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Briefly

The economic significance of the gains illustrated in the preceding section will depend less on the headline volume of
additional finance than on its composition, allocation and productive use. For example, FDI directed towards
manufacturing, agro-processing, transport, energy, digital infrastructure and tradable services is likely to generate
stronger effects on employment, exports and productivity than investment concentrated in extractive enclaves, real estate
or activities with limited domestic linkages. Similarly, the development impact of aid, remittances and portfolio investment
will depend on how effectively these resources support productive investment, household welfare, public services and
domestic financial deepening.

The scenario should therefore be interpreted as more than an increase in external finance. It represents a more
favourable financing environment in which African countries attract and retain greater financial resources while
strengthening their capacity to convert those resources into domestic economic activity. Achieving this outcome would
require improvements in infrastructure, regulatory predictability, regional market integration, project preparation, skills
and investment facilitation, alongside stronger linkages between foreign investors, domestic suppliers, workers, financial
institutions and research institutions.

This section, therefore, assesses how a combination of a favourable external financing environment and stronger
domestic absorptive capacity, represented by the External Financial Inflows scenario, could affect GDP, GDP per capita,
poverty, government revenue and the inward FDI stock through 2043 relative to the Current Path.

Impact on economic growth

The GDP results provide the clearest evidence that the development impact of external finance depends on domestic
absorptive capacity. Under the External Financial Inflows scenario, Africa’s GDP at market exchange rates (MER) will reach
approximately US$8.17 trillion by 2043, around US$210 billion, or 2.6%, above the Current Path forecast of approximately
US$7.96 trillion. By comparison, higher external financial inflows without the absorptive-capacity intervention will raise
GDP by only about US$63.7 billion, or 0.8%, above the Current Path. The contrast reinforces the central argument of the
theme: increasing the volume of finance can ease financing constraints, but the growth effect remains limited where
domestic productive capacity is weak.
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Chart 11: Percentage increase in GDP (MER) by scenario compared to the Current Path, |55‘ AF]
2043
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Source: IFs 8.72 initalising from WDI data

Lower-middle-income economies account for the largest absolute GDP gain, at approximately US$130 billion above the
Current Path by 2043. Low-income economies gain about US$50 billion, while upper-middle-income economies gain
roughly US$30 billion.

These differences underline the importance of productive structure. Lower-middle-income countries generally have
broader markets, stronger infrastructure and more diversified production systems through which additional finance can
generate larger multiplier effects. Low-income countries can also achieve substantial gains where finance helps remove
binding constraints in energy, transport, agriculture and human capital.

The smaller gain in upper-middle-income economies reflects not only the smaller number of countries in this group, but
also their higher initial income and productivity levels, deeper financial markets and greater access to alternative sources
of capital. Additional external finance, therefore, generates smaller marginal gains than in lower-middle-income
economies, where infrastructure gaps, financing constraints and opportunities for industrial expansion remain larger. For
upper-middle-income countries, future growth increasingly depends on innovation, technological upgrading and higher-
value production rather than simply expanding the volume of capital available.

External finance generates stronger growth when domestic firms can supply inputs, workers possess appropriate skills,
infrastructure supports production and trade, institutions can implement projects effectively, and investment is directed
towards activities with strong domestic linkages. The composition of the additional finance also matters. FDI is more
growth-enhancing when it expands productive assets, exports and technology rather than operating as an enclave. Aid
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can support long-term growth through infrastructure, health, education and institutional capability. Remittances can
strengthen consumption and household investment, although the domestic multiplier is weaker where additional demand
is met largely through imports. Portfolio investment can ease financing constraints, but its contribution is more limited
where it is concentrated in secondary-market transactions or short-term public financing.

Impact on GDP per capita

The same pattern is evident in GDP per capita. Under the External Financial Inflows scenario, Africa’s average GDP per
capita at purchasing-power parity (PPP) will reach approximately US$8 021 by 2043, around US$140, or 1.8%, above the
Current Path forecast. By comparison, higher external financial inflows without the absorptive-capacity intervention
increase GDP per capita by only about US$40 above the Current Path. This again indicates that the welfare effect of
external finance depends less on the volume of resources alone than on whether those resources contribute to higher
productivity, employment and incomes.

Chart 12: Percentage increase in GDP per capita (PPP) by scenario compared to the |SS‘ AF|
Current Path, 2043
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The largest absolute per-capita gain occurs in upper-middle-income countries, where GDP per capita will be
approximately US$220 above the Current Path by 2043, followed by lower-middle-income countries at about US$190
above the Current Path. Low-income countries record a smaller absolute gain of approximately US$80. The larger per-
capita gains in upper-middle-income economies, despite their smaller aggregate GDP increase, partly reflect their smaller
population base and higher starting levels of productivity and income.

These averages should nevertheless be interpreted cautiously. Higher GDP per capita does not necessarily imply broad-
based improvements in welfare where income gains are concentrated among particular sectors, regions or households.
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Employment creation, labour productivity, public-service provision and income distribution therefore remain important in
determining whether stronger economic growth translates into improved living standards.

Impact on poverty

The poverty results also show that combining a favourable external financing environment with stronger absorptive
capacity increases the development impact of external finance. Under the External Financial Inflows scenario, Africa’s
extreme-poverty rate at the US$3.00-a-day threshold will fall to approximately 22.4% by 2043, compared with 24.4% under
the Current Path. The number of people living below this threshold will decline to about 507 million, roughly 21 million
fewer than under the Current Path. By comparison, higher external financial inflows without the absorptive-capacity
intervention lift approximately 13 million additional people out of extreme poverty relative to the Current Path by 2043.
This reinforces the wider finding that additional financial resources have a stronger poverty-reduction effect when they
generate productive employment, higher labour and agricultural productivity, stronger public services and broader
domestic economic linkages.

Chart 13: Reduction in poverty by scenario compared to the Current Path, 2043 |SS|AF|
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The largest absolute poverty reduction occurs in low-income countries, where approximately 15 million fewer people will
be living below the US$3.00-a-day threshold than under the Current Path by 2043. In lower-middle-income countries,
assessed at the US$4.20-a-day threshold, approximately 7 million fewer people will be living in poverty, while in upper-
middle-income economies, assessed at the US$8.30-a-day threshold, the reduction is about 300 000 people. The
comparatively large effect in low-income economies reflects the severity of their initial development constraints and the
greater number of people clustered close to the extreme-poverty threshold. Even under the External Financial Inflows
scenario, however, poverty remains substantial.
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Across the income groups, the results point to the same conclusion: external finance can accelerate poverty reduction,
but its effect is considerably stronger where economies possess the productive and institutional capacity to translate
additional resources into employment, higher incomes and improved public services.

Impact on government revenue

Under the External Financial Inflows scenario, Africa’s government revenue will rise from approximately US$503 billion, or
14.5% of GDP, in 2025 to US$1.58 trillion, or 19.3% of GDP, by 2043. This is around US$70 billion above the Current Path
forecast of US$1.51 trillion, or 19% of GDP. By comparison, higher external financial inflows without the absorptive-
capacity intervention will increase revenue by only about US$36.3 billion above the Current Path, illustrating the
importance of the domestic transmission mechanism.

Chart 14: Increase in government revenue per scenario compared to the Current Path, |SS|AF|
2043
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economic activity they generate and on the capacity of governments to capture a reasonable share of the expansion in
income, consumption, profits, wages, and trade. Remittances can strengthen household demand and formal financial
activity; FDI can expand production, employment and corporate income; aid can support public investment and
administrative capability; and deeper portfolio markets can ease financing constraints. These channels generate
substantially larger fiscal effects when additional finance is accompanied by higher productivity and broader domestic
economic activity.
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The largest absolute increase occurs in lower-middle-income countries, where government revenue will be approximately
US$29 billion higher than the Current Path by 2043. Low-income countries follow closely, with gains of about US$28
billion, while upper-middle-income countries gain around US$7 billion.

These differences reflect variations in economic structure and fiscal capacity. Lower-middle-income economies are
generally better positioned to convert stronger investment, financial deepening and remittance-supported demand into
taxable production and income. Low-income countries also benefit substantially, as even modest improvements can be
achieved from a relatively narrow initial tax base. However, weak revenue administration and high informality can limit
fiscal capture. Upper-middle-income economies already have broader tax bases and more developed revenue systems, so
the marginal fiscal effect of additional finance is smaller.

The policy implication is that attracting external finance should be accompanied by stronger tax administration, more
effective taxation of multinational and digital activity, transparent investment incentives and closer coordination between
finance ministries, tax authorities and investment agencies.

Impact on the inward stock of foreign direct investment

Africa’s inward FDI stock will increase from approximately US$1.4 trillion, or 40.4% of GDP, in 2025 to about US$3.39
trillion, or 41.6% of GDP, by 2043 under the External Financial Inflows scenario. This is around US$228 billion above the
Current Path forecast. By comparison, higher external financial inflows without the absorptive-capacity intervention
increase inward FDI stock by only about US$175 billion above the Current Path, indicating that stronger domestic
productivity and investment conditions can reinforce the accumulation and retention of foreign capital.
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Chart 15: Increase in inward foreign direct investment stocks compared to the Current

Path per scenario, 2043 ISS‘ AFI
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Source: IFs 8.72 initalising from IMF World Economic Outlook data

Stronger infrastructure, skills, institutional capability and domestic supplier linkages can improve the profitability of
existing investments, encourage reinvestment of earnings and make African economies more attractive for business
expansion. The result, therefore, highlights an important distinction between attracting foreign capital and creating the
conditions that allow investment to remain, expand and become more deeply embedded in the domestic economy.

The largest absolute gain occurs in lower-middle-income economies, where inward FDI stock will be approximately
US$170 billion above the Current Path by 2043. Low-income countries follow with a gain of about US$38.1 billion, while
upper-middle-income economies are approximately US$19.1 billion above the Current Path.

The development significance of these increases depends on the quality of investment. A larger FDI stock does not
necessarily imply an equivalent increase in factories, infrastructure or other productive assets, because stock values can
also change through exchange-rate movements, asset revaluation, mergers, corporate restructuring and intracompany
debt. The central policy objective should therefore be to increase the share of foreign investment that supports
productive capacity, reinvestment, technology transfer, skills development and domestic supplier networks.
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