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Briefly

Building on the preceding analysis of Africa’s external financial inflows, this section shows how a more favourable external
financing environment could raise the four financial flows above their Current Path levels by 2043, the end of the third
implementation decade of AU Agenda 2063. The analysis uses the International Futures (IFs) platform, with interventions
across the four flows benchmarked!'! against levels observed under the Current Path in peer developing regions,
specifically South America and South Asia. The resulting integrated External Financial Inflows scenario combines higher
net remittance receipts, aid, FDI inflows and inward portfolio investment, combined with stronger domestic absorptive
capacity.

As recently emphasised by the AfDB, and consistent with the broader growth literature, stronger development outcomes
depend not only on the volume of finance available, but also on the effectiveness with which those resources are
converted into productive economic activity. To reflect this dimension, the scenario incorporates a multi-factor
productivity (MFP) adjustment as a proxy for stronger absorptive capacity, including improved investment efficiency,
technology absorption, institutional capability, skills utilisation and domestic productive linkages. Chart 6 summarises the
interventions, transmission channels and intended development effects.

Chart 6: External Financial Inflows scenario
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The External Financial Inflows scenario is deliberately ambitious. It does not assume that higher inflows will arise
automatically, nor does it present them as a forecast of what will necessarily occur. Instead, it assesses what could be
achieved if African countries and their international partners implemented policies that could increase the volume,
stability and developmental value of external finance. The scenario illustrates the scale and distribution of potential gains
relative to the IFs baseline forecast, referred to as the Current Path.
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Aid under the External Financial Inflows scenario

Against the deteriorating global aid environment, the External Financial Inflows scenario assumes that Africa’s net foreign
aid receipts will reach US$126.7 billion by 2043, approximately US$21.4 billion above the Current Path. Aid dependence
will decline more slowly under the scenario because aid receipts are deliberately maintained at a higher level, falling from
about 2.2% of GDP in 2025 to 1.6% by 2043, compared with 1.3% under the Current Path. As a result, Africa would remain
considerably more aid-dependent than South America and South Asia, where aid will account for only about 0.1% of GDP
by 2043 under the Current Path. This reflects, in part, Africa’s larger concentration of low-income and fragile states, where
aid remains more important.

Chart 7: Africa's net foreign aid flows in the Current Path and External Financial Inflows |SS|AFI
scenario, 2022-2043
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Source: IFs 8.72 initialising from World Bank and OECD data

Low-income countries account for the largest share of the additional aid (approximately 86%), receiving about US$18.5
billion above the Current Path by 2043, compared with approximately US$2.9 billion for lower-middle-income countries
and about US$40 million for upper-middle-income countries. These differences reflect the deliberately stronger
intervention in low-income countries, where financing constraints are generally more acute, alternative sources of
external finance are more limited, and grants and deeply concessional finance remain especially important for funding
essential public services and humanitarian needs that cannot readily generate commercial returns. This allocation is
broadly consistent with the wider aid-effectiveness principles associated with the Paris Declaration on Aid Effectiveness
(2005) and the Busan Partnership for Effective Development Cooperation (2011), particularly their emphasis on country
ownership, alignment with national priorities and the effective use of development resources.

In the context of tightening global aid, policy should prioritise protecting essential expenditure, improving predictability
and effectiveness, preserving concessional financing and diversifying the provider base. Governments and development
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partners should identify programmes for which abrupt funding withdrawal would impose the greatest social and
economic costs, particularly in health, education, nutrition and humanitarian assistance, while avoiding replacing lost
grants with unsustainable borrowing. Multi-year commitments, better alignment with national development strategies,
stronger country systems and reduced fragmentation can improve the development return from limited aid resources.
Concessional windows at multilateral institutions remain particularly important for low-income, fragile and highly
indebted countries, including for climate adaptation and other regional and global public goods. Greater engagement with
non-DAC donors, philanthropic organisations and other providers can reduce concentration risk, but diversification
should not weaken standards for transparency, procurement, debt disclosure, environmental safeguards and evaluation.

FDI under the External Financial Inflows scenario

Africa’s FDI inflows will increase to approximately US$305 billion by 2043 under the External Financial Inflows scenario,
about US$28 billion above the Current Path. The scenario assumes that Africa will surpass South America in absolute FDI
inflows by around 2039, about 2 to 3 years earlier than under the Current Path, and will narrow the gap with South Asia,
where inflows will reach approximately US$313 billion by 2043.

In relative terms, South America will remain the most FDI-intensive of the three regions, with inflows equivalent to about
4.4% of GDP by 2043 under the Current Path. Under the External Financial Inflows scenario, Africa’s FDI inflows will
increase from about 3% of GDP in 2025 to 3.7% by 2043, compared with 3.5% under the Current Path, thereby narrowing
the gap with South America. South Asia, despite attracting a relatively higher absolute volume of FDI, will maintain a
considerably lower FDI-to-GDP ratio of around 2%. The comparison, therefore, highlights the importance of considering
both the scale of FDI inflows and their significance relative to the size of the receiving economy.

Chart 8: Africa's foreign direct investment flows in the Current Path and External |SS|AF|
Financial Inflows scenario, 2022-2043
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Source: IFs 8.72 initalising from World Bank World Development Indicators data
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Lower-middle-income economies account for over 70% of the additional FDI inflows generated by the scenario, with gains
of approximately US$20 billion above the Current Path by 2043. Low-income countries gain about US$5.9 billion, while
upper-middle-income countries gain around US$2.1 billion. The larger absolute gain in lower-middle-income economies
reflects the stronger intervention applied to this group, based on their assumed greater capacity to attract and absorb
additional FDI, supported by larger markets, broader productive bases and stronger integration into regional and global
value chains.

The geographical sources of additional FDI are likely to remain diverse, with European, Chinese, US, Gulf and other Asian
investors continuing to play important but differentiated roles. However, because IFs version 8.72 does not clearly
attribute the modelled increase to particular source economies, the policy emphasis should be on the quality and
productive additionality of investment rather than investor nationality. African countries should prioritise FDI that
expands productive capacity, supports exports and employment, transfers technology and skills, strengthens domestic
suppliers and contributes to public revenue. This will require better infrastructure, regulatory predictability, regional
market integration, credible project pipelines, stronger investment facilitation and closer links between foreign firms,
domestic companies and skills institutions. Priorities should also differ by income group: low-income countries need basic
infrastructure and risk mitigation to diversify beyond enclave investment; lower-middle-income economies should
connect FDI more strongly to manufacturing, agro-processing and regional value chains; and upper-middle-income
economies should increasingly target technologically sophisticated and higher-value activities.

Remittances under the External Financial Inflows scenario

Future remittance inflows are benchmarked against South Asia, which leads the three regions by a wide absolute margin,
followed by Africa. Under the External Financial Inflows scenario, Africa’s net remittance receipts are assumed to reach
US$125.3 billion by 2043, approximately US$17.7 billion above the Current Path. Relative to the size of the economy,
remittance receipts will decline from 2.7% of GDP in 2025 to 1.9% by 2043, around 0.2 percentage points above the
Current Path. The External Financial Inflows scenario will therefore keep Africa’s remittance-to-GDP ratio closer to that of
South Asia, where the ratio declines from 3.3% to 2.5% over the same period under the Current Path.
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Chart 9: Africa's net remittances in the Current Path and External Financial Inflows |SS‘ AF
scenario, 2022-2043
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Source: IFs 8.72 initalising from World Bank World Development Indicators data

Lower-middle-income economies account for over 80% of the additional net remittances generated by the scenario, with
gains of approximately US$15 billion above the Current Path by 2043. Low-income countries account for about US$2.4
billion. The stronger intervention in lower-middle-income countries reflects their assumed combination of large diaspora
populations, established migration corridors, expanding financial systems and substantial household dependence on
remittances. Although many low-income countries also have sizeable diaspora populations and high remittance
dependence, the intervention is more moderate because weaker financial infrastructure, limited access to formal
payment systems and higher transaction costs can constrain the share of transfers recorded through formal channels.

Upper-middle-income African economies, by contrast, remain net remittance senders throughout the forecast period.
This means that outward transfers by migrant workers residing in these economies exceed remittances received from
their citizens abroad. South Africa, Botswana, Mauritius and other comparatively higher-income African economies serve
as important regional migration destinations and therefore as significant sources of intra-African remittance flows.

The difference between the External Financial Inflows scenario and the Current Path reflects policy interventions intended
to increase the share of transfers passing through recorded channels, reduce transaction costs and strengthen formal
remittance corridors. It should not be interpreted as an assumption that migration alone will automatically generate the
additional inflows. Realising the scenario would therefore require governments and regulators to promote competition
among banks, money-transfer operators, mobile providers and FinTech firms, while improving transparency over fees and
exchange-rate margins and ensuring that regulated channels are affordable, accessible and trusted. Regional payment
systems, including the Pan-African Payment and Settlement System (PAPSS), can reduce transfer frictions where
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commercial participation, settlement arrangements and regulatory interoperability are strengthened. Formal remittance
channels can also expand recipients’ voluntary access to savings, insurance and appropriately designed credit, while
improving the measurement of household transfers. Diaspora bonds and other investment instruments may provide
additional channels for migrants wishing to invest, but their success depends on credible projects, competitive returns,
sound macroeconomic management and public trust. Remittances should nevertheless continue to be treated primarily
as private household resources rather than as a substitute for public development finance.

Portfolio investment under the External Financial Inflows scenario

Under the External Financial Inflows scenario, Africa’s inward portfolio investment stock will increase from US$401.9
billion in 2025 to US$735.7 billion by 2043, approximately US$96.4 billion above the Current Path. Even under this
ambitious trajectory, however, Africa remains well below South America and South Asia, where inward portfolio
investment stocks reach about US$1.2 trillion and US$1.3 trillion, respectively, by 2043 under the Current Path. The gap
highlights the relative shallowness of Africa’s capital markets and its more limited integration into global portfolio
investment.

Chart 10: Africa's inward portfolio investment stock in the Current Path and External |SS| AF|
Financial Inflows scenario, 2022-2043
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The strongest intervention is applied to upper-middle-income African economies because they generally have larger and
more liquid financial markets, stronger institutional-investor bases and more established access to international capital.
Their relatively developed banking systems, stock exchanges and government-bond markets make them more visible to
global investors. As a result, under the External Financial Inflows scenario, inward portfolio investment stock in this group
will increase by approximately US$29.4 billion above the Current Path by 2043.
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Lower-middle-income economies nevertheless account for the largest absolute share of the continental gain, with inward
portfolio investment stock approximately US$65.3 billion above the Current Path by 2043, despite a lower intervention
than upper-middle-income countries. This partly reflects the larger size of the group, but also its greater potential for
financial deepening as economies grow, domestic bond and equity markets expand and a wider range of institutional
investors emerges. These markets may offer stronger growth prospects and higher returns than those in more mature
economies, but they can also face substantial liquidity, exchange-rate, and refinancing risks.

A more moderate intervention assumed for low-income countries reflects the shallow depth of domestic capital markets,
smaller pools of listed assets, weaker institutional-investor participation and higher perceived risk. As a result, inward
portfolio investment stock in this group rises by only about US$1.5 billion above the Current Path by 2043.

Realising the potential benefits of higher portfolio investment will require deeper domestic capital markets alongside
stronger safeguards against volatility and financial instability. Governments should develop more liquid local-currency
bond and equity markets, strengthen domestic institutional investors and improve market infrastructure, disclosure and
corporate governance. Regional integration can enlarge the pool of investible assets and investors, but practical barriers
involving taxation, foreign-exchange rules, custody and settlement arrangements also need to be addressed. Because
portfolio capital can reverse rapidly, stronger macroeconomic management, transparent debt strategies, adequate
monitoring of foreign-currency exposures and careful sequencing of capital-account liberalisation remain essential. Policy
should also encourage portfolio finance to support productive private-sector activity rather than predominantly short-
term government borrowing or speculative transactions. The appropriate sequencing will differ by income group, with low-
income economies first requiring sound market institutions and supervision, lower-middle-income economies needing
deeper local-currency and corporate markets, and upper-middle-income economies focusing increasingly on liquidity,
diversification and resilience to global capital-flow cycles.
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Endnotes

1. South Asia and South America are benchmark regions, and this does not imply that Africa is necessarily expected to reproduce their trajectories.
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