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Introduction

Briefly

Trends in external financial flows to Africa

Briefly

To reach sustainable growth and eradicate the current high level of poverty, substantial inflows of resources are needed to
complement Africa’s revenue shortfall.

At 16.5% of gross domestic product (GDP), Africa’s average tax-to-GDP ratio is lower than other regions such as Asia and
the Pacific (19.1%), Latin America and the Caribbean (21.9%), and Organisation for Cooperation and Development (OECD)
countries (33.5%).[ ] In tandem with efforts to augment domestic revenues, more inward financial flows from the rest of1
the world will promote African economic growth and reduce poverty. Developmental infrastructural projects, such as
roads, airports, harbours, pipelines and railways, are usually funded by foreign capital. Foreign capital inflows enable a
country to spend more than it produces, invest more than it saves and import more than it exports.

Financial flows to developing countries have increased substantially since the end of the 1990s, in line with accelerated
financial globalisation.[ ] The United Nations Conference on Trade and Development (UNCTAD)[ ] notes that in recent2 3
decades, financial globalisation has accelerated faster than trade globalisation. However, Africa is marginalised in the
current financial globalisation and has limited integration in global value chains. For instance, Africa receives barely 5% of
global foreign direct investment (FDI) flows and only a handful of countries on the continent receive international portfolio
investment.

Although the business climate in many African countries can now be equated to that of most developing countries
elsewhere in the world, the continent continues to suffer from a bad image as an investment destination. As UNCTAD
outlines:

too often, many people outside the continent refer to Africa as a place of civil unrest, war, poverty, and mounting
problems. This has given many investors a negative image of the continent. While this image reflects the reality in
some countries, it is not true for all African countries.[ ]4

This theme responds to the following questions: What are the recent trends in financial flows to Africa? What could be the
impact of increased financial flows on the development prospects of Africa?

Trends in external financial flows to Africa

There are many types of financial flows. This theme focuses mainly on official development assistance (ODA), remittances,
and FDI (stock and flows). Two developing regions (South Asia and South America) are used to gauge Africa's historical and
future progress in attracting external financial inflows from a comparative perspective.

While in the 1980s, aid accounted for the largest share of capital inflows into Africa, Chart 1 shows that the structural
composition of financial flows to Africa has, over time, shifted towards a greater role for private flows. Remittance has
become Africa's largest source of external financial flows, followed by FDI.
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Chart 2 shows net aid receipts for Africa compared to South America and South Asia, the two most comparable regions,
from 1960 to 2019 (historical data) and includes a forecast to 2043. Aid flows to Africa in absolute amounts, percentage of
GDP and per capita basis are above South America and South Asia. On the Current Path, aid inflows into Africa are forecast
to increase in absolute numbers by 2043, after a drop in 2020 due to the COVID-19 pandemic and its associated economic
shocks. However, as a per cent of GDP or share of government revenues, the aid contribution will decline.

The net remittance flows to Africa, South America and South Asia from 2000 to 2019 and International Futures (IFs)
forecast to 2043 is shown in Chart 3. South Asia received the largest amount of remittance, followed by Africa and South
America, and this trend is forecast to continue in the Current Path forecast.
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Like Africa, remittance flows are a major source of income for all countries in South Asia—larger than all other capital
inflows combined. In 2019, India received more remittance than any other country in dollar terms; Nepal ranked third in
the world in terms of remittances to GDP at 27%.

The cumulative remittances received by South Asia between 1970 and 2019 amounted to US$1.6 trillion—US$678 billion
more than that of Africa at US$947 billion. South Asia received the lowest amount at about US$236 billion over the same
period. As shown in Chart 3, remittance flows to all three regions declined in 2020 compared to their pre-COVID-19
pandemic levels in 2019. Many studies[ ] have shown that remittances tend to increase when receiving countries5
experience disasters or recessions. However, since the COVID-19 shock was global in nature, both recipient and sender
countries were impacted.

Africans living in Africa do not only receive remittances from the diaspora outside the continent but also send remittances
to their families and support extended families in other African countries. However, Africa has remained a net remittance
recipient. In 2019, the net remittance flows to Africa amounted to US$83.3 billion, equivalent to 2.9% of the continent's
GDP, and about US$50 billion less than South Asia's. It is possible, however, that these official statistics may be misleading,
as a significant share of remittances to Africa occurs via informal channels. On the Current Path, Africa will remain a net
remittance recipient until 2043. While the absolute amount of remittance flows to Africa will continue to increase,
remittance as a share of GDP is forecast to decline from 2.9% of GDP in 2019 to about 1% by 2043.

Trends in FDI inflows into Africa compared to South America and South Asia are shown in Chart 4. While FDI flows to Africa
have been consistently below South America, they remain slightly above South Asia. In 2019, FDI inflows into Africa were
equivalent to US$45.7 billion (1.8% of GDP), while outward FDI represented US$4.9 billion (0.22% of GDP). South America
received US$110.8 billion (3.1% of GDP), while South Asia got US$59.1 billion (1.4% of GDP). As shown in Chart 4, FDI flows
to all three regions declined in 2020 compared to their pre-COVID-19 pandemic levels in 2019. In the Current Path forecast,
FDI inflows into Africa will increase across the forecast horizon to overtake South America by 2043.
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Analysing inward FDI into Africa in terms of the percentage of gross fixed capital formation helps to shed light on the
importance of FDI in capital accumulation in the continent. The share of FDI in Africa's total gross fixed capital formation
stood at 7.8% in 2019. It reached its highest level in 2007 at 14.7%.[ ] This general perspective masks the case of some6
countries such as Angola, the Republic of the Congo, Mozambique and Somalia, among others, where FDI inflows as a
percentage of gross fixed capital formation are significantly higher.
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