acquisition of another business in its supply
chain. Backward integration is a type of vertical integration in which a company seeks ownership or control of its raw
materials supply system. A typical example is when a clothing company acquires a cotton plantation. The objective is
to increase operational efficiency and cost saving. See Chapters 4, 12 and 17.

Beneficiation. Involves transforming a primary material (produced by mining, agriculture or any extraction process)
to a more finished product, which has a higher export sales value. Also referred to as value-added processing. See
Chapter 6.

Between-sector. Measures the inequality resulting from differences in average income between two or more
sectors. An example is the difference in inequality between agricultural and non-agricultural sectors. When it is limited
to two sectors, it is referred to as sector dualism. See Chapters 1, 2, and 16.

Capital flight. Large-scale departure of financial assets and capital from a nation due to events such as political or
economic instability, currency devaluation, the imposition of capital controls or public health hazards. Capital flight
may be legal, as when foreign investors repatriate capital back to their home country, or illegal, especially in countries
where capital control is very stringent or through illicit financial flows. See Chapters 2, 6, 12, 15, 16 and 17.

Centre-periphery development model. A model of the spatial structure of development in which less-developed
countries are defined by the dependence of a less-developed ‘periphery’ on a developed ‘core’ country or region. This
deliberate colonial development model was based on extracting raw materials from low-income countries (periphery)
in order to develop and sustain the economies of advanced nations (centre). It highlights the inequality in levels of
development between the two. Also known as core-periphery development model. See Chapters 5, 10 and 12.

CFA zone. Composed of two monetary unions, the West African Monetary Union (WAEMU) and the Central African
Economic and Monetary Community (CEMAC). The CFA franc is the name of two currencies (the West African CFA
franc and the Central African CFA franc) used in Africa. Under the arrangement of this monetary union, each country is
obliged to keep at least 65.0 per cent of its foreign exchange reserves with the French Treasury as well as another 20.0
per cent to cover financial liabilities. See Chapter 2.

Chenery norm. The share of manufacturing in a country’s GDP; that is, the country's rate of industrialisation as
predicted by its per capita income and population size. This term is associated with Professor Hollis B. Chenery. See
Chapter 2.
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Conditional cash transfer programmes. A tool of poverty reduction that provides money to households on
the condition that they comply with certain pre-defined requirements. These requirements may include up-to-date
vaccinations, regular visits to a health care facility, regular school attendance by children and compliance with health
and nutrition promotion activities. See Chapters 8 and 12.

Demographic dividend. The accelerated economic growth or boost in productivity that may result from a decline
in a country’s mortality and fertility, and the subsequent change in the age structure of the population. Increased
productivity arises from improved employment absorption capacity, increased national savings, enhanced healthy
living and increased aggregate demand. See Chapters 2,9, 14, 16 and 17.

Demographic transition. The change in population over time that results from high birth and death rates to lower
birth and death rates as a country or region develops from a pre-industrial to an industrialised or more sophisticated
economic system. See Chapters 1,4, 9, 14 and 17.

Dependency rate. Measures the proportion of the total population outside the labour force (i.e., population of 14
years and below, and 65 years and above). It is intended to capture the influence of a population’s age structure on the
process of economic growth. See Chapters 1,2, 9, 13, 14, 16 and 17.

Derived distributive channel. In this context, ‘derived’ is taken from the economics term, ‘derived demand’, which
refers to a demand for a commodity or service that is a consequence of the demand for something else. It is used here
in a political context to refer to a demand for votes or to avoid revolution by distributing national resources (either
through distribution of infrastructure or better access to services and creating opportunities or providing cash transfers)
to a large segment of the population. See Chapter 4.

Direct taxes. Taxes levied by a government on incomes of households and firms (for example, personal income tax or
corporate tax). See Chapters 7, 9, 13, 14 and 16.

Distress migration. Movement from one’s usual place of residence undertaken in conditions where the individual
and/or family perceives that migration is the only option that will allow them to survive with dignity. An example is
migration to urban areas or from a conflict zone to a peaceful zone. See Chapters 13 and 16.

Distress urbanisation. Urbanisation resulting from rural-urban migration under the conditions that lead to distress
migration. Rising urbanisation associated with increased slum dwellers, rising urban poverty and a rising incidence of
exploitative practices, such as child labour, are signs of distress urbanisation. See Chapter 16.

Distributive effects. The impact of the distribution of income gains, losses or both across individuals in the economy.
It may also be viewed as the distributive impact of a shock or policy change across individuals or sectors of an economy.
See Chapter 13.

420 / Income Inequality Trends in sub-Saharan Africa: Divergence, determinants and consequences



Dutch disease. An economic term that refers to the negative consequences arising from large increases in the value
of a country’s currency. The term originated from the fears of deindustrialisation that gripped the Netherlands with
the appreciation of the Dutch currency that followed the discovery of natural gas deposits in the 1960s. It is primarily
associated with a natural resource discovery, but can also result from any large influx of foreign currency into a country,
including foreign direct investment, foreign aid or a substantial increase in natural resource prices. See Chapters 2, 3,
6,7, 16and 17.

Economic complexity. A measure of the knowledge in a society that is translated into the products it makes. The
most complex products are sophisticated chemicals and machinery; least complex products are raw materials or simple
agricultural products. The economic complexity of a country is dependent on the complexity of the products it exports.
Complexity is closely linked to a country’s level of development and its future economic growth. See Chapter 5.

Eigenvector: An eigenvector is a non-zero vector whose direction does not change when a linear transformation is
applied to it. See Chapter 5.

Elasticity of demand. The degree to which demand for a good or service varies with changes in its price. See
Chapters 4 and 9.

Enclave sector. An industry or sector that does not have any links with local enterprises or other sectors of the
economy that could provide production inputs or consume its products (backward/forward linkages). It is often used
in the context of extractive industries that are detached from the rest of the economy. See Chapters 2, 7, 9and 11.

Engel's Law. This is an economic theory propounded by Emst Engel in 1857, which states that the proportion of
income allocated to food purchases decreases as income rises, even if absolute expenditure on food rises. That is, as
households” incomes rise, the percentage share of income spent on food falls while the percentage spent on non-food
items rises. By implication, the income elasticity of demand of food is between 0 and 1. See Chapters 7, 9, 14.

Extractive industries. Those industries involved in extracting or exploiting oil, mining and gas resources. The
activities of this sector are often characterised by social and environmental challenges, as well as transparency and
reputational risks. See Chapters 1,2, 3,6,7,9, 14 and 17.

Factor endowment. The amount of labour, land, money and entrepreneurship that a country possesses and could
exploit for productive activities. The differences in the development and utilization of these factors explain the
variations in the country’s productivity. See Chapters 1, 5, 13 and 16.

Factor intensity of production. A measure of those factors that are used in relatively greater quantities than
other production factors. For example, oil refining is capital-intensive compared with clothing manufacture because oil
refiners use a higher ratio of capital to labour than clothing producers. See Chapters 1 and 16.

Farm intensification. Refers to practices that boost agricultural productivity, allowing farmers to produce more food
with existing land and water. These practices may include additional use of fertilizers and pesticides. See Chapter 4.

Fiscal decentralisation. The process of transferring budgetary authority from a central government to elected
subnational governments in order to grant them power to make decisions regarding taxes and expenditures. See
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Chapter 7.

Fiscal space. The room in a government’s budget that allows it to provide resources for a desired purpose without
jeopardizing the sustainability of its financial position or the stability of the economy. Fiscal space must exist or be
created if extra resources are to be made available for worthwhile government spending. A government can create
fiscal space by raising taxes, securing outside grants, cutting lower priority expenditure, borrowing resources (from
citizens or foreign lenders) or borrowing from the banking system (and thereby expanding the money supply). See
Chapters 7 and 9.

Food security. As defined by the United Nations’ Committee on World Food Security, the condition in which all
people, at all times, have physical, social and economic access to sufficient, safe and nutritious food that meets their
dietary needs and food preferences for an active and healthy life. See Chapters 1, 2, 4,6, 11, 12 and 17.

Forward linkage or integration. A business strategy that involves a form of vertical integration in which a company
seeks control of the channels of distribution of its products or financing operations. This strategy allows a company to
move down on its supply chains. An example would be a clothing company that acquires retailers that sell the clothes.
See Chapters 4 and 17.

Gini index (coefficient or ratio). A measure of the deviation, from a perfectly equal distribution, of the distribution
of income among individuals or households within a country. A value of 0 represents absolute equality, a value of 1 (or
100 per cent) stands for absolute inequality. See Chapters 1-17.

Green Revolution. The simultaneous development of new varieties of food plants and altered agricultural practices
that greatly increase crop vyields. Initiatives, which began in the 1960s, include the development of high-yielding
varieties of grains, expansion of irrigation infrastructure, and distribution of hybridized seeds, synthetic fertilizers and
pesticides. See Chapters 2, 4,12, 13 and 17.

Growth elasticity of poverty. Measures how economic growth contributes to poverty reduction (otherwise known
as the poverty-reducing power of economic growth). It is defined as the percentage reduction in the poverty rate
associated with a percentage rise in economic growth. See Chapters 1-3, 7, 14 and 15.

Hump theory of migration. Refers to the short-term influx in migration induced by trade and economic policies (such
as trade liberalisation, foreign direct investment and aid) as compared to the expected migration trend without such
initiatives. The migration hump theory proposes that trade and migration are complementary in the short or medium
term but are substitutes in the long term. See Chapters 1, 9, 14 and 16.

Income transfers. Benefits, both cash or in-kind (such as health care, a pension, or disability payments), intended to
help people cope with a certain risk or to equalise the consumption of goods or services within a society. See Chapter
6.

Index of fractionalisation. A measure of ethnic diversity (heterogeneity), or the degree to which a society is split
into distinct groups. See Chapter 10.
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Indirect taxes. Taxes imposed by a government on goods and services (for example, sales tax, service tax or excise
duty). See Chapters 7,9, 12,13, 14, 15 and 16.

Kuznets' theory. As advanced by Simon Kuznets in the 1950s and ‘60s, it examines the relationship between
economic inequality and income per capita over the course of economic development. It posits that as an economy
develops, market forces first increase and then decrease overall economic inequality in a society. It is also called the
inverted U-shape of the Kuznets curve or the trickle down effect. See Chapters 4, 7-10, 12 and 16.

Labour market flexibility. The willingness and ability of labour markets to respond to changes in market conditions,
including the demand for labour and the wage rate. Flexible labour markets are characterised by factors such as a firm's
ability to hire and fire workers, labour mobility (occupational and geographic), and regulation (firms” ability to set wages
(i.e., no minimum wage) and change work hours). See Chapter 9.

Malthusian trap. A theory propounded by Thomas Robert Malthus in 1798 that proposed a relationship between
growth in population and agricultural growth. He argued that because food supply expansion is linear while population
growth is exponential, there must be a stage at which a food supply will become inadequate to feed a given population.
However, the industrial and green revolutions of later years have obviated this trap, or catastrophe. Nevertheless, this
theory has been expanded to other areas, such as the concern that human overpopulation may increase resource
depletion, or environmental degradation, to a degree that is unsustainable. See Chapters 2 and 17.

Market-clearing wage. An equilibrium wage where the supply of labour equals the demand for it. It is a wage
determined in the absence of excess supply of labour (unemployment) and absence of excess demand for it (labour
shortage). See Chapter 4.

Natural resource rents. The difference between the extraction and production costs of and revenues from natural
resource extraction. See Chapters 6 and 7.

Neoclassical theory. Aneconomic theory built on these three basic assumptions: 1. People have rational preferences
among outcomes; 2. Individuals maximize utility and firms maximize profits; and 3. People act independently on the
basis of full and relevant information. It is often used to determine goods, outputs and income distributions in markets
through supply and demand. See Chapters 5 and 10.

Opportunity value index. Measures the extent of productive opportunities associated with a country’s export
structure. For instance, countries with a high opportunity value have abundant products that can be produced given their
current export basket, while the converse holds for countries with low opportunity value. The higher the opportunity
value index, the greater the opportunities to develop new products and acquire the necessary missing capabilities and
vice versa. See Chapter 5.

Parastatal. An agency or a company owned, controlled or partially controlled by governments. Those organisations
are separate from governments but their activities often serve the state interest directly or indirectly. See Chapter 12.

Pay compression. The situation that arises when there is only a small difference in pay between employees,
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regardless of their skills or experience. It is also referred to as salary or wage compression. Pay or wage compression
ratio is the fraction of the lowest paid employee to the highest paid employee. See Chapters 7 and 14.

Poverty alleviation elasticity of growth. An alternative term for ‘growth elasticity of poverty’, which is the main
reference terminology and means the poverty-reducing power of growth. See Chapter 2.

Poverty elasticity of agriculture. The extent to which agricultural growth can alleviate poverty (see growth
elasticity of poverty). See Chapter 4.

Primarisation. Refers to a rising and higher proportion of primary products (such as unprocessed agricultural and
mineral products) in the export mix. See Chapter 2.

Real effective exchange rate. The weighted average of a country’s currency relative to an index or basket of other
major currencies, adjusted for the effects of inflation. The weights are determined by comparing the relative trade
balance of a country’s currency against each country within the index. See Chapters 2, 12, 16 and 17.

Reprimarisation. The return to primary commodities as the main source of export revenues. See Chapter 17.

Resource curse. Refers to what happens when a country focuses all of its energies on a single sector, such as
extractives, and neglects other major sectors. Despite natural resource wealth, such countries often suffer from a high
level of poverty, a situation known as the ‘paradox of plenty” or the ‘resource curse’. Most countries that suffer from
the resource curse are characterised by high poverty, poor governance and armed conflict. See Chapters 6, 16 and 17.

Resource-dependence. Resource-dependence theory (RDT) is the study of how organisations’ external resources
(inputs such as capital, energy, labour and materials) affect their behaviour. However, this concept is used here in the
context of natural resources and refers to the export intensity of mineral products, energy products and crops. A country
is resource-dependent if 25 per cent or more of its export revenue derives from natural resources. See Chapters 3, 6,
8and 14.

Revenue mobilisation. Government efforts to raise money from internal or external sources to satisfy demands for
public spending; for example, by borrowing from citizens or from abroad, through money creation, or through taxation.
See Chapters 6,7, 13 and 14.

Royalty rates. The share of oil and gas revenues that governments collect in exchange for the right, granted to
companies, to extract natural resources, such as petroleum, natural gas and minerals, from government-owned lands
and waters. See Chapter 6.

Sectoral dualism. The main assumptions of this concept are the existence of ‘surplus labour’, the lack of
commercialisation and the presence of economically oppressive institutions in the ‘backward" sector, leading to
dualism between competitive and non-competitive sectors. See Chapter 4.
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Skill premium. The difference between the wage of skilled labour and that of unskilled labour, usually measured,
in developed countries, by the wage difference between college-educated and high-school educated workers. See
Chapters 12, 16 and 17.

Social protection. The social safety net or the social insurance provided during old age, unemployment, sickness,
invalidity, work injury and maternity through public and private sector initiatives. It takes the form of income or
consumption transfers to the poor, protecting the vulnerable against livelihood risks and enhancing the social status and
rights of the marginalised. The objective is to reduce the economic and social vulnerability of the poor and marginalised
groups. See Chapters 1, 3, 4, 6-9, 12-14 and 16-17.

Structural adjustment programmes. Economic policies that countries must adopt to qualify for new World
Bank and International Monetary Fund (IMF) loans, and to help them repay older debt owed to commercial banks,
governments and the World Bank. They require borrowing countries to implement macroeconomic policy changes such
as currency devaluation, privatization of public enterprises, elimination of subsidies to reduce expenditures and trade
liberalisation. See Chapters 2, 4, 8 and 12.

Structural transformation. The reallocation of economic activity across three broad sectors (agriculture,
manufacturing and services) that accompanies the process of modern economic growth. See Chapters 1, 3-5, 11-14,
16 and 17.

Subsistence agriculture. Form of farming in which nearly all crops or livestock raised are used to maintain the
farmer and the farmer’s family, leaving little, if any, surplus for sale or trade. See Chapters 2, 4, 12, 13 and 16.

Tariff escalation. The process of protecting a country’s manufacturing industry by setting low tariffs on imported
materials (raw or intermediate) used by that industry and higher tariffs on finished products to protect the goods that
it produces. See Chapter 4.

Tariff peaks. Tariffs that remain high on a few products that governments consider to be sensitive (to protect domestic
producers). Some affect exports from developing countries. See Chapter 4.

Tax handles. Refers to the tax base or sectors on which taxes can be levied with ease. See Chapter 7.

Tenancy reforms. An intervention to provide tenants with more secure and profitable land rights. Reforms may
include rent regulation, security of tenure and conferring ownership on tenants. See Chapter 17.

Tertiary services sector. The economic sector that provides services, as opposed to the primary sector (raw
materials) and the secondary sector (manufacturing). See Chapter 3.

Time series. An ordered sequence of values of a variable at equally spaced time intervals (e.g. monthly or annually);
it is used for economic analysis and forecasting, among many other things. See Chapters 1, 3, 12 and 15.

Total factor productivity (TFP). The portion of output not explained by the amount of inputs (labour and capital) used
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in production. It accounts for effects in total output growth relative to the growth in traditionally measured inputs of
labour and capital. TFP is also referred to as multi-factor productivity or long term technological change. See Chapters
1,4,5and 9.

Trade liberalisation. The removal or reduction of restrictions or barriers on the free exchange of goods between
nations. This includes the removal or reduction of tariff obstacles, such as duties and surcharges, and nontariff
obstacles, such as licensing rules, quotas and other requirements. It is intended to promote free trade. See Chapters
1,2,12,16 and 17.

Value added creation. Creation of increased value of an article, exclusive of the initial costs. It applies to instances
where a firm enhances its product or service before offering it to customers. In macroeconomics, it refers to the
contribution of the factors of production (e.g. capital and labour) to raising the value of a product. See Chapter 13.

Variance inflation factor (VIF): Quantifies the severity of multicollinearity in an OLS regression analysis. It provides
an index that measures how much the variance (the square of the estimate’s standard deviation) of an estimated
regression coefficient is increased because of collinearity. Generally defined as (1/(1-R2), the rule of thumb is that
a VIF greater than 10 exhibits signs of serious multicollinearity and should be corrected. See Chapters 4, 8, and 10.

Wage compression. See ‘pay compression’. See Chapter 7.

Within-sector inequality. The distribution of land, human capital and other production assets within the urban and
rural economy. See Chapters 1, 2 and 16.
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Sub-Saharan Africa (SSA) recorded a remarkable economic
performance in the first 15 years of the 21st century, which
reversed the decline of the prior 25 years. This achievement was
accompanied by a perceptible, modest, but uneven decline in
aggregate poverty driven by, the variation of inequality levels
and trends among the African countries. This book, an outcome
of a comprehensive study of income inequality in SSA, provides
a thorough documentation of inequality levels and trends in
the region in order to better understand the slow and varying
rate of poverty reduction. It proposes hypotheses to account
for this experience and draws relevant lessons that could help
accelerate reduction in income disparities.

The book proposes an equity pathway built on four
pillars: promoting inclusive growth pattern such as raising
productivity in the informal sector, diversifying the economy,
re-industrializing and modernize agriculture, and raising yields,
which is central to reducing income disparity; addressing
population pressure (promote virtuous population policies,
increase inequality-reducing power of migration and make
urbanization inclusive) is key; accelerating human development
including investing in quality education, increasing access to
basic health service, and investing in girls, youth and women;
and finally, institutionalizing a supportive macro-economic
environment, especially fair distribution of national assets,
promoting progressive taxation, avoiding the resource curse,
institutionalizing better governance and enhancing data
collection and management.

The quotations below from selected African and the United
Nations leadership provide the value addition of this book.

“As long as poverty, injustice and gross inequality persist in our
world, none of us can truly rest....... We must work together to
ensure the equitable distribution of wealth, opportunity, and
power in our society.” — Nelson Mandela, former President of
South Africa

“There remain huge disparities between and within countries.
Within countries, rural poverty remains unacceptably high
while urban poverty is extensive, growing, and underreported
by traditional indicators”..."Inequality can be tackled. Public
spending on high-quality education and health care reduces
inequality.” - Uhuru Kenyatta, President of Kenya

“A lack of viable institutions, the lack of diversity in economies,
the lack of mature political institutions, the lack of equity in many
of the societies, managing endowment of natural resources well.
All of these create the inequalities in society that leads to the
descent, and could lead to a breakdown in the social order.” — Ellen
Johnson-Sirleaf, President of Liberia

“Fighting poverty and social inequalities also means ensuring
national solidarity to support those among us who are most in
need, and to improve access to health care for all” — Macky Sall,
President of Senegal

“Globalization and technological progress fostered extraordinary
economic growth and created conditions for unparalleled
reduction of extreme poverty and generalized improvement of
living standards. But their unbalanced nature led to high income
concentration and extreme inequality, and made exclusion even
more intolerable.” - Anténio Guterres, Secretary-General of the
United Nations

“It is critical that, across the world, we focus on those furthest
behind first. Because in all regions, the rising tide of optimism
and empowerment, has not yet reached everyone.” - Amina
Mohammed, United Nations Deputy Secretary-General

“When women are able to live in a safe and secure environment,
they can participate effectively in the economy and society. This
helps overcome poverty, reduces inequalities and is beneficial for
children’s nutrition, health and school attendance. Every woman
and girl has the right to live in safety in her home and community.”
- Helen Clark, former UNDP Administrator

“Two decades of underinvestment in agriculture, growing
competition for land and water, rising fuel and fertilizer prices, and
climate change have left smallholders less able to escape poverty.”
— Achim Steiner, UNDP Administrator

“As remarkable as economic growth has proven to be in Africa,
the effectiveness of growth in reducing poverty in Africa has been
historically low, as initial income distribution plays a dramatic role
on the impact of growth on poverty reduction. Slow productivity
growth in the rural sector — where the majority of the labour force
in the region still works — is a key factor of the lack of diversification
and limited impact of growth on poverty.” - Tegegnework Gettu,
UNDP Associate Administrator

“Extreme inequality is detrimental to growth and development,
as well as to peace and security. To achieve the 2030 Agenda,
governments, private sector actors, civil society organizations and
development partners must focus on rapidly reducing poverty
and income disparities simultaneously.” - Abdoulaye Mar Dieye,
UNDP Assistant Administrator and Director, Regional Bureau
for Africa

“Inequality is the defining issue of our time. When people are
treated unequally in terms of their rights, capabilities and
opportunities, human rights are violated, human development is
shrunk and human potentials are stunted. In the ultimate analysis,
inequality is an issue of social justice” — Selim Jahan, Director,
UNDP Human Development Report Office
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