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* Overview
* Comparing the impact of different inflows

Overview

Increased capital inflows into Africa will drive economic growth, boosting the continent’s total GDP by an additional
US$243.5 billion in 2043 compared with the business-as-usual scenario. The largest economies, including Nigeria, Egypt
and South Africa, are expected to see the most significant absolute gains. Also, Africa's average GDP per capita increases
by US$160 in 2043 compared to the Current Path. This is a notable increase as the continent’s total population will 2043
exceed two billion people. The improvement in GDP per capita for each African country compared with the Current Path
in 2043 is presented in Chart 15, with Seychelles (the only high-income country in Africa) and many lower-middle- and
upper-middle-income countries doing exceptionally well in the scenario.

Chart 15: Increase in GDP per capita in the Financial Flows scenario relative to the Current Path, 2043
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The Financial Flows scenario improves GDP and GDP per capita in all African countries, but the magnitude of the impact
varies. Upper-middle-income countries typically have more developed infrastructure, financial systems and institutions,
allowing them to absorb and allocate capital inflows more efficiently. In contrast, low-income countries often face
challenges such as institutional weaknesses, limited financial depth, inadequate infrastructure and a shortage of skilled
labour, which hinder their ability to transform capital inflows into productive investments, thereby reducing their impact
on GDP. Also, high- and middle-income countries attract higher levels of FDI and portfolio investments, which directly
enhance productivity, create jobs and drive economic diversification. On the other hand, low-income countries rely more
on aid.

While significant capital inflows can drive economic growth and development, poor management may lead to financial
and macroeconomic stability risks. One such risk is exchange rate appreciation, which typically follows large capital
inflows. This can partially offset the growth gains by reducing aggregate demand through its effect on net exports.
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Chart 16 shows the trends in net export (as a percentage of GDP) in the Current Path and the Financial Flows scenario
from 2020 to 2043. The net export in the scenario remains below the Current Path over the forecast horizon. By 2043, the
net export is estimated to be 4% of GDP in the scenario, compared to 2.8% of GDP on the Current Path in the same year.
These findings are in line with the literature. A recent study shows that, in development countries, (1) a one percent
increase in total financial flows appreciates the real exchange rate by 0.5 percent; (2) the real exchange rate appreciation
effect of remittances is twice the effect of aid and ten times greater than the effect of FDI; (3) an increase of US$10 per
capita financial flows leads to a gain of 0.08 points of annual growth. This gain amounts to 0.15 points without the
negative impact of the genuine exchange rate appreciation.

Chart 16: Net exports in the Current Path and Financial Flows scenario, 2020-2043
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In 2043, the number of Africans living in extreme poverty (based on the US$2.15 benchmark) in the Financial Flows
scenario will be about 16 million fewer than the Current Path forecast. This corresponds to a poverty rate of 17% in that
year, about one percentage point lower than the Current Path. Since extreme poverty at the US$2.15 threshold has
already been eliminated in much of North Africa, most of those lifted out of poverty will be in sub-Saharan Africa,
particularly in low-income countries, followed by lower-middle-income countries. In low-income nations, where a large
portion of the population lives below the poverty line, aid and remittances are more likely to be allocated to essential
services such as health, education and social protection, benefiting the most vulnerable.

At the country level, and as a percentage of population, the most significant poverty reduction is in Somalia (5.7
percentage points lower than the Current Path in 2043), followed closely by Liberia and Burundi. Somalia has Africa's
lowest tax revenue to GDP ratio (2.5%). It relies heavily on external financial inflows, especially aid, which support the
provision of critical public services such as health and education. However, when considering the absolute number of
poor people, Nigeria sees the most significant poverty reduction in the Financial Flows scenario by 2043 (2 million fewer
extremely poor people compared to the Current Path), followed by the Democratic Republic of Congo, Somalia, Sudan,
Uganda and Burundi. The extreme poverty rate of US$2.15 has already been eliminated in countries such as Seychelles,
Mauritius, and many North African countries. As a result, the scenario has a marginal impact on extreme poverty
reduction in these countries.

Comparing the impact of different inflows
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Thus far, we have presented the combined effects of capital flows consisting of various components, such as aid.
However, aid, remittances and FDI are bound to affect economic growth and poverty differently. This section extends the
analysis by investigating the effects of each type of capital flow on Africa’s socio-economic development prospects.

Chart 17: Impact of individual capital flows on Africa's GDP per capita vs Current Path, 2043
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Chart 17 depicts the impact of individual capital flows on Africa’s GDP per capita compared to the Current Path
development trajectory. The chart shows that an increase in each type of financial flow (aid, remittances, portfolio
investment and FDI) could improve Africa's GDP per capita above the Current Path in 2043, with most gains made by
upper-middle-income countries. However, the effect of aid and remittances on growth and GDP per capita differs by
country income category. At the continental level, it is much weaker than that of FDI, implying that the latter has the
potential to substantially improve growth and GDP per capita in Africa.

In 2043, for low-income African countries (where most aid goes) the aid component of the scenario improves GDP per
capita among by almost 10% (or US$70 per person) and by about US$5 compared with the Current Path, as well as by 10%
(US$214 per person) for Africa’s lower-middle-income countries. Most empirical studies provide no robust evidence of the
aid-growth effect. Some studies have found that aid fosters growth in countries with good domestic policies, but it has no
or a weaker impact in countries suffering from poor governance. Poor governance in most African countries may explain
the marginal impact of aid on growth and GDP per capita. In the presence of strong institutions that limit diversion and
appropriation, aid can contribute to human capabilities and infrastructure development with a positive effect on growth.
In their absence, aid may ameliorate their impact, essentially alleviating suffering, hunger and other effects of slow growth
and poor governance. Aid would be more effective if it were more systematically conditioned on sound policy.

In the remittances component of the scenario, Africa’s GDP per capita is only about US$3 higher compared to the Current
Path in 2043. This marginal effect of remittances on growth and GDP per capita aligns with the literature. The World Bank
observed that the impact of remittances on growth and employment in developing countries is somewhat ambiguous. In
a recent IMF study, the authors conclude as follows in considering the impact of remittances on growth:

We cannot find a robust and significant positive impact of remittances on long-term growth, and often find a negative
relationship between remittances and growth. Perhaps the most persuasive evidence in support of this finding is the lack
of a single example of a remittances success story: a country in which remittances-led growth contributed significantly to
its development. Given that some countries’ remittance receipts exceeded 10% of GDP for long periods of time, we should
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expect to find at least one example of this phenomenon during the past four decades. But no nation can credibly claim
that remittances have funded or catalysed significant economic development.

A significant share of remittances is spent on daily needs (consumption) rather than on productive investment, and their
informal nature often limits their integration into the formal economy, thereby reducing their potential to drive broader
economic growth. The growth gain from remittances can also be partially offset if it is spent on imported consumer goods
rather than stimulating domestic investment or if it leads to an appreciation of the real exchange rate. Moreover, the
‘brain drain’ associated with a loss of productive capacity due to the migration of skilled workers can partially offset the
positive effect of remittances on economic growth.

Remittances may harm growth by reducing incentives for labour market participation. They may equally hurt growth in
developing countries that are net remittance senders, such as South Africa, Cote d'lvoire and Equatorial Guinea, as they
reduce the already low domestic resources available for investment. In this vein, a recent study reveals a certain minimum
threshold beyond which each dollar remitted will harm economic growth in Cote d'Ivoire.

An aggressive but realistic increase in international portfolio investment (debt and equity) would improve Africa’s GDP per
capita by US$12 above the Current Path in 2043. Foreign portfolio investments (FPIs) are limited in Africa, especially in low-
income African countries. For instance, debt portfolio investments via corporate bonds are typically invested productively
in the real economy to increase productive capacities, which increase economic growth. However, the same benefits
cannot necessarily be expected in the case of pure financial investment, such as equity portfolio investment. In contrast to
FDI, FPIs are short-term financial flows and are more liquid, offering investors a chance for quicker returns on their money
or a faster exit. As such, they can destabilise the host economy as they quickly depart the country of investment whenever
there is uncertainty or negative news.

Compared to other types of capital flows, policies to attract more FDI will have the biggest impact on Africa’s growth. Here,
it is essential to note that the FDI intervention in the scenario is significantly more aggressive than that for aid or
remittances. In the FDI scenario, Africa’s GDP per capita increases by US$132 above the Current Path in 2043. Through
their FDI activities, transnational corporations fuel economic growth because they contribute to capital accumulation and
the transfer of superior technology and management skills in the host country. Launching an African Credit Rating Agency
(AfCRA) in 2025 is an important step. The agency is designed to be private sector-driven, self-funded and self-sustaining,
ensuring its independence and credibility. Rather than compete with the “Big Three” international credit rating agencies,
the AfCRA is intended to complement and augment their work. A study by the Economic Commission for Africa suggests
that more objective credit ratings could save African countries up to US$75 billion in interest payments, funds that could
be redirected toward infrastructure and human capital development.

The impact of each type of capital flow on GDP per capita varies according to the income groups in Africa. For the upper-
middle- and lower-middle-income groups, FDI has the most significant impact on GDP per capita, followed by portfolio
investment flows. At the same time, aid and remittance have the lowest impact compared to the Current Path in 2043.

As for the low-income group, FDI has the most significant impact on GDP per capita, followed by aid, while remittance has
the lowest impact in 2043, compared to the Current Path.

Chart 18 presents the impact of each type of capital flow on poverty in 2043. The chart shows that all types of capital flows
in the scenario contribute to poverty reduction in Africa, with the most significant impact from remittances, followed by
aid. While the impact of remittances on long-run economic growth is limited, their poverty-alleviating effects on recipient
households are undeniable. Remittances directly augment the income of those households that receive them, and they
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are a crucial lifeline for many people, especially in low-income countries. At the same time, recent studies suggest that aid
reduces poverty when targeted at the right programs and objectives, including social expenditure on health and
education.

Chart 18: Impact of each type of capital flow on poverty (US$2.15), 2043
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While FDI significantly impacts growth in the scenario, its overall impact on poverty alleviation is marginal. In some African
countries, FDI contributes to poverty reduction, while in others, it has little to no effect or even exacerbates poverty. This

suggests that the relationship between FDI, growth and poverty reduction is not homogenous across the continent, as its
effectiveness depends on varying domestic conditions and policies.

The effects of FDI on poverty reduction depend on the type of inflow and domestic policies. FDI has the potential to
significantly reduce poverty through the direct channel by creating jobs in the private sector. Transferring knowledge and
technology can also enable domestic firms to create more jobs. However, for FDI to directly reduce poverty through job
creation, labour-intensive FDI is required. When FDI is concentrated in extractive industries, its benefits tend to be
confined to a small elite, offering little economic relief to the broader population. Equatorial Guinea is one of the African
countries that exemplify this issue: despite having one of the highest GDP per capita levels in Africa, poverty remains
widespread. This is mainly due to the unequal distribution of wealth generated from the oil sector, which has failed to
create broad-based employment opportunities, leaving a significant portion of the population in poverty. More labour-
intensive manufacturing FDI, such as in the case of Asian countries, could significantly reduce poverty in Africa.

The impact of each type of capital flow on poverty varies according to the income groups in Africa:

* For the upper-middle-income group, FDI significantly impacts poverty reduction, followed by portfolio investment flows.
In contrast, aid and remittance have the lowest impact compared to the Current Path in 2043.

* For the low- and lower-middle-income groups, remittance significantly impacts poverty reduction, followed by aid.

* Aid has the most significant impact on poverty reduction in low-income countries ince this is where most aid is allocated,
followed closely by FDI. Portfolio flow has the lowest impact in 2043, compared to the Current Path.

Overall, the Financial Flows scenario shows that increased external financial inflows into Africa in the form of FDI, aid,
remittances and reduced illicit financial flows will promote growth and reduce poverty, with remittances being significant
for poverty reduction. However, the benefits of these financial flows may be severely limited without appropriate
domestic policies.
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