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Foreword

Foreword 

This publication on Economic and Social Conditions in Southern Africa 2003 analyses ma-
jor economic and social developments that have taken place in the sub-region during 
2003 and gives prospects for 2004. It is divided into two parts: Part I reviews macroeco-
nomic and social developments and presents a medium-term outlook. Part II contains a 
special study on The Challenges of Private Sector Development in Southern Africa. The 
analysis and information in this document are based on preliminary data available as of 
January 2004 from the 11 countries served by the ECA Sub-regional Office for Southern 
Africa (ECA-SA).*

A consensus is emerging among development economists that the private sector is the 
engine for economic growth. Examples of development in western economies and the 
growth of East Asian countries display that not only is the private sector the engine for 
growth, but that effective partnerships between public and private sectors are key for 
economic and social development. In addition, sustainable economic growth grounded 
in entrepreneurship and a successful private sector is key to poverty reduction. Thus, a 
vibrant and competitive private sector can play a key role in lifting people from poverty. In 
Southern Africa, the overall picture is one of steady growth in private sector participation 
in economic and social activities. The challenge for government is to improve the regu-
latory framework and enhance transparency to sustain fair competition among private 
sector players. 

The publication is intended to: (a) assist member States in identifying and disseminating 
best practices in socioeconomic development issues; (b) guide policy dialogue in Southern 
Africa between experts and policy makers and between governments and their develop-
ment partners; and (c) identify selected issues that hinder private sector development and 
their policy implications in Southern Africa. 

It is my sincere hope that the information and data provided in this publication will be 
useful to the readers.

Dickson W. M. Mzumara 
Officer-in-Charge  

* These are: Angola, Botswana, Lesotho, Malawi, Mauritius, Mozambique, Namibia, 
South Africa, Swaziland, Zambia and Zimbabwe.
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In late 2002 and early 2003, the world economy was beset by a combined effect of 
heightened geopolitical uncertainties and the perceived risks that arose before the inva-

sion of Iraq. This situation permeated the world economy through a number of channels.  
First, the fear that the conflict might disrupt oil supplies raised the prices of oil far higher 
than warranted by economic fundamentals. Indeed, higher oil prices were in themselves 
a global economic shock that dampened aggregate demand and imposed additional price 
pressures in oil-importing countries.  Secondly, the overall effect of the standoff with Iraq 
was the reduction of economic activity in late 2002 and early 2003, with the setback be-
ing most pronounced in developed countries. In fact, instead of recovering as expected, 
world economic growth was generally lower than a year earlier, resulting in the world 
average Gross Domestic Product (GDP) increasing by only 2 per cent in 2002. 

In Southern Africa, the economic performance of the 11 countries improved in 2003. 
Preliminary estimates by ECA-SA indicate that overall GDP grew by an average of 3.6 per 
cent as against 2.9 per cent in 2002. This relative improvement was due to a combined ef-
fect of good weather conditions that positively affected agricultural output and improved 
economic policies. 

Despite this modest improvement, economic growth has been unable to have a significant 
impact on poverty, either because it is insufficient or is insufficiently pro-poor in both its 
quality and structure. Although average incomes have risen and fallen over time, poverty 
reduction remains a daunting social and economic challenge in Southern Africa. Accord-
ing to UNDP Human Development Report 2003, out of the 21 countries that saw a 
drop in the Human Development Index (HDI) for the period 1990-2001, 6 are from 
the Southern Africa sub-region, representing more than half of the countries covered 
by ECA-SA. The countries referred to are Botswana, Lesotho, South Africa, Swaziland, 
Zambia and Zimbabwe.*

The food security situation improved for the 2003/2004 production year due to an im-
provement in 2002/2003 production of the major staple cereal, maize, which marked 
about a 10% increase over last year. There were some marked variations at national and 
sub-national levels. Some countries notably Zambia, Angola, Malawi and Namibia re-
corded much higher increases in overall cereal production. Zimbabwe’s cereal production, 
whilst much higher than last year, is still very much below the last 5 and 10 year averages. 
Only in Lesotho was production down significantly compared to last year. Some coun-
tries, although the cereal harvests were good, were affected by localized crop failure - these 
included Malawi, Mozambique, Zambia and Swaziland. 

Executive Summary

Executive Summary
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Southern Africa continues to fight HIV/AIDS and the prevalence of the pandemic con-
tinues to be higher than in any other region in the world. The latest UNAIDS update on 
HIV/AIDS prevalence in Southern Africa when compared to the prevalence rates of 1994 
show marked increases in all of the countries in the region with the exception of Mauri-
tius.  In three countries (Botswana, Swaziland and Zimbabwe), the incidence rates have 
even exceeded 30%. In 2001, 31% of the AIDS deaths in the world (or 1 million deaths) 
occurred in Southern Africa. In the same year, the number of children aged between 0-14 
years in the region who were orphaned due to HIV/AIDS was estimated to be 5 million.

Several factors contribute to the spread of the HIV/AIDS epidemic. These include pov-
erty, labour mobility, migration, gender inequalities, illiteracy, stigma and discrimination, 
alcohol abuse and civil conflict. Today, HIV/AIDS marks a severe development challenge 
for countries in the sub-region. Due to the pandemic, some countries are experiencing de-
teriorating child survival rates, reduced life expectancy, over-burdened health care systems 
as well as the breakdown of family structures.

Policy priorities in 2003 throughout the sub-region were focused on issues aimed at 
achieving development goals of poverty reduction, economic growth, sustainability, em-
ployment creation and the reduction of HIV/AIDS. Efforts also continued to be made to 
improve good governance as well as to enhance the involvement of the private sector in 
development activities.  However, the implementation of appropriate development–ori-
ented policies and programmes, the consolidation of regional integration and improve-
ment of the business environment, remain major policy challenges that the sub-region 
will face in the short-term.

In addition, commendable efforts continued to be made to consolidate   democracy in or-
der to institute the separation of the legislative and executive powers, the independence of 
the judiciary, freedom of the press and political pluralism.  While parliaments have been 
established in some countries, they do not yet have the material means or the required 
capacity to fulfill their triple function of national representation, legislative output and 
control of governmental activity. This results essentially from lack of a true parliamentary 
tradition, which is a consequence of more than 30 years of the one-party rule in many 
Southern African countries that did not allow parliamentary institutions to acquire the 
necessary means and mechanisms to operate in a system where the powers are separated.

The general picture of the economic structure in Southern Africa is one in which the pro-
ductive sector and commercial services are mainly run by private sector institutions while 
the governmental role remains in what are considered strategic sectors such as infrastruc-
ture and social services. In many countries in the sub-region, agriculture, manufacturing 
and mining are now completely run by private sector institutions – formal and informal.  
Commercial services are also increasingly being run by the private sector, but banking and 
insurance is an area where state-owned enterprises continue to operate side by side with 
private sector institutions, particularly in Mozambique and Zambia. The oil industry in 
Angola involves a mixture of both State and private sector entities.

It is generally accepted that social services are areas that cannot be left entirely to the 
private sector because market selectivity could create serious distortions to the social in-
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frastructure and services that are necessary to sustain economic development, for ensur-
ing basic human development. Generally, the Governments in Southern Africa assume 
primary responsibility for infrastructure and social services. They have recognized that 
with a certain amount of regulation the social services present an increasingly attractive 
opportunity for private sector participation. Indeed, these are financially very demanding 
areas, and the policy challenge is to encourage active participation of the private sector to 
supplement State provisions.

The short-term outlook for the global economy indicates that most of the negative con-
sequences of the 2003 geopolitical uncertainties will dissipate. Oil prices, for example, 
are expected to fall further as global oil production recovers, with the beneficial effects 
on global growth and on inflationary pressures in oil-importing countries. Based on that 
assumption, the global economy is expected to recover in 2004 with world GDP growth 
rates averaging 3.0 per cent compared to an estimated 2.0 per cent in 2003. 

For Africa, the outlook is rather mixed. At best, growth is expected to remain unchanged 
at 4.2 per cent in 2004. However, if weather conditions and the international economic 
environment are favourable, growth may rebound modestly in 2004.  In Southern Africa, 
overall output is forecast to rebound to between 4 to 5 per cent in 2004.  This projected 
growth is based on a mixed outlook of domestic economic and political factors as well as 
international ones that will shape the sub-region’s economic performance. The domestic 
factors that will influence sub-regional output are the capacity and political resolve for fos-
tering economic policies conducive to growth, weather conditions in the drought-affected 
countries and the consolidation of political stability that has emerged in sub-region. On 
the external front, exports are expected to increase as the global economic environment 
improves. Development partners’ support, through increased financial and technical as-
sistance in addressing employment and poverty reduction programmes under the Poverty 
Reduction Strategic Papers (PRSPs) in the sub-region, will remain a key factor for poverty 
reduction and eradication. 

* UNDP, Human Development Report 2003.
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1Africa’s Performance in the 
Global Economy

In late 2002 and early 2003, the world economy was affected by the heightened geopoliti-
cal uncertainties and risks that arose when the invasion of Iraq permeated the world econ-

omy through a number of channels.  First, the fear that conflict might disrupt oil supplies 
raised oil prices far higher than warranted by economic fundamentals. Higher oil prices 
were in themselves a global economic shock that dampened aggregate demand and im-
posed additional price pressures in oil-importing countries.  Secondly, the overall effect of 
the standoff with Iraq reduced economic activity, with the setback being most pronounced 
in developed countries. Indeed, instead of recovering as expected, world economic growth 
was generally lower than a year earlier, resulting in the world average Gross Domestic Prod-
uct (GDP) increasing by only 2 per cent in 2003 as shown in Table 1.1 This risk was even 
higher during the second quarter of 2003, following the run-up to the war in Iraq.

Table 1.1: World GDP Growth Rate by Region, 2000-2004 

Regions 2000 2001 2002 2003e 2004f

World 4.0 1.2 1.8 2.0 3.0

USA 3.8 0.3 2.5 2.5 5.0

Western Europe 3.3 1.5 1.0 1.2 2.2

Central and Eastern Europe 3.9 2.7 2.6 3.2 3.7

Asia and Oceania 3.2 0.6 0.5 1.0 1.0

Africa 3.1 4.3 3.2 4.2 4.2

Eastern and Southern Asia 7.1 3.7 5.7 5.2 6.0

Western Asia 6.4 -1.2 2.0 1.2 3.7

Latin America and Caribbean 3.9 0.3 -0.8 2.0 3.7

Sources: UN/DESA, The World Economy in 2003 and ECA Secretariat.
E = Estimates F = Forecast

Geopolitical uncertainties have also had a significant impact on commodity markets. Af-
ter exhibiting considerable volatility throughout much of 2002 and early 2003, owing 
both to increased expectations of war in Iraq and to supply disruptions associated with the 
political crisis in Venezuela, oil prices continued to climb, peaking up in mid-March 2002 
at $US34 a barrel. Non-fuel commodity prices also rose significantly during 2002, par-
ticularly for gold, food, beverages and agricultural raw materials, although the latter were 
still low by historical standards.  There was a non-economic shock during the first half of 
2003, the Severe Acute Respiratory Syndrome (SARS) that resulted in reduced growth 
in a number of Asian developing countries, such as Thailand and Singapore particularly 
affecting the travel and tourism industries.   
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In Africa, overall economic growth fell moderately from 4.3 per cent in 2001 to 3.2 
percent in 2002. There were multiple causes for the decline in the growth rate. The most 
prominent causes were the weaker global economy, characterized by persistence of a slow-
down in trade and investment, and rising unemployment. In addition, Africa’s domestic 
difficulties, with conflicts in Côte d’Ivoire, Liberia and Sierra Leone, gravely affected the 
political, humanitarian and security landscape of much of the West African sub-region. 
On the other hand, among the larger economies (i.e. Algeria, Egypt, Morocco, Nigeria 
and South Africa) only South Africa improved performance in 2002, with a GDP growth 
from 2.5 per cent in 2001 to 3 per cent in 2002.

Out of the 53 African countries only five managed to achieve the annual 7 per cent 
growth rate required to meet the Millennium Development Goals (MDGs) in 2015.  As 
shown in Table 1.2 these include Equatorial Guinea (24 per cent), Mozambique (12 per 
cent), Angola (11.7 per cent), Chad (11.2 per cent), and Rwanda (10 per cent). Of the 
other African countries, 43 registered growth rates below 7 per cent, while 5 countries 
registered negative growth rates. These figures suggest that for most countries in Africa, 
2002 was another year in which there was little progress in reducing poverty through 
economic growth.

Table 1.2: African High and Low GDP Growth Rates, 2002

Country GDP Growth Rate

Equatorial Guinea 24.4

Mozambique 12.0

Angola 11.7

Chad 11.2

Rwanda 10.0

Uganda 6.2

Ethiopia 5.5

Cape Verde 5.0

Benin 5.0

Mauritania 4.8

Gabon -0.3

Guinea Bissau -2.0

Malawi -2.0

Madagascar -4.5

Zimbabwe -8.5

Source: ECA, Economic Report on Africa 2003.

The short-term outlook indicates that the global economy will recover starting from the 
last quarter of 2003. World GDP growth rate is expected to be 3.0 per cent in 2004 
compared to an estimated 2.0 per cent in 2003. Thus, in addition to most of the positive 
factors that were expected to prompt a recovery in 2002, which remain in effect, most of 
the negative consequences of the 2003 geopolitical uncertainties shoulddissipate by end 
of 2004. Oil prices, for example, were expected to fall further as global oil production 
recovered, with beneficial effects on global growth and on inflationary pressures in oil-
importing countries.
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With respect to Africa, the outlook remains mixed, with GDP growth rate expected to be 
the same 4.2 per cent in 2004. However, if favourable weather conditions and the current 
international economic environment prevail, growth might rebound modestly in 2004. 
This pick up is also dependant upon improved macroeconomic policies and stability, 
progress in resolving regional conflicts, and debt relief under the Highly Indebted Poor 
Countries (HIPC) Initiative.  On the external front, exports are expected to increase as the 
global economic environment improves. Projected price increases for almost all categories 
of export commodities are also expected to strengthen export revenues and support GDP 
growth in many countries.  
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2Southern African Economies 
in 2003

2.1 Overview

Preliminary estimates by ECA-SA indicate that overall GDP grew by an average 
of 3.6 per cent, reflecting improvements in the prices of key export commodities 

such as gold, oil, diamonds and copper. Mozambique remained the fastest growing econo-
my in the sub-region, with a GDP growth rate of 10.2 per cent as can be seen in Table 1.3. 
This growth rate was a result of sound macroeconomic policies, and a good investment 
climate. Economic growth in South Africa and Botswana are also estimated to have im-
proved in 2003 due to improvements in the prices of gold and diamonds, respectively.  

2.2 Economic Growth and Poverty Reduction
Economic growth is necessary to meet the goal of poverty reduction for two reasons. First, 
economic growth directly reduces income poverty for many households, increasing their 
savings and freeing resources for investment in human development. Second, economic 
growth tends to increase government revenue. Because most investment in human de-
velopment, such as health, nutrition, education, infrastructure, comes from the public 
sector, greater fiscal resources are critical to reducing poverty.1

While economic growth is necessary for increased public expenditure on human develop-
ment, some governments tend to neglect such investment or discriminate in their provi-
sion among the population groups, thereby weakening the potential benefits that overall 
economic growth can provide for meeting the goal of reducing poverty. Thus the strong 
links between economic growth and poverty reduction are mediated by policy choices and 
structural factors.

Recent studies suggest a strong relationship between poverty and agroclimatic conditions 
in various African countries (ECA, 2002). Large differences in living standards between 
regions in the same country are correlated with unequal distribution of natural assets, 
differences in agroclimatic conditions, or differences in geographic conditions, such as 
remoteness from markets and transport routes (ECA, 2003). In addition, addressing spa-
tial poverty also depends on how resources are translated into basic services for the poor 
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in such areas as health, education, water and sanitation, and energy. Public spending on 
these services is often biased against the poor and against rural dwellers (ECA, op. cit). 

It is well recognized that if African countries have to make meaningful progress towards 
reducing the number of people living in poverty, they will have to maintain a high growth 
rate continuously for an extended period of time.   However, during the period under re-
view, poverty reduction has remained a daunting social and economic challenge in Africa, 
with close to half the population of the continent living below $US1 a day. Access to jobs, 
education, health services, housing and water supply remains inadequate for the majority.

Table 1.3: GDP Growth Rates by Countries, 2000-2004

  Country 2000 2001 2002 2003E 2004F

Angola 2.4 3.5 11.7 10.5 8.5

Botswana 4.7 4.8 4.1 5.4 7.4

Lesotho 4.0 2.8 4.0 4.0 4.0

Malawi 2.3 -1.5 -2.0 1.8 2.6

Mauritius 4.0 5.4 5.2 4.8 5.1

Mozambique 1.6 13.9 12.0 10.2 8.0

Namibia 3.9 3.0 2.3 4.0 4.5

South Africa 3.1 2.5 3.0 2.7 3.5

Swaziland 2.5 2.6 1.6 2.4 3.0

Zambia 3.0 5.2 3.7 3.2 3.1

Zimbabwe -4.1 -7.3 -8.5 -8.8 -4.7

Source: EIU Country Reports, ECA and country sources  E = Estimates    F = Forecast

African countries have been pursuing poverty reduction strategies for decades. Currently, 
these strategies require new political momentum for faster progress on reducing poverty 
as is already underway in most countries.  As governments begin to assess whether and 
how reducing poverty by half will be achieved by 2015, they are also assessing policy pri-
orities and developing national strategies, such as the Poverty Reduction Strategy Papers 
(PRSPs).  To this end, several countries have increased social spending and launched new 
programmes in support of poverty reduction.

Despite these efforts, in most African countries, including those in Southern Africa, eco-
nomic growth has been unable to register a significant impact on poverty, either because 
it is insufficient or is insufficiently pro-poor in both its quality and structure. Although 
average incomes have risen and fallen over time, many of the countries in Southern Africa 
with sufficient data to calculate the Human Development Index (HDI) during the period 
1990-2001 saw a drop in the HDI. According to the UNDP Human Development Re-
port 2003, out of the 21 countries that saw a drop in the HDI for the period 1990-2001, 
six are from the Southern African sub-region. The countries referred to are Botswana, 
Lesotho, South Africa, Swaziland, Zambia and Zimbabwe2.

The HDI measures three important dimensions of the human development concept: liv-
ing a long and healthy life, being educated and having a decent standard of living. Thus, 
the HDI combines measures of life expectancy, school enrolment and literacy and income 
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to allow a broader view of a country’s development than using income alone. According 
to the report, much of the decline in HDI during the 1990s can be traced to the spread 
of HIV/AIDS, which has lowered life expectancies and lowered economic growth and 
incomes.

2.3 Governance
Since the beginning of the 1990s, Southern African countries have made significant prog-
ress in institutionalizing democracy and good governance. This has been reflected in a 
number of developments taking place in the sub-region, such as constitutional limits on 
Presidential terms of office; setting up democratic institutions, multi-party elections; the 
increase of popular participation in governance and dialogue between governments, civil 
society and other stakeholders. In addition, a number of constitutional, legal and adminis-
trative changes have also been undertaken with the objective of consolidating and deepen-
ing democracy.  Sub-regional structures to support such processes include the SADC Elec-
toral Commissions Forum, the Electoral Institute of Southern Africa, the SADC Electoral 
Support Network and the SADC Parliamentary Forum. These organizations have commit-
ted themselves to supporting growth and deepening democracy in the sub-region.

In addition, commendable efforts are being made to institute the separation of the legisla-
tive and executive powers, the independence of the judiciary, democracy through freedom 
of the press and political pluralism.  However, while some Southern African governments 
have managed to establish representative parliaments, they do not yet have the material 
means or the required capacity to fulfill their triple function of national representation, 
legislative output and control of governmental activity. This results essentially from the 
lack of a true parliamentary tradition, which is a consequence of more than 30 years of 
one-party rule in many countries that did not allow parliamentary institutions to acquire 
the necessary means and mechanisms to operate in a system where powers are separated.

ECA is organizing the Fourth African Development Forum (ADF IV) on the theme, “Good 
Governance for a Progressing Africa” in October 2004 in Addis Ababa, Ethiopia.  The aim 
of the ADF is to connect the decision-makers with the best policy advice, informed by cred-
ible analytical work and relevant experiences.  The Forum will discuss and examine ways of 
improving governance in Africa and make concrete recommendations on mechanisms for 
instituting and monitoring good governance.  The preparatory sub-regional workshop for 
Eastern and Southern Africa was held in Lusaka, Zambia 24 – 26 November 2003.

Endnotes
1 UNDP, Human Development Report 2003.

2 UNDP, Human Development Report 2003.
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3Sectoral Developments

3.1 Food and Agriculture  
 

A s shown in Table 1.4, cereal production in the Southern African sub-region im-
proved for the 2002/2003 production year.  This improvement can be mainly 

attributed to an increased production of the major staple cereal, maize, which marked 
about a 10% increase above 2002 figures. There were some marked variations at national 
and sub-national levels. Some countries, notably Angola, Malawi, Namibia and Zambia 
recorded much higher increases in overall cereal production. Zimbabwe’s cereal produc-
tion, although much higher than last year, is still very much below the last 5-10 year aver-
ages. Only in Lesotho did production decrease significantly compared to last year. Some 
countries, although the cereal harvests were good, were affected by localized crop failure. 
These included Malawi, Mozambique, Zambia and Swaziland. 

The increase in cereal production in the sub-region was mainly as a result of favourable weather 
conditions and provision of subsidized inputs in some countries such as Malawi and Zambia. 
The onset of Cyclone Delfina devastated crops particularly in Sofala and Zambezia provinces of 
Mozambique, but substantial rainfall associated with the cyclone had beneficial effects on late 
planted crops in parts of Malawi, eastern Zambia and Zimbabwe (SADC REWU, 2003). 

Table 1.4: Cereal Production (metric tones)

Country
Production
1999/2000

Production
2000/01

Production
2001/02

Production 
2002/03

Angola 515,000 591,000 549,000 713,000

Botswana 22,000 26,000 25,000 32,000

Lesotho 255,000 160,000 121,000 94,000

Malawi 2, 607,000 1, 711,000 1, 726,000 2, 111,000

Mauritius 620 620 2,000 2,000

Mozambique 1,422,000 1,618,000 1,706,000 1,735,000

Namibia 121,000 107,000 69,000 101,000

South Africa 14,456,000 10,975,000 11,765,000 11,440,000

Swaziland 86,000 86,000 70,000 63,000

Zambia 1,045,000 741,000 738,000 1,509,000

Zimbabwe 2,537,000 1,896,000 759,000 1,185,000

TOTAL 22,551,620 17,320,620 16,981,000 18,272,000

Source: SADC REWU, 2003
* Maize, wheat, rice, sorghum and millet
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Maize constitutes the major crop in most Southern African countries. Consequently, 
maize crop failure as experienced in the recently drought-affected areas brings about seri-
ous food insecurity problems in the sub-region. There is need to diversify food production 
from maize to other food crops such as small grains (e.g. millet and sorghum) and roots 
and tubers (e.g. cassava and potatoes).  As shown in Table 1.5, the production of roots 
and tubers in the sub-region has increased since 1990 and as a percentage of total cere-
als produced, production of roots and tubers has increased from 8% in 1990 to 21% in 
2001. The contribution of these crops to household food security is significant in Angola, 
Mozambique, Malawi, and parts of Zambia.  Remarkable progress has been made in the 
production of roots and tubers, particularly cassava and sweet potatoes in Malawi, where 
production has increased by more than 1000% from 1990 to 2001.

Table 1.5: Production of Roots and Tubers (‘000 metric tons)

Country 1990 1995 2000 2001

Angola 1799 2762 4684 5775

Botswana 7 9 13 13

Lesotho 45 70 90 90

Malawi 495 726 4795 6166

Mauritius 19 16 15 17

Mozambique 4720 4310 5513 5552

Namibia 212 220 255 270

South Africa 1300 1481 1624 1689

Swaziland 7 8 8 8

Zambia 703 803 877 1014

Zimbabwe 127 182 208 210

TOTAL 7635 7825 15029

TOTAL in grain equivalent* 1914 1961 3358 3767

Roots and Tubers as % of Cereals 8 11 20 21

Source: FAO database, 2003.
* A conversion rate of 3.99 used was used by FAO to convert roots and tubers into grain equivalent.

Adaptation to marginal environments, their contribution to household food security, and 
their great flexibility in mixed farming systems make these crops an important component 
of a targeted strategy that aims to improve the welfare of the rural poor. They do initially 
require quite high levels of labour in terms of establishing ridges. However, once the crop 
is established, the amount of labour required is considerably less than other crops and they 
are thus suitable for households that may be experiencing labour shortages. 

3.1.1 Regional food security status  

Despite an improvement over last season’s cereal harvest, there is still need for food aid to 
meet the cereal shortfall in some countries. As shown in Table 1.6, some countries such 
as Angola, Lesotho, Namibia, Swaziland and Zimbabwe have been experiencing cereal 
shortfalls in their cereal balance sheet.  
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The SADC Secretariat together with the United Nations hosted a Regional Consultative 
Meeting on Humanitarian Needs in the six most affected countries in June 2003. The 
results of the meeting indicated that the population requiring food assistance had dropped 
from 15.2 million in March 2003 to 2 million in June 2003, but was expected to rise to 7 
million by January 2004. About 5.4 million of these people are from Zimbabwe.

In Angola, despite the end of the civil war and a good cereal harvest in 2003, food aid 
was required for 1.4 million people, mainly for returnees and to the vulnerable groups. 
In Mozambique, the overall cereal harvest was good in 2003 but approximately 940 000 
people in the Southern Provinces required food assistance due to a poor maize harvest. In 
2003, emergency food assistance was also required in parts of Lesotho, Malawi, Namibia, 
Swaziland and Zambia in areas affected by localized crop failure and HIV/AIDS. 

Table 1.6: Cereal Availability and Gaps 2003/2004 (metric tons)

Country
2003/04      

Production + 
Opening Stocks

Domestic 
Requirements

Domestic 
Shortfall/ Surplus

Imports/ 
exports

Import 
Cereal Gap

Angola 713,000 1,262,000 -600,000 0 600,000

Botswana 76,000 311,000 -278,000 333,000 0

Lesotho 127,000 395,500 -287,000 200,000 87,000

Malawi 2, 391,000 2, 113,000 179,000 0 0

Mauritius 6,000 240,000 -234,000 278,000 0

Mozambique 1,860,500 2,358,000 -498,000 686,000 0

Namibia 149,000 257,000 -140,000 104,000 36,000

South Africa 15,481,000 12,024,000 1,828,000 890,000 0

Swaziland 69,000 204,000 -145,000 85,000 63,000

Zambia 1,612,000 1,346,000 211,000 9,000 0

Zimbabwe 1,251,000 2,272,000 -1,271,000 313,000 959,000

Source: SADC REWU, 2003.

3.1.2 Underlying causes of the continued food crisis

The main cause of food shortages in the sub-region is the recurrent drought. However, the 
situation is also exacerbated by the destabilizing impact of the HIV/AIDS pandemic. The 
inter-relationship between HIV/AIDS and the food crisis has been realized in the sub-re-
gion. HIV/AIDS is rapidly eroding the coping strategies used by communities to survive 
and recover from frequent drought and natural disasters.  As a result, food relief efforts are 
now incorporating HIV/AIDS prevention and mitigation into their programmes. Other 
causes of the food security crisis include: 

(a) Inadequate targeting of attention on the particular needs of women who are the 
dominant agricultural producers, traders and nutrition providers; 

(b) Limited application of science and technology; 
(c) Policy and institutional weaknesses such as unclear rights and land tenure arrange-

ments, inadequate research and extension services to farmers; 
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(d) Limited or non-access to credit, inputs and markets; 
(e) Poor political and economic governance which creates an unpredictable environ-

ment for business making the pursuit of economic growth difficult. 

In addition, issues of sustainable development, land tenure security and lack of land ten-
ure rights by women and other groups in the sub-region continue to play a critical role in 
agricultural productivity. In order to assist member States address these issues, ECA has 
prepared a study on Land Tenure Systems and Sustainable Development in Southern Africa.1 
The study indicates that land tenure insecurity is prevalent in most Southern African 
countries in both the statutory and customary tenure systems. This situation negatively af-
fects agricultural production. The study contains a set of measures to strengthen the legal 
basis for secure land tenure in Southern Africa.

3.1.3 The 2003/2004 agricultural season

The Seventh Southern Africa Regional Climate Outlook Forum was held from 3 to 4 
September 2003 to develop a consensus forecast regarding the weather prospects for the 
2003/2004 rainy season. The outcome of the meeting indicated that the sub-region is 
likely to experience normal to above normal rainfall.  Based on this weather forecast, 
SADC advised that sustainable food security in the sub-region could only be realised if ap-
propriate supportive production strategies were adopted, such as provision of agricultural 
inputs.  According to the SADC Seed Security Network, prospects for seed availability 
for the agricultural season 2003/2004 vary across the region. A number of countries, in-
cluding Malawi, Mozambique, South Africa and Zambia are expected to have adequate 
seeds. Zimbabwe, however, will experience a deficit in seed maize, as well as in groundnut, 
sorghum and millet seeds. 

3.1.4 Genetically modified organisms (GMOs)

In 2002, governments in the sub-region were faced with a set of decisions around the po-
tential risks and benefits of accepting genetically modified commodities. So far, five of the 
six countries that were most affected by food shortages have agreed to accept Genetically 
Modified Organism (GMO) maize, most with the condition that the maize is milled be-
fore distribution so that it cannot be planted.  Zambia is the only country that has banned 
all GMO stocks.  Large-scale milling allows for Value-added nutritional impact through 
fortification with a multi-vitamin and mineral mix. This is especially valuable in light of 
the numbers of people infected with HIV/AIDS. 

3.1.5 NEPAD and food security 

The New Partnership for African Development (NEPAD) is according priority to agricul-
ture and food security and has formulated a Comprehensive Africa Agriculture Develop-
ment Programme (CAADP) with assistance from FAO together with inputs from COME-
SA and SADC.  The programme reflects NEPAD’s vision of agriculture that seeks to restore 
agricultural growth, rural development and food security in the African region. Taking into 
account Africa’s diverse potential, constraints and opportunities, the overall CAADP pres-
ents urgent, mutually non-exclusive pillars to induce quickest production increases: 
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(a) Extending the area under sustainable land management and reliable water con-
trol systems;

(b) Improving rural infrastructure and trade-related capacities for improved market 
access; 

(c) Increasing food supply and reducing hunger; and 
(d) Addressing long-term agricultural research, technological dissemination and 

adoption.

As a way to operationalize CAADP, NEPAD has developed an Action Plan for 2003-2009 
in which projects for funding by the Regional Economic Communities (RECs) are identi-
fied. The criteria used to select the projects are indicated in Box 1.1 below: 

1. The proposal should demonstrate how it adds value to the operationalization of the NEPAD/
CAADP through: 

(a) Capacity to respond rapidly to agricultural crises in Africa; 

(b) Bring greater attention to issues critical to growth and/or reducing  vulnerability;

(c)  Lending a more holistic view to problems now dealt with “piecemeal” fashion; 

(d)  Scaling up of proven technologies; 

2. Projects should have a regional scope with high impact at national level whilst addressing issues 
of regional convergence and integration. 

3. Comply with national and regional priorities as evidenced by   commitments through cost shar-
ing.

4. Be aligned with one or more of the pillars of CAADP: 

(a) Extending the area under sustainable land management and reliable water control sys-
tems; 

(b) Improving rural infrastructure and market access including inputs and finance; 

(c) Increasing food supply and reducing hunger; 

(d) Agricultural research, technology dissemination and adoption; 

5. Have clear and visible linkages to the Millennium Development Goals (MDGs) of reducing hun-
ger and poverty by half and reduce gender disparities by 2015. 

6. Promote the development, sharing and transfer of expertise.

Source: NEPAD, 2003.

Box 1.1: Criteria for Selection of NEPAD programmes/projects under   
CAADP
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In the first tranche of “NEPAD Flagship Projects” for the period 2003-2009, projects 
worth $US15.7 billion at continental level were approved equivalent to only 6 per cent of 
the full cost estimated for CAADP. Of the $US15.7 billion total projects cost, 47% is for 
CAADP pillar 1 i.e. extending the area under sustainable land management and reliable 
water control systems; 0.2% is for CAADP pillar 2 i.e. rural infrastructure and trade-
related capacities for improved market access; 52% is for CAADP pillar 3 i.e. increasing 
food supply and reducing hunger; 1% is for CAADP pillar 4 i.e. agricultural research, 
technology dissemination and adoption, and 0.1% is for Civil Society Mobilizing and 
Empowerment Programme. 

Under CAADP pillar 2, the first tranche of projects approved for Southern Africa include a 
‘Regional Agricultural Trade Promotion and Food Security Project’ to be implemented by 
COMESA, and ‘Promoting Regional Agricultural Trade and Harmonizing Standards’ to be 
implemented by SADC. The projects for Southern Africa approved under CAADP pillar 
1, include an ‘Irrigation Development Project’ by COMESA and ‘Irrigation Development 
and Water Management Project’ by SADC. The first tranche of projects under Pillar 3, are 
mostly focused on combating emergencies and preparedness for recurrences. The projects 
approved for Southern Africa include development of the Strategic Food Reserve Facility 
by SADC, Cassava Development Initiative by COMESA and Disaster Prevention and 
Emergency Response Food Crises Programme by COMESA, and SADC. NEPAD plans 
to approve additional programmes and projects in the future to support non-emergency 
agriculture, and enhance food security through production and agro-industry.

The first tranche projects were presented at the Conference of Ministers of Agriculture 
of the African Union (AU) in Maputo, Mozambique in July 2003.  Following a rec-
ommendation by the Ministers of Agriculture, the Summit of the Heads of State and 
Government adopted a Declaration on Agriculture and Food Security in Africa, under 
which they resolved to revitalize agriculture, prepare and implement projects under the 
NEPAD/CAADP programme, establish food reserves linked to Africa’s own food produc-
tion, and appeal for continuing co-operation by all concerned to enable Africa to develop 
a prosperous and viable agricultural sector. 

3.2 Education and Health
3.2.1 Education

The performance of the education sector in the sub-region remains a critical element for 
sustainable development. Current trends indicate that the MDG of universal primary 
education by 2015 is unlikely to be attained.  While most countries in the sub-region 
achieved a net primary enrolment ratio of over 80% by 2000/2001, there were some ex-
ceptions: Angola with an estimated 37%, Mozambique with 54% and Zambia with 66%.  
Mauritius, Swaziland, and South Africa each attained 95%, 93% and 89% net primary 
enrolment rates respectively.  Thus, apart from these three countries, the net enrolment 
ratios are, for the most part, very low.  Similarly, enrolment at secondary and tertiary levels 
still remains very low in most countries.
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Sub-regional efforts towards addressing gender disparities in education are showing some 
positive results.  Lesotho and Namibia, for example, are enroling more females than males 
in primary school while in Botswana and Mauritius the ratio of females to males in pri-
mary schools is 1:1. For the rest of the countries, the ratio of females to males is almost 
at parity.  Although there is a drop in percentages from primary to secondary schools, the 
enrolment ratios of females to males at secondary level are quite high.  In Namibia, South 
Africa, Lesotho and Botswana more females than males are being enroled in secondary 
schools, a positive development in gender equality. Indeed Botswana, Lesotho, Mauritius 
and Namibia have already achieved gender equality targets in education both at primary 
and secondary levels while the rest of the countries are on track with only Mozambique 
and Angola remaining behind at primary and secondary levels. 

Table 1.7: Net Primary Enrolment Ratio

Country
1999/2000               2000/2001

M + F M F M + F M F

Angola 27* 29* 25* 37* 39* 35*

Botswana 84 82 85 84 82 86

Lesotho 58 55 62 78 75 82

Malawi .. .. .. .. .. ..

Mauritius 94 94 94 95 95 95

Mozambique 50 55 46 54 59 50

Namibia 80 77 82 82 79 84

South Africa 95* 94* 95* 89* 90* 88*

Swaziland 93 92 94 93* 93* 95*

Zambia 66 67 66 66 66 65

Zimbabwe 80 80 80 80 80 80

Source: UNESCO, Global Education Digest, Institute for Statistics (UIS), Montreal, 2003 (* UIS estimation)

Positive progress has been achieved in the area of adult literacy from 1990 – 2000 and 
there are no large disparities between countries in terms of adult literacy levels.  Pupil/
teacher ratios for most have remained almost the same as their 1999/2000 levels, even 
though some countries are struggling to replace the teachers lost to the HIV/AIDS pan-
demic.

Data for expenditure on education are scarce, but it is known that, with the current 
austerity programmes in most countries, resources allotted to education have generally 
been limited, at all levels of education.  It needs to be emphasized in this connection that 
informed decision-making will greatly depend on an enhanced capacity for producing 
statistical information for better monitoring and planning purposes. 

3.2.2 Health

The health sector in the sub-region is undergoing a debilitating crisis with the health gains 
of the last 30 years being completely reversed.  Adult mortality rates are now greater than 
they were 30 years ago with six countries experiencing rates well in excess of 600 per 1000 
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for both male and female populations compared to the rest of the world, which are below 
300 per 1000.   Furthermore, under-five mortality rates have also dramatically increased.

Life expectancy for men and women has reduced by more than 20 years due to HIV/
AIDS with the greatest impact in Botswana, Lesotho, Swaziland and Zimbabwe (WHO, 
2003). Further, HIV/AIDS has substantially increased the burden of disease with severe 
affects on the economy and the social fabric.  Maternal mortality rates are also extremely 
high though in Mozambique, Malawi and Lesotho some minimal reductions were re-
corded in the period 1999 to 2001.

Table 1.8: Under-five and Adult Mortality Rates

Country
Under-five 

mortality rate
 Average annual 

  rate of reduction
1990-2001

Adult mortality
rates 2002

1990 2001 M F

Angola 260 260 0.0 594 481

Botswana 58 110 -5.8 786 745

Lesotho 148 132 1.0 902 742

Malawi 241 183 2.5 657 610

Mauritius 25 19 2.5 222 116

Mozambique 235 197 1.6 613 519

S. Africa 60 71 -1.5 605 529

Swaziland 110 149 -2.8 598 482

Namibia 84 67 2.1 818 707

Zambia 192 202 -0.5 700 654

Zimbabwe 80 123 -3.9 821 789

Sources: UNICEF, State of the World’s Children 2003; WHO, Health Report 2003 for Adult Mortality

The percentage of people with access to adequate health facilities declined in the period 
1999 to 2001, especially in Lesotho, Malawi and Zimbabwe. The disparities between ru-
ral and urban areas are also very large in terms of access to health facilities. Only Mauritius 
has succeeded in the provision of universal health services both in rural and urban areas 
with 99% of its population having access to adequate health facilities.  Overall, there has 
been a decrease in the percentage of people with access to safe water sources especially in 
Zimbabwe, Mozambique and Lesotho. In most of the SADC countries, more than half 
of the rural population has no access to safe water sources and this is one of the biggest 
challenges facing the sub-region.

Malaria ranks high as one of the leading causes of death in Southern Africa. According 
to data in the Southern Africa Health Report (SADC, 2002), Angola, Malawi, Mozam-
bique, Zambia and Zimbabwe are experiencing high malaria death rates per annum, and 
the rate has been increasing over the years.  Botswana, Namibia, South Africa and Swa-
ziland have relatively low malaria incidences per annum with Swaziland being the least 
affected.  Malaria also remains the major cause of under-five mortality in the SADC sub-
region.  Similar to education expenditure, with the exception of Angola, Botswana, and 
Mauritius, per capita expenditure on health have also been on the decline.
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Overall, there has been a general downward trend in progress in the education and health 
sectors throughout the sub-region and much needs to be done in order to achieve the 
desired results in the delivery of health and education services. Increased investments in 
health and education and awareness campaigns are already in place in many countries at 
the national level, but efforts are being hampered by weak capacities and limited financial 
and non-financial resources. 

Table 1.9: Per Capita Total Expenditure on Health

Country
Per capita total expenditure on health at average exchange rate $US)

1997 1998 1999 2000 2001

Angola 26 19 17 26 31

Botswana 169 158 164 173 190

Lesotho 31 30 31 29 23

Malawi 21 15 14 12 13

Mauritius 109 114 113 127 128

Mozambique 10 11 11 12 11

South Africa 315 270 264 253 222

Swaziland 45 43 43 45 41

Zambia 24 20 19 18 19

Zimbabwe 66 59 35 42 45

Source: WHO, World Health Report 2003

While additional resources are required to improve both the education and health sectors, 
a holistic policy approach that addresses behavioural change, improvements in rural roads 
infrastructure and innovative approaches to the delivery of drugs will have to be put in 
place.  Further, reduced indebtedness and more committed and enhanced partnerships 
with the private sector will be pivotal in addressing the health and education challenges 
facing the sub-region.  

3.3 HIV/AIDS and Development
Southern Africa has the highest HIV prevalence in the world. As shown in Table 10, 
HIV/AIDS prevalence in Southern Africa has shown a marked increase in all countries 
since 1994, with the exception of Mauritius.  In three countries, Botswana, Swaziland and 
Zimbabwe, the incidence rates have exceeded 30%. In 2001, 31% of the AIDS deaths 
in the world (or 1 million deaths) occurred in Southern Africa. For the same year, the 
number of children aged between 0-14 years in the sub-region who were orphaned due to 
HIV/AIDS was estimated to be 5 million. 

Several factors contribute to the spread of the HIV/AIDS pandemic. These include pov-
erty, labour mobility, migration, gender inequalities, illiteracy, stigma and discrimination, 
alcohol abuse and civil conflict. Countries are experiencing deteriorating child survival 
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rates, reduced life expectancy, over-burdened health-care systems as well as the breakdown 
of family structures. In all countries, the epidemic is attacking the most productive sec-
tors and prime-aged adults, and also robbing economies of scarce skills, children of their 
parents, and exacerbating food insecurity. HIV/AIDS-induced poverty is intensifying and 
deepening while, at the same time, demands are increasing for public goods such as health 
and education.  Without doubt, HIV/AIDS poses a severe development challenge for 
countries in the Southern African sub-region. 

Table 1.10:  Estimated Adult HIV/AIDS Prevalence in Southern Africa

Country
% Of Total Adult Population

December 1994
% Of Total Adult Population

December 2002

Angola 1.0 5.5

Botswana 18.0 38.8

Lesotho 3.1 18.0

Malawi 13.6 15.0

Mozambique 5.8 13.0

Namibia 6.5 22.5

South Africa 3.2 20.1

Swaziland 3.8 33.4

Zambia 17.1 21.5

Zimbabwe 17.4 33.7

 Source: WHO, 1995, Global Prevalence and Incidence of Selected Diseases: Overview and Estimates; UNAIDS 
2002, Report on the Global HIV/AIDS Epidemic, December 2002

  
As highlighted in the most recent UNAIDS publication, Accelerating Action against AIDS 
in Africa, the major gaps in addressing the HIV/AIDS epidemic include treatment, 
capacity, resource mobilization and gender gaps in treatment. The report indicates that, 
since 1996, the use of antiretroviral (ARV) medicines has dramatically reduced AIDS-
related illness and death in countries where these drugs are widely accessible.   However, 
at the end of 2002, only an estimated 50,000 people in sub-Saharan Africa (or about 
1% of the 4.1 million people in need) had access to such treatment.

Southern African countries are among those countries with the largest percentages of 
people in need of ARV treatment.    However, one of the greatest barriers to expanding 
high-impact, cost-effective HIV interventions is the limited human and technical capac-
ity.   Lack of financial resources also remain a problem facing countries in Southern Africa, 
even though a majority of the member States have now increased their national budgetary 
contributions to HIV/AIDS programmes, in response to the crisis.  Assistance has also 
been received from debt relief and World Bank loans and from the Global Fund for AIDS, 
TB and Malaria.

Women constitute 58% of infected people in Africa and the vulnerability of African 
women and girls to HIV infection is integrally linked to underlying gender inequalities, 
societal norms and discrimination. Reducing this vulnerability will require fundamental 
shifts in the relationships between men and women, and in the way societies view women 
and value their work and contributions. 
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The SADC Secretariat recently revised its HIV/AIDS Strategic Framework and called 
for an enhanced multi-sectoral response to the pandemic. The Maseru Declaration on 
HIV/AIDS adopted on 4 July 2003, by the Heads of State of SADC countries commits 
them to action in the area of care and treatment of people living with HIV/AIDS, with 
antiretroviral therapy.  In 2003, the United Nations Secretary-General, Mr. Kofi Annan, 
established two initiatives to help address the impact of HIV/AIDS in Africa.  In Feb-
ruary 2003, he established the ‘Commission for HIV/AIDS and Governance in Africa 
(CHGA)’ and in July 2003 he requested the Southern Africa sub-region to establish a 
Task Force on ‘Women, Girls and HIV/AIDS in Southern Africa.’ Under the chairman-
ship of K. Y. Amoako, CHGA is mandated to complement the vital work on transmission 
and prevention being done by the UN and other agencies with policies and programmes 
to mitigate the socio-economic impacts of HIV/AIDS in African States.

The Commission is studying the impact of HIV/AIDS on State structures and economic 
development and also identifying the “complex linkages” between human losses at the lo-
cal level and, economic growth and the capacity of health services and State structures to 
cope with the challenges. It has established four major research clusters These are:

1. The impact of HIV/AIDS on macroeconomic indicators and economic policies, 
including development partnerships;

2. The impact of HIV/AIDS at the household level, including its impact on women, 
social   safety nets, food security, and household level poverty;

3. The challenge of scaling up HIV/AIDS treatment; and
4. The impact of HIV/AIDS on State capacity including service delivery and the 

security sector.

The aim of CHGA is to act as a source of advice and analysis for African policymakers 
in their engagement with these crucial factors. To this end, CHGA is envisioned as an 
`activist Commission’. This means that its research activities will produce policy-relevant 
material during the lifetime of the Commission, providing the basis for proactive advo-
cacy for CHGA Commissioners. CHGA’s work will culminate in a final report in June 
2005, which will analyse the governance and development threats posed by the pandemic 
and will contain policy options for mounting an effective response. 

The aim of the Task Force on Women, Girls and HIV/AIDS in Southern Africa is to 
develop a consensus on a sub-regional action agenda to respond to the issue of women, 
girls and HIV/AIDS, and to provide advocacy and technical support to country teams 
in developing action plans within this framework. The Task Force comprises 25 eminent 
individuals and leaders from government and civil society within the Southern Africa/
SADC sub-region. The countries involved are the nine countries in Southern Africa most 
affected by HIV/AIDS: Botswana, Lesotho, Malawi, Mozambique, Namibia, South Af-
rica, Swaziland, Zambia, and Zimbabwe. 
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3.4 Trade and Regional Integration
Despite various initiatives, intra-Southern African trade is still low mainly due to trade barri-
ers, the unstable macro-economic environment and also the vicious cycle of indebtedness. In 
order to remove the barriers and increase integration, countries that are members of COME-
SA have adopted a programme aimed at consolidating a Free Trade Area (FTA)1.  The short-
and medium-term objective of the FTA is to form a Customs Union. In that context, there is 
need, for convergent bilateral and multilateral trading arrangements among the participating 
countries, in order to avoid trade deflection and diversion as well as to ensure ease of admin-
istration of the Custom Union. There is also a need to arrive at an appropriate institutional 
framework to ensure effective and efficient implementation of the trade protocol.

3.4.1 Southern African trade policies 

Southern African trade policies are mainly a series of reciprocal arrangements signed by 
members of COMESA, SADC and Southern African Customs Union (SACU) regional 
economic groupings. Trade exchanges are made among contracting parties based on a 
most favoured nation basis and those that are not part of the FTA are usually granted 
trade preferences by the FTA member States on the basis of the tariff reduction they have 
agreed upon.  However, despite these reciprocal arrangements, sub-regional total trade in 
terms of both volume and value is very low in Southern Africa.

From 1990 to 2000, Angola experienced a 4.9 per cent average annual growth for imports and 
exports causing net barter terms of trade to reach an index of 214.9 in 2000.  South Africa re-
corded an average increase of 2.5 per cent average annual growth for exports between 1990 and 
2000 and a 5.8 % per cent average annual growth for imports for the same period maintaining 
a net barter index of terms of trade at 99.5 in 2000.   Zambia and Zimbabwe, on the other 
hand, have faced a considerable regression in their export and imports activities since 1980.

Source: UNCTAD, Handbook of Statistics, 2003

Graph I: SA countries exports for 2002

Zimbabwe

Zambia

South Africa

Namibia

Mozambique

Mauritius

Malawi

Lesotho

Botswana
Angola



23Sectoral Developments

Zimbabwe

Zambia

Namibia

Mozambique

Mauritius

Malawi

Lesotho

Botswana

Angola

Source: UNCTAD Handbook of Statistics, 2003

As shown in graphs I and II, Angola, Botswana, Mauritius and South Africa enjoy a 
disproportionate share of total trade within Southern Africa. In the 2001, South Africa 
accounted for 61 per cent of all Southern Africa exports and South Africa and Angola 
combined accounted for 80.5 per cent of all imports. In 2002 this figure declined to 
74.6%. The trade concentration among a few countries in Southern Africa may in part be 
attributed to trade liberalization policies and lack of production capacity.2  

It may be concluded that there has been no tangible increase in Southern African trade 
as a result of integration, and trade amongst Southern African countries remains low and 
concentrated among a few countries. There are a number of factors that work against 
trade creation in Southern Africa. One is the dependence on primary commodities for 
generating the foreign exchange.  

As shown in Table 1.11, Zambia depends on copper exports for 98% of its export earn-
ings and Angola and Botswana depend on petroleum and diamond for 85% of their 
export earnings. Similarly, in Namibia, 95 % of its export earnings are from commodities 
of which diamonds and uranium represent 40.0% and 24.0% respectively, per year. Apart 
from creating balance of payments problems if production of a single commodity is dis-
rupted, any slump in world commodity prices erodes the ability of the Southern African 
economies to maintain investment in basic infrastructure, which also has negative effects 
on regional integration efforts.

Graph II: SA countries imports for 2002
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Table 1.11: Commodity Dependency of Selected African Countries, 
2001

Primary commodities
as a % of Total Export

Earnings
Country

Individual Commodities as a % of
Total Export Earnings

85

Angola

Botswana

Petroleum

Diamonds (90.0)

46.2 Lesotho (mohair 24.0)

99.7 Zambia (copper 67.0)

95.0 Namibia (diamonds 51.0/uranium 19.0)

93.4 Malawi (tobacco 58.0/tea 8.0)

76.3 Mozambique (fish 27.0/prawns 16.0)

56.9 Zimbabwe1 (tobacco 27.0)

Source: National Statistical Offices  1=Figures for Zimbabwe for 2000

Furthermore, many Southern African economies still depend on Organization of Eco-
nomic Cooperation Development (OECD) countries for imports and exports of raw 
materials and manufactured products, even if products of comparable quality are avail-
able from other countries in the sub-region. Angola, for example, imports 29.7% of its 
produce from Portugal, USA and France, and these same countries in turn absorb more 
than 65% of Angola’s exports3.

The continued dependence on external developed markets is partly due to the need for foreign 
currency.  Further, many imports from the OECD countries are partly tied to aid programmes 
regardless of the suitability of the products for local conditions. The existing trade patterns in 
Southern Africa, not only serve as a vehicle for the systematic transfer of resources to OECD 
countries, but are also driving many Southern African economies further into debt.

According to studies undertaken for the United Nations Conference on Trade and Develop-
ment (UNCTAD), the adverse impact of transport costs on trade efficiency are real and of 
serious concern.  In Africa, 11.5 per cent of the total value of imports relates to transport costs.  
In North America, the equivalent percentage is 6.7 per cent and in Asia 7.2 per cent.  Within 
Africa, the percentage for Eastern Africa is 23.6 per cent, while for Southern Africa the figure 
is 12.7 per cent.  On the export side, many of the countries of Southern Africa spend 20 per 
cent of their earnings on transportation and related expenses, with Malawi spending as much 
as 55.5 per cent.  It is clear that reductions in transport costs can significantly improve the sub-
region’s competitiveness.  This is emphasized by the increasing trend of globalization enabling 
buyers to seek electronically the lowest prices internationally which, over time, puts downward 
pressure on commodity prices and forces competitors to look at ways to reduce the costs in 
their value claims.  Reducing transport costs is an important component of this process.4



25Sectoral Developments

As a result of the regional focus of NEPAD, many Southern African countries have be-
gun to re-emphasize the important role that infrastructure plays as a factor in develop-
ment. Not only is this renewed emphasis helping to open the way for substantial gains 
from multinational cooperation, but also infrastructure development will help Southern 
African countries to offset some of the disadvantages of economic and geographical iso-
lation and provide a foundation for future regional cooperation under the umbrella of 
COMESA and SADC.

As shown in Table 1.12, the Southern African countries are also experiencing mounting 
external indebtedness and as a result, for some countries, a significant portion of export 
earnings are being diverted from development programmes (including those that are spe-
cifically integration-related) to debt servicing. Of the nine countries in the world whose 
debt is unsustainable, two are in the Southern Africa sub-region.  

The slow trade growth in Southern African countries over the last few years seems to sug-
gest that tariff reduction and general trade liberalization are not sufficient to positively 
influence intra-regional trade flows, particularly amongst those economies with a capac-
ity to compete in regional markets. A critical challenge facing the sub-region is the need 
to attract both domestic and foreign investment to raise export competitiveness and to 
establish a credible trade integration process. In order for the trade integration process to 
be perceived as credible by investors, the following needs to occur:

• A move towards some form of trade policy harmonization and convergence, 
underpinned by institutional strengths;

• Political stability;

• Greater co-ordination; and 

• Stability and predictability of macroeconomic policies.

Table 1.12: Total External Debt of SA Countries 1999-2003 ($US Billions)

Country 1999 2000 2001 2002 2003

Angola 10.20 9.30 9.60 9.40 9.20

Botswana 0.49 0.42 0.37 0.38 0.40

Lesotho 0.73 0.67 0.59 0.60 0.61

Malawi 2.80 2.70 2.60 2.80 3.00

Mauritius 7.20 18.20 6.90 5.20 1.80

Mozambique 6.98 7.05 4.47 0.97 …

Namibia 0.24 0.43 0.41 0.62 0.68

South Africa 23.90 24.90 24.00 24.40 25.70

Swaziland 0.30 0.30 0.31 0.32 0.32

Zambia 5.90 5.70 5.70 5.90 5.30

Zimbabwe 4.60 4.00 3.80 3.50 3.40

Total 63.34 73.67 58.75 54.09 50.40

Source: EIU Country Reports 2003… = Data not available
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Graph III: Total External Debt of SA Countries 1999-2003($US Billion)
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3.5 The Manufacturing Industry 
The bulk of manufacturing in most Southern African countries derives from the mining 
and agricultural sectors. With the exception of few countries such as Mauritius and South 
Africa, the manufacturing sector mainly comprises firms that are involved in the produc-
tion of food and beverages, clothing and textiles, timber, pulp and paper, plastics and 
chemicals.  Following the introduction of privatization programmes in the early 1990s 
and better incentives, the manufacturing sector is becoming more and more attractive to 
investors and the overall trend is that of increased investment in most countries in the 
Southern African sub-region. Between 1999 and 2000, the manufacturing sector’s contri-
bution to GDP has been, on average, at 15 per cent as shown in Table 1.13.

Table 1.13: Contribution of Manufacturing to GDP (%) 1998-2002

Country 1998 1999 2000 2001 2002

Angola 6.3 3.5 3.0 N/A N/A

Botswana 4.8 4.9 4.7 4.0 N/A

Lesotho 17.5 15.4 16.0 15.8 N/A

Malawi 13.8 13.8 13.0 12.9 N/A

Mauritius 24.7 33.1 23.0 N/A 22.4

Mozambique 12.0 10.0 13.0 11.0* N/A

Namibia 12.2 16.5 11.5 10.8 10.9

South Africa 19.3 19.9 19.8 20.0 20.2

Swaziland 34.4 35.9 35.7 35.6 N/A

Zambia 13.0 10.0 12.0 10.5 10.4

Zimbabwe 16.6 18.0 14.0 14.0 N/A

Sources: EIU Country Reports 2003, World Bank Development Indicators 2002;SADC Review Website (www.
sadcreview.com), Central Bank of Swaziland Annual Report 2000–2001
N/A = Not available  * = Includes mining

http://www.sadcreview.com
http://www.sadcreview.com
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Table 1.14: Value Added in Manufacturing ($US Millions)

Country 1990 1999

Angola 513 198

Botswana 184 251

Lesotho 71 135

Malawi 313 224

Mauritius 524 903

Mozambique 230 439

Namibia 290 343

South Africa 24,040 22,253

Swaziland 246 331

Zambia 1,048 339

Zimbabwe 1,799 797

Total 29,258 26,213

Source: 2002 World Bank - World Development Indicators 

Botswana’s manufacturing sector does not constitute a large contributor to GDP.  Howev-
er, prospects for the sector are positive.  The Africa Growth and Opportunity Act (AGOA), 
coupled with fiscal incentives that the Botswana Government is providing, has fueled a 
boom in the manufacturing sector, which has contributed to high growth rates over the 
last two decades. As shown in Table 1.14, the value added of the sector has increased by 
approximately 50 per cent since 1990.

Lesotho’s manufacturing industry is the smallest in Southern African countries but has 
experienced soaring growth rates between the 1980s and the 1990s.  The sector is a major 
contributor to GDP, accounting for approximately 15.7 per cent of GDP between 1999 
and 2001.  The newly implemented AGOA and other government incentives are expected 
to continue stimulating growth in the sector.

Over the years, the performance of the Malawian manufacturing sector has been erratic.  
The 1980s was a period of growth, while the last decade has been a period of decline.  
Value added in the manufacturing sector has also been on the decline, from $US313m 
in 1990 to $US224m in 1999.  However, with an attractive package of incentives from 
government the manufacturing sector is expected to grow.

In contrast to its Southern African neighbour, Mauritius is one of the few countries in 
the sub-region to have a diverse and dynamic manufacturing sector.  New areas being 
explored include the production of woven garments, sportswear, woolen knitwear, clocks, 
watches, watch straps, leather goods, plush toys, carnival masks, sunglasses, lenses, spec-
tacle frames, ship models, plastic products, engineering products, electronic items, canned 
foods, polished diamonds, and printing of books and magazines. Even though Mauritius’ 
manufacturing industry’s average annual growth rate dropped from 6 per cent in 2000 to 
4.4 per cent in 2001 and to 2 per cent in 2002, due to a decrease in the amount of raw 
sugar processed because of the cyclones, the manufacturing industry continues to record 
a steady growth rate. 
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 Table 1.15: Growth Rate of Value Added in Manufacturing Sector (%)

Country 1998 1999 2000

Angola 4.9 7.1 8.9

Botswana 5.9 6.0 6.0

Lesotho -3.3 -0.4 4.4

Malawi 3.3 4.0 1.7

Mauritius 6.6 3.0 8.3

Mozambique 13.7 14.0 14.9

Namibia 8.9 -3.1

South Africa -1.6 -0.2 3.6

Swaziland 2.5 1.3 1.4

Zambia 1.8 2.8 13.5

Zimbabwe -3.4 -4.6 -10.5

 Source: 2002 World Bank - World Development Indicators

Mozambique’s manufacturing sector has experienced the greatest increase in growth rates 
among the eleven nations recording an average annual growth rate of 17.6% between 
1990 and 2000 and approximately 14.5% between 1999 and 2000.  The value added has 
also almost doubled from 1990 to 1999.  However, if the mining component is excluded, 
only around a tenth of the GDP comes from the manufacturing sector alone.

Namibia has had an increase in the value added of the sector between 1990 and 1999; 
however, the contribution of the manufacturing sector to overall GDP has been on the 
decline, possibly due to a decline caused by growth in the other sectors of the economy.  
Apart from a decline of 3.1% in 1999 in the manufacturing sector, the steps taken by the 
Namibian Government have yielded positive results.

South Africa is the leading manufacturing economy of the sub-region with growth rates 
of 7.0 per cent in 2001 and 3.0 per cent in 2002. Preliminary estimates indicate that the 
sector will continue its upward trend with a growth rate of 4.0 per cent expected in 2003 
and 5.0 per cent in 2004.   The greatest increase in production in the manufacturing sec-
tor was in the fabricated metal industry, followed by the machinery/ equipment industry, 
and the basic chemical industry. 

Table 1.16: Average Annual Growth in Manufacturing Industry (%)

Country 1980 – 1990 1990 – 2000
Angola -11.1 -0.4
Botswana 8.7 4.1

Lesotho 8.5 6.6

Malawi 3.6 -2.1

Mauritius 11.1 5.6

Mozambique 17.6

Namibia 3.3 2.7

South Africa 1.1 1.2

Swaziland 14.0 3.0

Zambia 4.1 1.2
Zimbabwe 2.8 0.4

Source: 2002 World Bank - World Development Indicators
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Swaziland’s manufacturing sector contributes more to GDP than any of the other coun-
tries in the sub-region, forming well over a third of the GDP as shown in Table 1.16.  
Growth rates were quite high in the 1980s at 14%.  However, they fell to just 3.0% in the 
1990s.  The growth rate was 1.3% in 1999 and increased by 0.1% in 2000.  The value 
added in the manufacturing sector has experienced a marginal upsurge even though the 
manufacturing base is in need of diversification. The Swazi Government has embarked on 
the Millennium Projects - a programme that aims to improve infrastructure, and should 
assist the manufacturing sector in the country. 

In contrast, Zambia’s manufacturing sector only accounts for a tenth of annual GDP and 
has experienced low growth overall.  Up until 2000, when government policies contrib-
uted to a boom, poor growth rates in the manufacturing sector have been common.  

Political instability has affected the overall performance of Zimbabwe’s economy, and the 
manufacturing sector in particular.  Over the 1980s and 1990s, the manufacturing sector 
experienced stagnant growth rates, but in 2000, the situation worsened and the manufac-
turing sector including the value-added went into decline. This is a cause for concern as the 
manufacturing industry is a major contributor to GDP and is also a significant employer.

3.6 Urbanization and Development 
Urbanization is generally associated with economic and social progress.  In developed 
countries, cities and towns have been the engines of economic and social progress and 
development that has led to industrialization.  Unfortunately, there have not been parallel 
developments in Africa, particularly in Southern Africa, where countries are faced with 
financial resources constraints in the light of the continued rapid growth of urban popula-
tions.  Most of the urban areas in Southern Africa lack a strong industrial base and have 
weak infrastructure and do not have access to reasonable shelter, clean water, sanitation 
and health services.  Above all, employment opportunities are not adequate.  Even though 
urbanization levels are still comparatively lower than in other regions of the world, the 
rate of urbanization in Africa is leading to increasing poverty levels and to environmental 
degradation due to the increase of the population.  Consequently, ensuring urban envi-
ronmental sustainability has become a challenge.

At the Third African Population Conference in 1992, African Ministers adopted the Da-
kar/Ngor Declaration (DND) on Population, Family and Development.  The Declaration 
called on African governments to address the urbanization and migration issues from a 
comprehensive integrated perspective taking into account the underlying causes and im-
pact of the demographic, social and economic situation to improve the management of 
cities and urban areas.5  The International Conference on Population and Development 
(ICPD), organized by the United Nations in Cairo, 5 – 13 September 1994, adopted the 
Programme of Action (PA) which addressed urbanization and related issues and made spe-
cific recommendations on actions to be taken.  The second United Nations Conference 
on Human Settlements (Habitat II) held in Istanbul, Turkey in 1996 endorsed impor-
tant changes in human settlements and acknowledged the need for guiding urbanization, 
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rather than preventing it.  The Habitat Agenda strategies, actions and objectives focus on 
adequate shelter for all and sustainable human settlement in an urbanizing world.

Issues of human settlement, urbanization and, environmental degradation were highlight-
ed in a 2002 ECA Report on Economic and Social Conditions in Southern Africa. More re-
cently, at the Second Ordinary Session of the African Union (AU) meeting in Mozambique 
in July 2003, African leaders expressed concern that if the rate of urbanization in Africa 
was left unchecked, it would lead to the urbanization of poverty and among the associated 
problems that have condemned the majority of urban dwellers to unemployment, food 
insecurity and lack of basic services, such as decent housing and water and sanitation.  

3.6.1 Urbanization in Southern Africa

The definition of “urban” varies among African countries.  In   Botswana, for example, 
urban areas are defined as agglomerations of 5,000 inhabitants or more where 75 per 
cent of the economic activity is non-agricultural.  As for Lesotho, district headquarters 
and settlements with rapid population growth and with facilities that tend to encourage 
people to engage in economic activities that are non-agricultural in nature, are defined as 
urban areas.  In the case of Malawi, all townships, town planning areas and district centres 
are classified as urban areas.

As of 2001, as shown in Table 1.17, estimates show that South Africa is the most urbanized 
among the Southern Africa countries with about 58 per cent of the total population living 
in urban areas.  South Africa is followed by Botswana at 49 per cent; Mauritius at 42 per 
cent; Zambia at 39.8 per cent (Zambia official data for 2000 is 35 per cent); Zimbabwe at 
36 per cent and Angola at 35 per cent.  In Swaziland, Namibia, Mozambique and Lesotho, 
about 26 to 29 per cent of the total population dwell in urban areas.  Malawi is the least 
urbanized country with about 15 per cent of its population dwelling in urban areas.

More than 70 per cent of the urban population in least developed countries, including 
sub-Saharan Africa, was reported to be living in slums in 2001.  For specific urban areas, 
for example in Blantyre in Malawi, 67 per cent of the urban population was reported to 
be living in squatter or slum areas in 1991.6  In Luanda, Angola, 80 per cent of the urban 
population was reported to be living in squatter areas.7 In Lusaka ‘urban’, about 70 per 
cent of the population live in unplanned settlements.
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Table 1.17: Percentage Urban Population, Urban and Total Population, 
2001

Country
Percentage of urban 

population
Total urban population 

in (thousands)
Total population 

(thousands)

Angola 34.9 4,715 13,527

Botswana 49.4 768 1,554

Lesotho 28.8 592 2,057

Malawi 15.1 1,745 11,572

Mauritius(1) 41.6 486 1,171

Mozambique 33.3 6,208 18,644

Namibia 31.4 561 1,788

South Africa 57.7 25,260 43,792

Swaziland 26.7 250 938

Zambia 39.8 4,237 10,649

Zimbabwe 36.0 4,630 12,852
1 Includes Agalege, Rodriguez and Saint Brandon.
Source:  United Nations, World Urbanization Prospects – The 2001 Revision, New York 2002

As shown in Table 1.18, in Angola, nearly 60 per cent of the urban population was living 
in Luanda in 2001.  Maseru ranked second with 46 per cent of the country’s urban popu-
lation in 2004, followed by Lusaka at 41 per cent, Harare, 40 per cent; Windhoek, 37 per 
cent; Port Louis, 36 per cent; Blantyre/Limbe and Mbabane, with 32 per cent; Gaborone, 
29 per cent; Maputo, 18 per cent and Johannesburg 12 per cent.8

Table 1.18:  Population of the Largest Urban Agglomeration in 2001

Country Agglomeration Population (thousand)
As percent of urban 

population
Angola Luanda 2,819 59.8

Botswana Gaborone 225 29.4

Lesotho Maseru 271 45.7

Malawi Blantyre/Limbe 558 32.0

Mauritius(1) Port Louis 176 36.2

Mozambique Maputo 1,134 18.3

Namibia Windhoek 216 38.6

South Africa Johannesburg 3,047 12.1

Swaziland Mbabane 80 32.2

Zambia Lusaka 1,718 40.6

Zimbabwe Harare 1,868 40.3

Source:  United Nations, World Urbanization Prospects – The 2001 Revision, New York, 2002
1 Includes Agalege, Rodriguez and Saint Brandon.

Balanced urban development in a main centre helps to foster development in other urban 
areas.  On the other hand, concentration of the urban population in one or few urban 
areas in a country as is the case of Luanda in Angola, Maseru in Lesotho, Lusaka in Zam-
bia, Harare in Zimbabwe, Windhoek in Namibia, brings about skewed development in 
favour of a few urban areas.  
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3.6.2 Urban population growth in Southern Africa 

Urban population growth is due to the following factors: 

(a) Migration of people from rural and other urban areas; 
(b) Natural population increase in urban areas due to an increase in births over 

deaths; and 
(c) Reclassification of previously rural areas as part of existing urban areas, some-

times also referred to as an extension of boundaries of an existing urban area.

Table 1.19: Population at Mid-year in Urban Areas (%), for Selected 
Years1970–2000 

Country 1970 1980 1990 2000

Angola 15.0 20.9 27.6 34.2

Botswana 8.1 18.5 42.4 49.0

Lesotho 8.6 13.4 20.1 28.0

Malawi 6.0 9.1 11.6 14.7

Mauritius(1) 42.0 42.4 40.5 41.3

Mozambique 5.8 13.1 21.1 32.1

Namibia 18.6 22.8 26.6 30.9

South Africa 47.8 48.1 48.8 56.9

Swaziland 9.7 17.8 23.8 26.4

Zambia 30.2 39.8 39.4 39.6

Zimbabwe 16.9 22.3 28.4 35.3

Source:  United Nations, World Urbanization Prospects – The 2001 Revision, New York 2002
1Includes Agalege, Rodriguez and Saint Brandon.

In the initial stages of urbanization, rural to urban, and urban to urban migration play a 
greater part of urbanization growth than natural urban population increase. Seeking im-
proved economic and social conditions is the primary cause of rural to urban migration 
in the early stages of urbanization.  However, even when economic and social conditions 
deteriorate in urban areas in developing countries, people still perceive conditions there to 
be better than in rural areas and consequently have continued to migrate to urban areas.   
Few find employment opportunities and find themselves living in squatter or slum areas, 
facing further unemployment and social exclusion.

Between 1970 and 2000, the urban population doubled in Angola, Malawi, and Zimba-
bwe as shown in Table 1.19.  During the same period, the urban population grew by more 
than three times in Lesotho, more than six times in Botswana, and more then five times in 
Mozambique.  Prolonged civil conflict from 1975 to 1992 in Mozambique contributed to 
the influx of population into urban centres from rural areas, which continued until after 
the signing of the peace accord.

Table 1.20 shows growth rates of the urban population over 5-year periods between 1970 
and 2000.  In Botswana, annual growth rates of the urban population varied from 12.6 
per cent during 1970 - 1975 to 10.9 per cent between 1985 to 1990, while in Mozam-
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bique growth varied from between 10.5 per cent and 5.4 per cent for the same period, but 
rose to nearly 8 per cent during 1990 to 1995.  Swaziland also showED annual growth 
rates in urban population between 10.1 per cent during 1970 to 1975 to 5.2 per cent 
during 1985 to 1990.  In Angola, Botswana, Lesotho, Malawi, Mozambique, Swaziland, 
Zambia and Zimbabwe, urban annual population growth rates ranged from 5.5 per cent 
to 12.6 per cent. This contrasts with the fact that the highest annual urban population 
growth rate was in Mozambique at 6.4 per cent during 1995 and 2000. The rest of the 
countries in the sub-region had rates below 5 per cent. Clearly urban growth rates have 
declined since the 1970s throughout the sub-region.  

Table 1.20:  Average Annual Rate of Change (%) of Urban Population 
for Selected Periods 1970 – 2000

Country 1970-1975 1975-1980 1980-1985 1985-1990 1990-1995 1995-2000

Angola 5.51 5.86 6.34 5.28 5.70 4.93

Botswana 12.63 10.84 11.92 10.93 4.90 2.38

Lesotho 6.66 6.47 6.33 5.97 5.65 4.78

Malawi 7.74 6.73 5.58 7.70 3.63 4.80

Mauritius(1) 2.19 1.09 0.53 0.37 1.06 1.22

Mozambique 10.51 10.83 7.09 5.35 7.90 6.35

Namibia 4.80 3.85 3.93 5.75 4.28 3.60

South Africa 2.66 2.46 2.49 2.29 3.41 3.13

Swaziland 10.10 7.87 6.83 5.24 2.69 3.07

Zambia 6.37 5.83 3.16 2.98 2.59 2.69

Zimbabwe 6.26 5.72 6.26 5.82 4.54 4.02

Source: United Nations, World Urbanization Prospects – The 2001 Revision, New York 2002
1 Includes Agalege, Rodriguez and Saint Brandon.

3.6.3 Implications of urbanization

Most urban areas in Southern Africa face a number of problems including: 

• A weak industrial and economic base; 
• Lack of resources and investment for infrastructure improvement and develop-

ment to deliver services; 
• Problems of urban squatter/slum settlements; 
• Increased urban population growth; 
• Weak capacity for resource mobilization; 
• Lack of adequately trained human resources with weak capacities at all levels in 

the technical management and administration of the urbanization process; 
• Sustaining the environment; and lack of security. 

Although urbanization rates in Africa in general, and in Southern Africa in particular, 
have in recent years been declining due partly to declining socio-economic conditions, 
the current levels and future trends will have severe consequences on sustainable urban 
development.  Issues of low employment levels coupled with low incomes, inadequate 
housing and health services, inadequate access to clean water and sanitation services, poor 
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infrastructure and poor governance all impact negatively on urban socio-economic condi-
tions and on sustaining the urban environment.  

3.6.4 Employment and incomes

With the exception of South Africa, industrialization rates are very low in Southern Africa, 
in contrast to Asia and Latin America where large-scale manufacturing led to increased lev-
els of employment in the urban areas.  Due to the low levels of industrialization and manu-
facturing in Southern Africa, there are limited employment opportunities in urban areas.

Generally, the employment situation and income has worsened poverty in Africa since 
the 1990s economic crisis.  Wages have continued to fall in most urban areas while prices 
of goods and services have continued to increase.  As noted earlier, up to 70% of the ur-
ban population are living in slum or squatter areas in most countries of the sub-region.  
Households in these urban areas are reported to spend 60 – 80 per cent of their income 
on food, yet they have to pay for many other basic needs.

Privatization and reforms have led to unemployment in urban areas causing the rise in 
unemployment rates. Consequently, there has been a shift from the formal economy to 
the informal economy and the International Labour Organization (ILO) has reported 
that participation in the informal economy has been the highest in sub-Sahara African 
countries, with rates above 50 per cent in two-thirds of the countries surveyed.9  Employ-
ment in the informal economy is generally not conducted in a conducive environment. 
There are few or no standards, wages/incomes or returns are low, productivity is low and 
also health and safety issues are not given sufficient attention.  There is need for govern-
ments, the private sector and development partners to use policies and regulations which 
ensure that the informal economy becomes more productive.  

The current Poverty Reduction Strategy Papers (PRSPs) should give priority to employ-
ment issues and especially in the informal economy in both urban and rural areas as the 
two are economically and socially interdependent.  Cities and towns, as centres of growth, 
should contribute to development in rural areas as in most countries in Southern Africa 
the majority of the population are living in rural areas.  Attention should also be given to 
issues affecting the youth, and to gender issues in employment.

3.6.5 Housing, Health Services, Clean Water and 
Sanitation Services

The Habitat Agenda states that, “adequate shelter means more than a roof over one’s 
head”, it also means adequate privacy, adequate space, physical accessibility, adequate 
security, security of tenure, structural stability and durability, adequate lighting, heating 
and ventilation, adequate basic infrastructure, such as water-supply, sanitation and waste-
management facilities, suitable environment quality and health-related factors, and ad-
equate and accessible location with regard to work and basic facilities, all of which should 
be available at an affordable cost.
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The Agenda also states that, “Urban settlements properly planned and managed, hold the 
promise for human development and protection of the world’s natural resources through 
their ability to support large numbers of people while limiting their impact on the natural 
environment.”10  However, continued rapid growth of the urban population in develop-
ing countries with limited financial resources to deal with urbanization problems pose 
serious challenges in the twenty-first century.

An assessment of the implementation of the Habitat Agenda in Africa, based on national 
reports synthesized and presented at an ECA Regional Meeting in Addis Ababa in 2000, 
showed that while many governments have facilitated comprehensive shelter policies and 
have revised their housing development strategies, few have managed to be sufficiently 
effective in the implementation. The reason for this is lack of capacity at the local level, 
which ranges from technical planning to financial resource mobilization and manage-
ment.

Zambia has a comprehensive housing policy that was formulated in 1996.  The main goal 
of the housing policy is to provide adequate affordable housing for all income groups 
in the country.  However, the implementation of the policy has been affected by lack of 
housing finance and the overall poor and declining economic and social conditions.  Bo-
tswana also adopted a National Housing Policy in 1999. Since then, the Government has 
been involving the private sector in the implementation of this policy and the poor have 
been accorded adequate attention to enable them to benefit from the policy.

According to the recent Habitat publication “The Challenge of Slums: Global Report on 
Human Settlement 2003”, 71.9 per cent of the urban population lived in slums in sub-Sa-
haran Africa in 2001. Although countries resolved at Habitat+5 to promote the upgrading 
of slums and the regularization of squatter settlements within the legal frameworks of each 
country, this is proving difficult due to lack of resources.  The poor are not able to afford 
the low-cost and sustainable building materials and appropriate technologies to construct 
decent housing and afford related services, including pipe water and health services and 
facilities.

Urban problems related to health services, clean water and sanitation services are charac-
teristic of most countries in Africa, and in Southern African in particular are as follows:

• Most people in the urban slums and squatter areas have no access to clean water 
and   health services; 

• Most of the urban population, especially those in slum or squatter areas cannot 
afford to pay for clean water, health and sanitary services; and

• Most urban administrative institutions cannot meet the increasing demand for 
clean water, health and sanitary services.

The consequences of lack of access to clean water, health services and poor management of 
waste disposal include an increase in the incidence of diseases and mortality, which is most 
serious during the rainy season.  The increase in the incidence of diseases and mortality 
makes it difficult to attain the MDGs in health and housing.  Continued urban growth, 
without the ability to improve the prevailing housing situation, health and sanitation 
services and provision of clean water, will only worsen the already very poor conditions, 
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especially in unplanned settlements.  There is need for educational awareness to promote 
cleanliness and safety in urban areas. Zambia, for example, has initiated a Zambia Clean 
Programme to help the Zambian urban population keep their cities clean.

3.6.6 Infrastructure

The infrastructure in most urban areas has deteriorated and is not sufficient to support 
economic growth and expansion. Also the institutional capacity for the improvement 
of roads, provision of educational health, water and waste management is very weak.  
Governments alone cannot provide all the solutions to improve the infrastructure for the 
development and delivery of services in urban and rural areas.  There must be participa-
tion and involvement of all concerned parties including government, private sector, com-
munities and development partners.  Southern African governments, however, must lead 
in formulating relevant policy and regulations for a conducive environment to improve 
urban areas and make them safe places in which to live and work.

South Africa formulated an Urban Development Framework in 1997, which forms the 
main policy guideline for implementing the Habitat Agenda.  The programme of action 
that has been developed includes, integrating the city and region, improving housing 
and infrastructure, promoting urban economic development, and creating institutions 
for service delivery.  

3.6.7 Urban management

United Nations Resolution S-25/2 on the Declaration on Cities and Other Human Settle-
ments in the New Millennium stresses that the management of the urbanization process 
requires strong and accountable public institutions able to provide an effective framework 
to ensure that everybody has access to basic services.  The Resolution calls for capacity 
building needs to be directed towards, inter-alia, supporting decentralization and partici-
patory urban management process.

Hinrichsen, Salem and Blackburn11 have devoted research on urban problems and man-
agement and have addressed pertinent issues focusing on a range of policy issues such as 
decentralization for urban management to meet urban challenges of population growth.  
The research shows that such challenges could be met if planning and action take into ac-
count interrelated factors such as land use, slum upgrading, improved water supply, sani-
tation and waste management and more efficient transportation systems in addition to 
responsive governance.  Decentralization of power, authority and responsibility from na-
tional local governments will enhance local participation and encourage democratization 
process.  Moreover, decentralization improves the effectiveness of public policy imple-
mentation.  Decentralization should be supported with adequate budget allocations and 
empowering authorities at the municipal level to generate and mobilize resources.  Decen-
tralization requires that the administrative capacity of local governments be strengthened 
and improved in the areas of accounting, financial management, public communication 
as well as planning and technical aspects.
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Some countries in the Southern African sub-region have implemented decentralization 
policies.  Malawi adopted a National Decentralization Policy for local government in 
1998; however, implementation of the policy faces serious difficulties including lack of 
adequate financial resources.  Another challenge is the lack of competent human resources 
to develop needed infrastructure to deliver services in urban areas.  In Botswana, the 
National Development Plan for the period 1991 – 1997 laid out a clear government 
commitment to decentralization as “delegating greater responsibility for development 
planning, financing and implementation, while increasing their capacity to manage these 
responsibilities.”  This was reiterated in the 8th National Development Plan, 1997 – 2003.  
The decentralization process in Botswana is also addressing issues such as financial admin-
istration (revenue, accounting and budgeting) and personal administration (personnel 
management and human resource development).

The decentralization process in Mozambique started in 1998, and has managed to es-
tablish new municipal governments in the country’s major urban centres.  A new legal 
framework gives municipal authorities extensive administrative and financial autonomy.  
However, as is the case in Malawi, lack of funding and other resources has hindered the 
development of systematic approaches to the provision of urban infrastructure and ser-
vices by the municipalities in Mozambique.

3.6.8 Policy actions

In addressing urban development and related issues, the following deserve policy attention:

• Policies that promote the establishment of a strong economic and industrial 
base.  Such policies should emphasize the importance of employment creation 
with special attention to small and medium enterprises not only in urban but 
also rural areas.  Diversification of economies should also be given strong policy 
attention;

• Promotion of ‘balanced’ urban development in more urban areas rather than 
concentrating on one or a few urban areas;

• Environmental policy with regard to urbanization should pay special attention to 
the improvement of infrastructure, sanitation, water supply, waste management 
including industrial chemical waste and drainage in order to promote environ-
mental sustainability;

• As reflected in the United Nations Resolution S-25/2 of 2001 on the Declaration 
of Cities and Other Human Settlements in the New Millennium, member States 
should fulfill their commitment to promote the upgrading of slums and regulari-
zation of squatter settlements, within the legal framework of each country;

• Continued attention to improve the implementation of decentralization policies 
where such policies exist while those that do not have such policies should for-
mulate and implement them.  These policies should stress the need for improv-
ing governance and management of urban areas and for involving the urban 
poor.  Efforts by all stakeholders and all development partners need to also focus 
on strengthening the institutional capacities required to deliver services to meet 
the challenges of rapid urban growth.  In this context, mobilization of financial 
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resources, and their adequate allocation to priority urban development activities 
deserve to be treated as an important component in the urbanization process;

• According to the call of the 2002 World Summit on Sustainable Development, 
member States in Africa should be supported in their efforts to implement the 
Habitat Agenda and the Istanbul Declaration through initiatives to strengthen 
local institutional capacities in the areas of sustainable urbanization and human 
settlements, provision of adequate support for shelter and basic services, and the 
development of efficient and effective governance systems in cities; and

• Implementation of the recommendations of the World Summit on Sustainable 
Development to provide access to potable domestic water, hygiene education 
and improved sanitation and waste management at the household level through 
initiatives to encourage public and private investment in water supply and sanita-
tion that give priority to the needs of the poor.

3.7 Employment and Unemployment
Employment creation an important component in the equation of poverty reduction and 
promotion of sustainable development, therefore, it should be at the centre of macroeco-
nomic and social policies in the Southern African sub-region. Such policies should pay 
particular attention to improving the informal economy in both rural and urban areas and 
linking the informal economy to the formal economy. Furthermore, employment should 
be linked to decent work as advocated in the ILO ‘New Global Employment Agenda’.  De-
cent work embraces the following:

• Concerns for all workers in both formal and non-formal employment;
• Promotion of rights at work;
• Ensuring decent work and protection of individuals against vulnerable forms of 

work; and
• Promoting social dialogue among social partners (government, employers, and 

business) including stakeholders in civil society, non-governmental organizations 
and community-based organizations.

At the 1995 World Summit on Social Development, world leaders committed themselves 
to the promotion of full employment as a priority of economic and social policies to en-
able both men and women to attain secure sustainable livelihoods through freely chosen 
productive employment and work.  The United Nations Millennium Declaration also 
stresses the need to address the employment issues of the youth.    The United Nations 
Secretary-General has observed that with the current performance, many countries in sub-
Saharan Africa will be unable to attain the goal of reducing poverty by half by 2015.12  In 
1990, 241 million people lived on less than $US1 in sub-Saharan Africa, which increased 
to 315 million in 1999 and is projected to reach 404 million by 2015.  These figures show 
that poverty levels are worsening.

At the African Union (AU), employment and poverty issues are being given importance 
and this is reflected in the New Partnership for Africa’s Development (NEPAD).  The 25th 
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Ministerial Meeting of OAU in Burkina Faso deliberated on Employment and Poverty Al-
leviation in 2002.  In 2004, the AU convened an Extraordinary Summit on Employment 
and Poverty Alleviation in Burkina Faso.

In Southern Africa, the SADC is addressing issues on employment and poverty and adopt-
ed an Employment and Labour Policy document in 2003.  The policy addresses the chal-
lenges of widespread poverty, unemployment, underemployment as well as the creation of 
a conducive environment for labour productivity and employment opportunities. 

3.7.1 Employment in Southern Africa

The Key Indicators on Labour Markets (KILM) are either non-available or simply un-
reliable, which is a key challenge for addressing the employment and unemployment 
situation in Southern Africa. However, South Africa, Mauritius followed by Zambia and 
Botswana have made concerted efforts to collect information on employment and unem-
ployment as Table 1.21 below on formal employment shows. 

The importance of trend data on labour markets and employment, in relation to poverty 
reduction programmes, was underscored at an Expert Group organized by ECA-SA. 13  
The Experts recommended that Governments should:

• Give priority to the development of Labour Markets and Information Statistics 
(LMIS) at national and sub-regional levels;

• Strengthen Labour Market Information Systems and conduct periodic labour 
markets and information surveys which need to be integrated with Poverty 
Assessment Surveys;

• Promote consensus building on Labour Markets and Information Statistics 
through consultation with key stakeholders;

• Ensure harmonization of definitions and methodologies;
• Develop national and sub-regional data bases and build on the ILO Southern 

Africa Multidisciplinary Advisory Team (ILO/SAMAT) experience;
• Strengthen compilation, analysis and dissemination capacity needs; and 
• Share information with sub-regional, regional and international bodies.

In most Southern African countries, GDP has been below the required 7 per cent needed 
to reduce poverty by half by 2015.  Therefore, another employment challenge in Southern 
Africa relates to the fact that economic growth has generally not been sufficient to absorb 
the unemployed and new entrants in the labour markets.  Table 1.22 shows growth rates 
in labour force in relation to growth rates in GDP.  Further, the economic reforms in the 
mid 1980s and the restructuring and privatization programmes failed to generate employ-
ment in most Southern African countries which has pushed the majority of the popula-
tion to find employment in the informal economy where productivity is low and incomes 
not adequate to reduce high poverty levels.

Women face several problems in employment – both in the formal and informal economy 
yet they play important multiple roles that contribute to socio-economic growth.  The 
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Expert Group Meeting on Labour Markets and Employment in Southern Africa in 2003 
recommended that government and its partners should mainstream and target women’s 
issues in employment strategies and development and social policies as well as show a 
greater commitment to the implementation of the SADC Gender Declaration.

Lack of diversification of economic activities is also a major cause of limited employ-
ment opportunities.  In Botswana, the Government has implemented a strategy aimed 
at increasing job opportunities through diversification efforts with a focus on creating 
employment opportunities outside the Government through the use of financial resources 
generated from the mining sector.  Particular emphasis has also been placed on education 
and training to address the lack of skilled labour.  The Zambian Government is also tak-
ing initiatives to diversify economic activities in the Copperbelt with a view to eventually 
cover other areas in the country.

Table 1.21:  Number of People in Formal Employment

 Country 1994 1995 1996 1997 1998 1999 2000 2001

Angola

Botswana 230,614 233,457 234,116 226,001 391,400 441,187

Lesotho

Malawi

Mauritius 454,800 460,500 466,000 475,200 487,200 495,800     499,800

Mozambique

Namibia 350,280 356,849

South Africa 7,971,000 8,063,000 7,590,000 7,548,000 9,390,000 10,369,000 11,712,000 10,833,000

Swaziland 109,624 110,930 111,643 112,744

Zambia 496,000 485,000 479,400 475,161 467,193 477,508 476,347

Zimbabwe 1,263,300 1,239,600 1,273,700 1,323,700

Source:  SADC Employment and Labour Sector, ILO and Country sources.

The problem of youth in employment is another challenge in Southern Africa because 
most of the youth do not have the requisite skills to prepare them for employment. ILO 
estimates that in Africa, 93 per cent of new jobs and virtually all new jobs for young 
people are generated in the informal economy, yet wages on average are 44 per cent lower 
in the informal economy than in the formal economy.  

One of the main challenges for employment in most countries is to match the increase 
in demand for highly skilled people with an adequate supply.  The Status Report on the 
Post-Apartheid South African Labour Market states, “there is a massive skills mismatch in 
the country where a high proportion of labour market participants are unskilled and only 
equipped to work in the primary sectors.  There is also evidence of increasing unemploy-
ment among those with tertiary education, even though there are definite occupations 
where skills are desperately required.”14  



41Sectoral Developments

Table 1.22:  Growth Rates in Labour Force and Annual GDP growth 
rates

Country
Annual Labour force growth rate (per cent)

Annual GDP
Growth rate (per cent)

1990 – 2000 1995 – 2002 1995 – 2001

Angola 3.1 3.1 6.5

Botswana 2.7 1.9 5.2

Lesotho 2.4 2.3 4.0

Mauritius 2.7 2.7 5.6

Namibia 2.4 1.8 3.9

South Africa 2.0 1.5 2.6

Swaziland 3.6 3.4 3.5

Zambia 2.6 2.6 2.3

Zimbabwe 2.0 1.8 0.3

Source:  ILO, Global Employment Trends, January 2003.

Emigration of many of the highly skilled professionals worsens the situation. In South 
Africa, for example, it is estimated that about 39,000 people left the country in 1999 to 
join the 1.6 million already living abroad.  It has also been reported that about 70 per 
cent of skilled South Africans are considering emigrating.”15  In the past, South Africa had 
very strict immigration laws preventing skilled people from other African countries from 
immigrating into South Africa.16 However, in May 2002, a new immigration law was 
passed allowing skilled workers into the country. Within Southern Africa, qualified pro-
fessionals have migrated to work in South Africa, Botswana and Namibia from within the 
sub-region and across Africa. However, professionals from other African countries have 
also moved into these three countries. Recent trends also show that African countries are 
losing medical professionals, including a large number of nurses, to developed countries. 

One of the greatest challenges in both the informal and formal economy in Southern 
Africa, in both rural and urban areas, is that of improving labour productivity.  At the 
Meeting of the SADC Employment and Labour Sector Committee of Ministers and So-
cial Partners in Arusha, Tanzania, 24 – 28 March 2003, the Ministers and Social Partners 
directed the SADC Secretariat, in collaboration with ILO, to set up national productivity 
centres.  It is well known that improved productivity is important because it increases 
economic growth, which translates into higher per capita income.  Thus member States 
should embark on activities that enhance labour productivity.

HIV/AIDS in Southern Africa is a serious challenge to employment as it affects those with 
skills that are needed to contribute and improve socio-economic development. Countries 
seriously affected by HIV/AIDS are not able to train people fast enough to replace those 
who are dying due to AIDS, thereby reducing productivity and economic growth.  Esti-
mates by UNAIDS show that when HIV prevalence rates rise to more than 20 per cent, 
GDP can be reduced by as much as 2 per cent per year. The HIV/AIDS pandemic con-
tinues to receive priority attention and several initiatives, programmes and frameworks 
have been developed in response.  One of these is the SADC HIV and AIDS Strategic 



42 Economic and Social Conditions in Southern Africa 2003

Framework and Plan of Action, 2003 to 2007, which states that commitment at all levels 
of leadership is paramount towards reducing the incidence of HIV and AIDS.

Some of the other challenges that need to be highlighted regarding employment and pov-
erty reduction include the implementation of the actions contained in the 2002 World 
Summit on Sustainable Development Plan of Implementation.  These are:

• Development of national programmes for sustainable development and local and 
community development, where appropriate, within country owned poverty-
reduction strategies to promote the empowerment of people living in poverty;  

• Strengthening the contribution of industrial development to poverty eradication 
and sustainable natural resource management through actions which include (a) 
the provision of assistance to increase income – generating employment oppor-
tunities, taking into account the ILO Declaration on the Fundamental Principles 
and Rights at Work and (b) the promotion and development of micro-small-and 
medium-sized enterprises, including the means of training, education and skill 
enhancement, with special focus on agro-industry as a provider of livelihoods for 
rural communities; and 

• Increasing access to decent employment, credit and income for the urban poor, 
through appropriate national policies and promoting equal opportunities for 
women and men.

3.7.2 The informal economy

The importance of the informal economy in sub-Saharan Africa has been recognized.  ILO 
estimates that the informal economy contributes 41 per cent to the GDP in sub-Sahara 
Africa.  As indicated earlier, over 90 per cent of new jobs in Africa and nearly all new jobs 
for young people are generated in the informal economy by small, medium and micro-
enterprises (SMMEs).  Unfortunately, the SMMEs face serious problems  including:

• Lack of adequate skills;
• Lack of capital;
• Lack of collateral in order to access credit;
• No access or limited access to appropriate technology;
• Poor environment for the proper running of business;
• Difficulties in accessing markets; 
• Low incomes in the informal economies; and
• Low productivity.

Policy responses to the above constraints are required by government, the private sector 
and development partners to improve the informal economy by:

• Improving business training and skills development to enhance management 
capability for those involved in the informal economy;

• Facilitating acquisition of simple technologies and their application in the infor-
mal economy;
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• Improving access to credit facilities to those in the informal economy;
• Promoting a conducive working environment in the informal sector through 

relevant regulations, including setting desirable standards;
• Developing and/or improving infrastructure necessary for enhancing economic 

activities in the informal economy including marketing of products from the 
informal sector; 

• Linking the formal and informal economies; and
• Linking financial services with non-financial services (Business Development 

Services) for SMMEs.

Some countries in Southern Africa are giving attention to the improvement of  SMMEs.  
In South Africa, for example, initiatives on this started in 1995 when a White Paper on 
the National Strategy for the Development and Promotion of Small Business in South 
Africa was tabled for discussion in Parliament.  A strategy for broad-based black economic 
empowerment in South Africa is addressing various problems faced by SMMEs, includ-
ing the critical problem of financing. The Government is also making efforts to facilitate 
the provision of adequate resources for micro-credit to support productive enterprises. 
The October 2003 Discussion Document, entitled “ Towards A Ten Year Review: Synthesis 
Report on the Implementation of Government Programmes”, also places great importance on 
the role of SMMEs in employment creation.

The Government of Namibia launched a National Policy and Programme on small busi-
ness in 1997.  The policy and programme sets out the Government’s firm commitment to 
transform the small business sector into a leading sector of the economy.  About one third 
of the nation’s workforce is employed in small businesses in Namibia.

3.7.3 Youth and unemployment

Throughout the world, young people are two to three times more likely to find themselves 
unemployed.  Some of the characteristic reasons for this are related to the following:

• Young people have no job history and no specific job skills;
• The “youth” consists of a high proportion of the total population and the growth 

rate of this group are high which exacerbates the youth unemployment rate;
• Education systems do not prepare young people for meaningful employment; 

and
• Young people are generally not keen to readily accept manual jobs.

In Africa, youth unemployment is a growing problem, especially for young women. In 
Namibia, young women suffer higher unemployment rates than their counterpart males.  
Data in 1997 showed that the unemployment rate was 41.4 per cent for females against a 
32.9% rate for males.  The rate was 37 per cent for both combined sexes.  Similar data for 
South Africa showed an unemployment rate of 57.9 per cent for males compared to 53 
per cent for females. Urban unemployment, among the male youth in Zambia increased 
from 30 to 49 per cent from 1990 to 2000 and the corresponding figures for females were 
from 40 to 53 per cent. There are serious socio-economic consequences related to youth 
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unemployment including contribution to higher levels of poverty and an increase in the 
number of street youth, which significantly contributes to crime such as robbery and drug 
abuse, as well as to social exclusion.

To meet the challenges of employment and unemployment for young people, policies, 
strategies and programmes are required to ensure that:

• Educational reforms respond to the labour market needs in terms of skills;
• Technical and vocational training needs are knowledge based to reflect changing 

socio-economic situations;
• Information, Communication and Technology (ICT), applications are 

improved;
• Youth employment is an integral component of the Poverty Reduction Pro-

grammes;
• The specific education needs of girls who are historically disadvantaged com-

pared to boys is taken into account;
• There is the involvement of the youth in the formulation and implementation of 

programmes affecting the youth;
• HIV/AIDS, youth and unemployment are addressed holistically;
• The sharing of best experiences on employment creation opportunities for the 

youth are in line with activities of ILO, United Nations Secretariat, the World 
Bank and other relevant specialized agencies. 

In 1998, the South African Government announced a decision to set aside funds to create 
the Umsobomvu Youth Fund (UYF), as shown in Box 1.2.  The UYF was established in 
January 2001. The goal of UYF is to develop effective modes and approaches to youth and 
skills development that can be integrated into the functions of mainstream institutions 
and line ministries, thereby making youth development an integral part of socio-eco-
nomic development. A similar programme, the National Open Apprenticeship Scheme 
(NOAS), was introduced in 1987 in Nigeria as a means of linking education and training 
together and providing vocational education and training to unemployed youth in over 
100 occupations.

Activities to address employment issues of young people worldwide have been increased 
since the adoption by the UN General Assembly of the Millennium Declaration in Sep-
tember 2000 at the Millennium Summit.  In Resolution 55/2, Heads of State and Gov-
ernment resolved to “develop and implement strategies that give young people everywhere 
a real chance to find decent and productive work”.

Subsequently, as follow-up to the Millennium Summit, A High-level Panel of the Youth 
Employment Network, formulated recommendations in November 2001, focusing on 
employability; equal opportunities for young men and young women; entrepreneurship; 
and employment creation.  This led to a United Nations General Assembly resolution in 
December 2002 on promoting youth employment it focused on promoting youth em-
ployability, entrepreneurship, equal opportunities in favour of women, and employment 
creation. 
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Box 1.2: Highlights on the South African Umsobomvu Youth Fund 
(UYF)

• Umsobomvu is an Nguni word which means “arising dawn”.  It symbolizes the rising of 

new opportunities for South African young people;

• UYF is the single largest investment that the South African Government has made in sup-

port of the development of young people in the country;

• UYF is an outcome of the concerted struggles by young people for positive inputs into 

their development.  It is also an outcome of over 10 years of discussion, consultation and 

debate in the youth sector; 

• The role of the UYF is to make strategic investments that can facilitate opportunities for 

young people to: acquire skills, access job opportunities and/or create meaningful em-

ployment for themselves by creating viable small businesses. 

• The UFY is part of the overall National Human Resource Development Strategy by the 

government to create a skills base that can meet the challenges of a rapidly changing 

South African economy;

• In designing and conceptualizing the strategy, the UFY works with key partners and role 

players in the youth development and youth employment field.  This involves identifying 

and understanding the needs of young people and programme that work;

• The key to the UFY approach is to develop knowledge and experience base that will 

inform the nature of youth employment, training and policy, as well as to ensure a strong 

and effective programme that delivers services to the young;

• The goal of UYF is to develop effective modes and approaches to youth and skills de-

velopment which can be integrated into the way in which mainstream institutions and 

line ministries function, thereby making youth development an integral part of socio-eco-

nomic development;

• Based on an integrated model of youth development, all UYF programme have three 

fundamental elements that cut across all programme areas: life skills, academic/techni-

cal skills, and practical work experience;

• UYF has created partnerships with the National Youth Commission, South African Youth 

Council, key government ministries such as, Education, Labour Trade and Industry as 

well as civil society organizations that have strong connections to young people and their 

communities;

• The initial fund of the UYF was R1 billion.

Source:  Website: wwf.uyf.org.za
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3.7.4 Framework for addressing employment in Southern 
Africa

Resolving youth employment, general unemployment and poverty issues requires the de-
velopment of a strategic policy framework that puts employment issues at the centre of 
national socio-economic development plans and programmes.  SADC adopted an Em-
ployment and Labour Policy Document in 2003.  The policy document addresses the 
challenges of widespread poverty, unemployment and underemployment, and creating 
a conducive environment for labour productivity and employment opportunities.  The 
policy document sets the objectives and strategies, and also spells out a programme of 
action on employment and labour issues and institutional arrangements.  It also has an 
implementation time frame and a sequence of key strategies.

Efforts by the UN, ILO, World Bank, and other organizations on employment issues in 
particular should enable member States to improve the living conditions of their people.  
Further, development partners’ support through increased financial and technical assis-
tance in addressing employment is key to reducing poverty in Africa. 
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5 United Nations Economic Commission for Africa (ECA), Dakar/Ngor Declaration on 
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4Medium-term Outlook and 
Prospects for 2004

Global economic growth is expected to reach 3.5 per cent in 2005, and growth of 
world trade is expected to reach 7.5 per cent in 2004, up from 4.7 per cent in 

2003. This global economic recovery is being driven mainly by the United States but also 
by the rising weight of China in the world economy and its role in the present economic 
recovery is also evident. East Asia has maintained its strength accompanied by a turn 
around in Japan that has been stronger than anticipated. The increased trade is attribut-
able to import demand from developing countries. 

GDP growth in Africa is expected to accelerate to 4.5 per cent in 2004, compared with 
an estimate of 3.2 per cent in 2003. For the Southern African sub-region, overall GDP 
growth is forecast to be between 4 to 5 per cent in 2004. Growth is expected to resume 
in all countries, except Zimbabwe, where severe decline is expected to continue. Growth 
is expected to be based primarily on increased agricultural output and on manufacturing 
and distributive trades linked to the agricultural sector. 

A few countries in the sub-region will achieve high growth rates as a result of either suc-
cessful political and economic reforms (Mauritius, Mozambique) or increased oil output 
as a result of substantial investment in increasing production capacity (Angola). Substan-
tial South African private sector investment in infrastructure development and increased 
industrial capacity in minerals and metals processing for the export market will continue 
to underpin growth in Namibia, Mozambique and several other countries in Southern 
Africa.   The boom in prices for precious metals (including gold) is particularly important 
for several countries in southern Africa. Export opportunities are also expected to increase 
brought about by incentives provided by AGOA. Industrial and manufacturing output 
will also continue to increase in several countries as a result of lower inflation, increased 
consumer demand and higher investment, including FDI.

This projected growth is based on a number of domestic and external factors that will 
shape the sub-region’s economic performance.  The domestic factors that will influence 
performance are the capacity and political resolve for fostering economic policies condu-
cive to growth; weather conditions in the drought-affected countries; and the consolida-
tion of political stability. 

According to the Famine Early Warning Systems Network’s (FEWS NET) Southern Af-
rica Food Security Brief for December 2003—January 2004, seasonal rains have been 
below normal compared to the long-term average.  Furthermore, the SADC Regional 
Warning System Special Agormet Update for January 2004 reported a decrease in areas 
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planted throughout the region due to the dry conditions. In some areas, farmers had to 
replant, provided additional seed was available and affordable. The developing drought 
situation is increasing concerns of reduced crop yields and continued food insecurity for 
the 2004-2005 marketing season. However, even in countries where normal rainfall is 
expected, sustainable food security will only be realised if appropriate supportive produc-
tion strategies are adopted, such as the provision of agricultural inputs and credit facilities 
to farmers. 

The sub-region’s improved economic performance in 2004 also depends heavily on the 
anticipated recovery of external demand for African exports from industrial countries, 
particularly Europe and increased market access for agricultural export commodities of 
the sub-region. It is, however, anticipated that exports are expected to increase as the glob-
al economic environment is poised to pick up. Prices are expected to increase for almost 
all categories of export commodities strengthening export revenues and GDP growth in 
many countries. However, the strength of the current recovery in the global economy is 
still heavily dependent on the policy stimuli of low interest rates and expansionary fiscal 
measures.

The fulfilment of commitments made by the international community to support Afri-
ca’s social and economic development through increased official development assistance 
(ODA), debt relief, FDI and technical assistance in addressing poverty reduction pro-
grammes through the PRSPs will remain a key factor for poverty reduction and eradica-
tion in the sub-region.

 With respect to good governance, correcting the imbalances and inadequacies of political 
governance should continue to be pursued through an application of the Rule of Law. 
Countries emerging from conflicts should strive to complete their peace processes and 
embrace the principle of reconciliation and reunification. National awareness and training 
campaigns on human rights should also be encouraged.  Where democratic institutions 
are already in place, future orientations should be focused on capacity building of parlia-
mentary institutions so that they can be in a position to fulfill the legislative functions that 
have been devolved to them by the constitution.

The next section will show that prospects for private sector development in Southern Af-
rica abound and the potential for highly profitable foreign investment in the sub-region 
is enormous. Thus, over the past decade or so, most Southern African countries have lib-
eralized their investment regimes and introduced new legislation offering a wide range of 
guarantees and opportunities for private investors, both foreign and domestic. However, 
the challenge for policy-makers remains the ability to create a favourable business envi-
ronment conducive to increased private investment in general, and FDI, in particular.



PART II

The Challenges of Private Sector 
Development in Southern Africa
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1Introduction

1.1 Overview

The New Partnership for Africa’s Development (NEPAD) constitutes Africa’s cur-
rent socio-economic policy framework in the form of a pledge by African leaders, 

based on a common vision and shared conviction, that they have a pressing duty to eradi-
cate poverty and to place their countries, both individually and collectively, on a path of 
sustainable growth and development and active participation in the world economy and 
body politic.

Recent evidence on economic development indicates that an efficient private sector, in 
effective partnership with the public sector, has the potential to lift Africa out of poverty. 
Examples from developed western economies and the rapid growth of East Asian coun-
tries have ably demonstrated this. Moreover, sustainable economic growth grounded on 
entrepreneurship and a successful private sector is generally seen as key to poverty allevia-
tion. Thus, the Economic Commission for Africa (ECA) decided to adopt Private Sector 
Development as a main theme of the Economic Report on Africa, (ERA) 2003. This 
theme was also adapted by all ECA sub-regional offices (SROs) for their respective re-
ports on economic and social conditions for 2003. Also, during the 8th Intergovernmental 
Committee of Experts held in Lusaka in April 2002, it was recommended that the role of 
the private sector in economic development be analysed in a special study.

The private sector is generally conceptualized as a basic organizing principle for economic 
activity, where private ownership is an important factor, markets and competition drive 
production, and private initiative and risk-taking set economic activities in motion [Schul-
pen and Gibbon, 2001]. There has been a shift in development thinking from the 1960s 
and 1970s, when the State was regarded as the prime mover of economic developments, 
to the State and the private sector being regarded as critical partners in the development 
process. In the current viewpoint, the relationship between the State and the private sec-
tor is seen as a partnership that should concentrate on creating a conducive environment 
for market and economic forces. The focus of the State should be on the promotion of 
an effective legal and regulatory framework, social and economic infrastructure, public 
services and essential services to the poor. The role of the market and the private sector is 
to produce and distribute goods and services efficiently. 
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The general consensus today is that the State is structurally handicapped, and has little 
capital to enable it to be efficient under market conditions. The actual shift in develop-
ment strategies has been aided by the structural adjustment conditionalities of the World 
Bank and IMF, and the current emphasis is on private sector development coupled with 
a global convergence towards political and economic liberalization. All countries in the 
Southern African sub-region have embraced democracy and market forces as the twin 
foundations of the new political economy and the foundation of this new political eco-
nomic system is the private sector.

Private sector output, except for Mauritius, South Africa and Zimbabwe, remains low, 
which is essentially a reflection of economic underdevelopment; As a result, the private 
sector remains in its infancy in Southern Africa in comparison to other parts of the world. 
There is, however, substantial scope for increased private sector development through the 
expansion of existing enterprises, and through the establishment of entirely new ones. The 
challenge is for national governments and sub-regional umbrella organizations to focus on 
the development of policies and strategies for rapid development of the private sector with 
a view to solving the major socio-economic problems, such as high levels of poverty.

Africa has been perceived as a region troubled with political and civil conflicts. Thus, the 
primary policy challenge for the sub-region is to develop a new image of political stabil-
ity. However, with the signing of national peace accords in Angola, Southern African 
countries are steadily moving towards the consolidation of constitutions that will further 
institutionalize democratic principles and practices. These developments will help to con-
solidate political stability in the sub-region so that governments are able to give more 
attention to legal and regulatory issues.

In view of severe domestic resource constraints, the sub-region needs to attract substantial 
FDI as a principal source of fresh investments and technology transfer. This is, in addi-
tion to stimulating local investments. Governments need to provide a legal and regula-
tory framework, and macroeconomic systems that address the concerns of both types of 
investors, foreign and domestic. With increased globalization, the competition for FDI is 
severe. Africa is receiving the lowest share of FDI in the world. In this regard, and in the 
context of institutional development, some countries in the sub-region have established 
Investment Promotion Agencies (IPAs) tasked with the responsibility of addressing regu-
latory matters and also of developing a number of policies to address the special concerns 
of foreign investors.

Small and medium enterprises (SMEs) play a significantly productive role in the econo-
mies of the sub-region. However, the biggest challenge is the lack of reliable statistics on 
SMEs and the informal sector at large. Ironically, because of poor statistics, there has not 
been adequate appreciation of the important roles SMEs play in the development of an 
economy. Generally, SMEs in Southern Africa have not been accorded the kind of policy 
priority they enjoy in many developed economies. 

Fiscal and monetary policies need to be investor-friendly and also promote macroeco-
nomic stability. The tax regime should also be such that the investor can make a worth-
while profit. The sub-region is succeeding in developing investor-friendly fiscal and mon-



55Introduction

etary policies. However, the financial systems in many of the countries in the sub-region, 
except for South Africa, remain under developed and not conducive enough to support 
growing private sector participation effectively. The sub-region needs to create competi-
tive financial systems that can stimulate and sustain high growth.

Another critical area for the development of the private sector is innovation. Most large 
companies in the sub-region are subsidiaries of transnational corporations (TNCs) and 
generally research and development (R & D) takes place at Western located R & D cen-
tres of the parent companies. Local subsidiaries remain mere recipients of new technolo-
gies because the high cost of R & D is prohibitive to most countries in the sub-region. 

To date, the limited resources available for R & D in Southern Africa have been devoted 
to addressing the critical challenges of sub-regional, national and household food security. 
Apart from agriculture related R & D, the scope in other areas is severely limited by re-
source constraints. In spite of limited capacity for R & D, all countries in the sub-region 
must recognize the importance of innovation to their socio-economic development, and 
must put in place policies to develop a national culture of innovation. The basic policy is 
to have a literate society, and then encourage a science and technology content in higher 
levels of education. Basic literacy and general education should not be seen as mere social 
services, but also as an investment in human capital.

To sustain investments there must be access to markets. Most countries in the sub-region 
are members of the WTO and are also signatories to other international trade agreements. 
Furthermore, all countries within the sub-region belong to one or both of the major sub-
regional groupings i.e. COMESA, SADC and SACU. The sub-regional market should be 
the initial target for investment due to the comparative advantages in transportation costs. 
One significant constraint on the domestic markets in the sub-region is the severe income 
and wage inequalities. Therefore Southern African countries must develop realistic labour 
policies to promote equitable income distribution and raise labour productivity which 
will, in turn, help stimulate domestic markets and investment.

1.2 Objective and Scope of the Study
The objective of this study is to analyse the challenges and opportunities for private sector 
development and policy implications for Southern Africa. The study examines the policy 
and institutional framework, and identifies a number of best practices within the sub-
region that can assist member States to develop strategies for enhancing the role of the 
private sector role in socio-economic development. The primary focus of the study is FDI, 
local innovation, SME development, market access, policy and institutional mechanisms, 
and the way forward for Southern African countries. While the focus of the study is on 
Southern African economies, the study has drawn on good practices and models from 
other sub-regions and countries, broadening the perspectives from which policy chal-
lenges and options can be drawn for the Southern African context.
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1.3 Methodology
This study was mainly based on desk research at the ECA-SA sub-regional office in Lu-
saka, and relied on secondary data from various sources. Library sources included the Uni-
versity of Zambia, COMESA, ECA-SA, World Bank, and the British Council. Internet 
sources included the ECA-SA website, and the official websites of member States, World 
Bank, ADB, UNCTAD, and other specialized sources. Country case studies and data 
were also received from Namibia, Malawi, Mauritius, Mozambique and Zimbabwe. 

In addition to secondary data, modest field investigations were conducted in Zambia, 
which entailed discussions with a number of public sector agencies, and business associa-
tions. The study also benefited from the observations and discussions of two sub-regional 
workshops held in Lusaka in November 2003, i.e. the COMESA workshop on Com-
mon Investment Areas; and the ECA Eastern and Southern Africa sub-regional workshop 
preparatory to the Fourth African Development Forum (ADF IV) on “Governance for a 
Progressing Africa”. The study also benefited from a third workshop organized by the De-
velopment Bank of Southern Africa in March 2004, to review the first draft of the study. 
Recommendations for the section on ‘The Way Forward’ were received from the 10th ICE, 
which took place in Lusaka, Zambia in May 2004.  The meeting devoted a special session 
to Private Sector Development in Southern Africa. 
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2The Current Status of 
Private Sector Development 
In Southern Africa

In the 1960s and 1970s, many African countries adopted socialist policies that entailed 
the nationalization of major private sector enterprises. Among the Southern African 

countries that were independent before 1980, Angola, Mozambique and Zambia created 
mainly parastatals as the engine of economic activities, whilst Botswana, and to a lesser 
extent Malawi, maintained an inherited policy of private sector-led economic activity. 
By the time Zimbabwe became independent in 1980, the policy of nationalization was 
already a subject of serious public debate and review in Southern Africa. During this 
period, the global momentum towards privatization was gaining strength and Asia and 
Latin America were already moving away from a strong government role in the productive 
sector.  Thus, Zimbabwe, Namibia and South Africa, all liberated after 1980, did not take 
the nationalization route although they created a few parastatals for social and economic 
service delivery.

The global momentum of privatization gained impetus in 1991 when Russia, the inter-
national leader of socialist policies, adopted radical measures for a vigorous privatization 
programme. In the Southern African sub-region, the real challenge for extensive privatiza-
tion was limited to Angola, Mozambique and Zambia, where parastatals had dominated 
the industrial and commercial landscape. However, these three countries followed dif-
ferent approaches to privatization. In Zambia, open tendering was encouraged and as a 
result most enterprises ended up being bought by foreigners. In contrast, in Angola and 
Mozambique, privatization was used as a means to empower citizens economically.

In Angola, large State monopoly companies were broken up to avoid replacement of State 
monopolies with private monopolies and to enable Angolan entrepreneurs with limited 
financial and organizational resources to participate in the privatization process. By 1996, 
275 state-owned enterprises had been broken up into 850 privately owned smaller enter-
prises. The efficiency advantages of privatization in Angola have been demonstrated by a 
privatized cement factory that tripled its production within a short period of being under 
private sector control. The Angolan strategy of encouraging local entrepreneurial partici-
pation is also very significant for the reinvestment policies of private enterprises. 

In the last decade of the last century, Angola, Mozambique and Zambia have all made 
tremendous progress in transferring public enterprises to private ownership (see Appendix 
Table A.7) and as a result, the Southern African sub-region as a whole entered the 21st 
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century as a bloc of private sector-dominated economies. The policy challenge for the sub-
region is how to enhance the impact of the private sector on socio-economic development 
and how to stimulate the private sector to address the market failures and distortions that 
often justify the selective role of public enterprises in economic activities. 

Due to the relatively poor transport and communications infrastructure in rural areas, 
private sector activities tend to concentrate in urban areas. However, state-owned banks 
in Tanzania, Mozambique and Zambia have succeeded in expanding financial services to 
rural areas that would have otherwise remained unattractive to private banks and financial 
institutions. Controlling the banking sector was at the centre of the financial development 
strategy that stimulated and sustained Korea’s rapid industrialization programme of the 
1970s and 1980s. Similarly, public enterprises in the 1970s and 1980s spread industrial 
establishments in rural areas of Zambia and were instrumental in stimulating agricultural 
activities and general socio-economic development in the rural areas of Zambia. 

2.1 The Structure of Southern African Economies
The structure of an economy in terms of the relative share of public sector and private 
sector in employment, investment, and access to credit, has some bearing on economic 
prospects. Similarly, within the private sector, the relative share of local entrepreneurs and 
foreign investors can have a bearing on economic growth prospects because foreign inves-
tors, especially TNCs, are more likely than their local counterparts to look at the global 
market for reinvestment of profits.

Structural shifts in employment from the public to the private sector have been associated 
with greater economic growth and reduced inflation pressure. As elabourated by Johnston 
(1975) and Bacon and Eltis (1975), the private sector produces goods and services for 
the market, while the public sector produces free services that mainly go to consumption 
rather than enhancing production. Parastatals producing for the market are generally as-
sociated with inefficiency. The privatization efforts in the sub-region can be associated 
with greater structural momentum for economic growth. In Zimbabwe, the public sector 
accounts for 30% of the 1,200,000 persons in active employment. In spite of the rela-
tively modest numbers of parastatals, there has been public pressure on the Zimbabwean 
Government to privatize its parastatals.

A major structural issue of concern in the sub-region is the ownership of enterprises. 
Except for South Africa and Zimbabwe where local ownership is quite significant, most 
economies in the sub-region are dominated by TNCs. A World Bank 1999 survey of 
industrial enterprises in a number of SSA countries, excluding South Africa, found that 
only 12.3% of all enterprises with more than 100 employees were owned by indigenous 
African groups [Schulpen & Gibbon 2001]. In no country did Africans account for more 
than 36.4 % ownership of large industrial firms. In Kenya, African ownership of large 
industrial firms was a mere 3.6%. Moreover, non-African-owned larger enterprises are 
usually dependent on expatriate managers and technical workers. This general ownership 
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structure in the sub-region is not conducive for vigorous local reinvestment of profits or 
long-term socio-political stability. Ownership and management structures cannot con-
tinue to exclude the indigenous majority from mainstream economic activities.

Some countries have developed policies and programmes aimed at promoting a greater role 
for indigenous people in ownership and management of mainstream economic activities. 
For example, in Angola, the Government has used its privatization programme to transfer 
ownership of many enterprises to Angolans. In South Africa, the Government has taken 
steps to facilitate indigenous South Africans to participate in ownership and management 
of some major enterprises, whilst at the same time making efforts to empower them for a 
greater role in economic activities. In Zimbabwe, strategies have been developed to indi-
genize companies. These strategies focus on removing constraints that hinder indigenous 
people, such as poor access to and high cost of finance, inadequate management and 
entrepreneurial skills, lack of access to land, hostile regulatory frameworks, poor access 
to appropriate technology, and lack of access to essential infrastructure. Botswana has 
established the Citizen Entrepreneurial Development Agency (CEDA), which provides 
services to empower local people to participate more effectively in economic activities. 

The general picture of the economic structure is one in which the productive sector and 
commercial services are run mainly by the private sector, while the government role re-
mains in what are considered strategic sectors such as infrastructure and social services 
provision. In most of the countries in the sub-region, the agriculture, manufacturing and 
commercial sectors are run mainly by private sector institutions. The mining sector in 
Angola, Botswana, South Africa, Zambia and Zimbabwe is also, for the most part, run by 
private sector institutions. Banking and insurance remain sectors wherein state-owned en-
terprises operate side by side with private sector institutions, particularly in Mozambique 
and Zambia. Similarly, both State and private sector institutions manage the oil industry 
in Angola.

2.2 Private Sector Participation in Infrastructure 
and Social Services
Economic and social infrastructure and services include public goods that are freely ac-
cessed by everybody, as well as those that may be amenable to individual cost burden. The 
global practice is for governments to assume primary responsibility for infrastructure that 
is freely accessible such as roads, as well as basic social services such as drinking water. 
These public provisions are premised on overall State responsibility for basic infrastructure 
and services that sustain normal socio-economic activities and that promote sustainable 
development. These particular sectors cannot be left entirely to market forces due to the 
profit motive and market selectivity that create distortions to the provision of “free” infra-
structure and services. 

Most governments in the Southern African sub-region have assumed primary responsi-
bility for infrastructure and social services.  But due to the financial demands on these 
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sectors, Southern African governments are also recognizing the increasing opportunity for 
private sector participation. The policy challenge is to encourage active participation of 
the private sector in ways that complement and supplement State provisions.

2.2. 1Infrastructure

In the past, infrastructure was generally viewed as a strategic sector best managed by 
government monopolies. However this perception has changed and there is growing re-
alization that some infrastructural services are best provided by, or in partnership with, 
the private sector. Moreover, the growing perception of the private sector and the State 
as partners in development has widened the prospects for private sector involvement in 
infrastructural services. There are a number of reform measures in the sub-region ranging 
from internal restructuring and commercialization, to divestiture and new private sector 
investments. Private sector participation, for example, is growing rapidly in telecommu-
nications, information technology (IT), and air transport sectors, but has been slow in 
power sectors and in municipal water, sewage and solid waste disposal systems. In Zim-
babwe, the Government has encouraged the ‘build operate transfer’ (BOT) programmes 
which have assisted with road and bridge construction. Mining companies through these 
programmes have also established a number of health centres. These reforms partly reflect 
the advent of democratic and more transparent governance, and a more active and asser-
tive civil society but also the growing internal pressure from donor conditionalities relat-
ing to the efficient management or divestiture of some parastatals.

2.2.1.1 Telecommunications and Information Technology 

Generally in the Southern African sub-region, the telecommunications and IT sectors 
are viewed as strategic sectors whereby government participation is vital. However, many 
Southern African governments have also recognized the need for advanced technology for 
which private capital is readily available. The recent trend therefore has been to attract pri-
vate sector participation to the sector whilst maintaining a strategic governmental role. 

One of the main challenges for Southern Africa is the large demand gap. Telephone direct 
exchange lines per 100 people range from 0.58 for Angola to 3.36 for Botswana, and 9.57 
for South Africa as compared to 10.49 for the world, and 35.36 for Europe (Simuyemba, 
2000).  The role of the private sector is inevitable if the demand gap is to be met, but 
many governments want to achieve this without losing control. South Africa’s Telkom, 
for example, acquired a strategic equity partner by ceding 30% shares. However, for most 
countries in the sub-region, the cellular market has provided a door for private sector 
participation in the telephone business, and the competition with government telephone 
providers is proving to be effective. 

Internet access has also spread rapidly, though it is confined to main cities only. In 1996, 
only 16 countries out of 52 in Africa had access to Internet, but today nearly all countries 
have access. For the Southern African sub-region (with the exception of Mozambique, 



61The Current Status of Private Sector Development In Southern Africa

South Africa and Zambia), Internet access is largely provided by public telecommunica-
tions operators. The Internet and related service provision provides a good opportunity 
for private sector participation, particularly for SMEs.

2.2.1.2 Energy

The Southern African sub-region has a hydro potential of 37 000 MW of which only 20% 
is being exploited. South Africa has the highest percentage of its population with access to 
electricity at 45%; while access in other Southern African countries remains low - Zim-
babwe (16%), Swaziland (8.5%), Zambia (7.5%), Botswana (3%), Mozambique (2.7%), 
Malawi (2.5%) and Lesotho (2%). 

Despite the demand and potential supply, there is little private sector involvement in the 
electricity sector. The generation, transmission and distribution are still, for the most part, 
managed by government-owned utilities which operate as statutory bodies. However, there 
are reforms in progress that are aiming at encouraging independent power producers and 
private sector participation in transmission and distribution. The first major privatization 
in the energy sector in the sub-region was the sale of the Copperbelt Power Company now 
known as Copperbelt Energy Corporation. The other independent power producer is the 
Hydro Cabora Bassa, which controls Mozambique’s Cabora Bassa Complex.

2.2.1.3 Transport

The road network in the sub-region is generally well interconnected and the private sec-
tor is playing a key role in maintenance. The road passenger transport sector has the 
most visible private sector participation. In Botswana, Lesotho, Swaziland, South Africa 
and Zambia, the passenger transport industry is fully liberalized with little government 
involvement. In Angola, Malawi, Mozambique, Namibia and Zimbabwe there is some 
government involvement, but the private sector remains a strong player. 

While the road passenger industry illustrates what the private sector can do, it also offers 
some lessons. Liberalization without adequate regulation can lead to over-capacity, poor 
financial returns, cutthroat or even dangerous competition (such as taxi wars in South 
Africa), and the concentration of services in a few congested areas. Without incentives, 
private operators tend to concentrate their businesses in urban areas to the neglect of rural 
areas. There is need, therefore, for effective regulations to nurture the steady growth of the 
sector. On the other hand, the road freight market, though mainly run by small owner/
operator fleets, is somehow self-regulating due to the high entry costs. 

The railway network is fairly extensive. The regional interconnected rail is 33,593 kilo-
metres long, of which about 62% is in South Africa. However, the majority of national 
railways in the sub-region, with the notable exception of South Africa, Botswana and 
Swaziland, are loss making and are not responsive to market forces. All railways in the 
sub-region are nationally owned.  Some governments are introducing reforms to improve 
services and revenues and most national railways are being processed for concessioning.
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Airports are run by government in most countries, except in Mozambique, South Africa and 
Zambia, where autonomous airport companies have been established. In 1997, the South 
African Airport Company sold 20% of its equity to a strategic partner, Aeroporti di Roma. 
Other countries are moving towards autonomous entities for running airports. Zambia liq-
uidated its national airline in 1994. Botswana, Mozambique, South Africa and Zimbabwe 
have opted for private sector strategic partners, rather than privatization. In addition to the 
national airlines, there are a number of private sector carriers in the sub-region.

Box 2.1: Private sector and transport infrastructure

The contribution of the private sector to regional integration is particularly important in regional 

infrastructure development. An example is the Maputo Corridor N4 Toll Road connecting Mozam-

bique and South Africa. The South African Minister of Transport awarded Trans African Conces-

sions a 30-year contract to design, construct, and operate the N4 Toll Road on May 1997. This 

440-kilometre road links Witbank in South Africa to the port of Maputo in Mozambique. It is part of 

the larger and more ambitious Maputo Development Corridor, which aims to link Gauteng in South 

Africa to Maputo. The concession contract involved the rehabilitation of existing road sections and 

the construction of a new 36-kilometre section in Mozambique.

The general principle of Development Corridors is to treat national and regional areas 
with strategic transport routes (for example, from maritime ports to hinterlands) as special 
economic corridors for activities in agriculture, commerce, tourism and other industries. 
Development Corridors therefore serve as growth points and as areas for a broad spectrum 
of private sector activities. The Maputo Development Corridor, which links Mozambique 
to South Africa, is a good example of this and is also a good example of a public-private 
partnership. Another corridor under development is the one linking Mozambique, Ma-
lawi and Zambia.

The overall picture in Southern Africa is one of steady growth in private sector participa-
tion in infrastructure services. The challenge for governments in the sub-region is to im-
prove the regulatory framework and to enhance transparency to sustain fair competition 
among private sector players. 

2.2.3. Social services

The primary responsibility for the provision of basic social services i.e. education, health 
care and water has generally been associated with the State. Therefore, in most Southern 
African countries, governments play a leading role in the provision of education and 
medical services, especially to economically weak communities. The provision of water in 
urban areas generally remains the responsibility of local authorities. Public investment in 
education and medical care is today seen not as mere consumption expenditure on social 
services, but is recognized as strategic economic investment in human capital develop-
ment. Thus, current strategies on poverty reduction include enhanced public expenditure 
on education, medical services, and social services.
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As part of social responsibility programmes, and in order to ensure efficient supply of ba-
sic social services to sustain the effectiveness of their workforces, some large private sector 
institutions have been providing education and training, medical care, and water supply 
services to their staff and family members. These programmes, as well as the provision of 
residential establishments, are quite common for major mining companies and planta-
tions in Southern Africa. However, the high-and middle-income classes constitute a grow-
ing market for profit-oriented private provisions of social services, which are normally of 
competitive quality.

Another source of social service provision that emerged in Zambia during the privatiza-
tion and commercialization period of the 1990s is the Trusts. Some of the medical centres, 
schools and training institutions run by the parastatals (including mines) were converted 
into public or community Trusts by transferring the infrastructure and available capital 
stock to newly created Trusts that operate these institutions on a semi-commercial basis to 
generate operational resources. 

The trust institutions generally have very competitive facilities and high calibre staff and 
tend to cater for those with above-average income. The Trusts are generally also capable of 
raising adequate operational resources for effective and efficient management; but if they 
were to factor-in capital equipment replacement costs, the fees would be prohibitive. The 
policy challenge is for government to continue to support these institutions with capital 
budgets.  There is also need to consider other options to minimize donor dependence.

2.2.3.1 Water and sanitation

There is little private sector involvement in the provision of water and sanitation through-
out the sub-region. Water distribution and sewerage management generally remain the 
responsibility of local authorities and in most low-income residential areas is highly subsi-
dized due to high levels of poverty which means that consumers cannot meet the market 
cost. Water has generally been viewed as a basic necessity to be accessed by everybody 
regardless of their income status. Therefore, private sector involvement in water distribu-
tion to low-income residential areas may not be feasible considering the extremely low 
incomes, because water distribution is costly. However, there may be scope for selective 
private sector involvement in water distribution to affluent residential areas or industrial 
areas that can afford market prices.

The Zambian Government has created independent water and sewerage companies that 
operate under the management of local authorities. The companies operate according to 
commercial principles, but have heavy subsidies for water supplies to low-income residen-
tial areas. Similarly, South Africa’s Mpumalanga Province has contracted a private com-
pany to operate its water and sewerage services. The service has been in operation for over 
30 years and could set a new model for municipalities in Southern Africa and elsewhere. 

An important example of private sector participation in the water sector is the Lesotho 
Highlands Water Project. The Project is aimed at transferring water from Maluti Moun-
tains in Lesotho to South Africa’s industrial heartland, Gauteng, to meet the growing 
industrial and domestic demand. The client is a private company, Rand Water of South 
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Africa and the total cost of the project is $8 billion. The size and impact of the project has 
therefore necessitated the joint involvement of Government and private sector. Namibia’s 
first Build, Operate and Transfer (BOT) project will involve the construction of a water 
desalination plant for Namibia’s second largest city, Walvis Bay. The need for this project 
is to ensure there is an adequate supply of water for increasing demands for the new indus-
tries in the Export Processing Zone (EPZ) and the expanding traditional fish industry.

2.2.3.2 Education

Most universities in the Southern African sub-region are for, the most part, State owned. 
For example, the universities in Namibia and Zambia are entirely State owned. In Zimba-
bwe, of the seven universities in operation, three are privately owned. In Malawi, a faith-
based university has been established to supplement government university provisions, 
while Mozambique has both State and private universities. While in Namibia the role 
of the private sector and churches is confined to primary and secondary education, the 
churches and the private sector are playing an increasingly significant role in vocational 
training and teacher training notably in Malawi, Zambia, Zimbabwe, and South Africa. 

The general policy today reflects the realization that the heavy demand for education 
services cannot be met by the State alone. For example, Zambia’s socialist policies during 
the 1970s have been reversed and missionary schools have now been handed back to the 
missionaries for management. Namibia currently has 74 private schools of which 54 are 
primary, 14 are secondary, and 18 are combined primary-secondary schools. Only 48 of 
these schools are now receiving government support in the form of appointed teachers 
and/or materials or some other subsidy.  

A detailed study of faith-based schools in Malawi has revealed a need for systematic finan-
cial support for non-government institutions such as faith-based organizations (FBOs) 
(MIM-IPRAD, 2003). Of the 4000 primary schools estimated to be operating in Malawi 
in 2002, 67% belong to FBOs. However, while FBOs have a large responsibility in the 
delivery of educational services, they face serious resource constraints and sometimes seri-
ous institutional challenges that undermine education quality.1 Furthermore, government 
grants do not always flow on time, which also undermines the quality of administra-
tion.  In this regard and in line with South Africa‘s strong policy on education, the post-
apartheid government has developed a policy of financial support to all non-government 
schools. Given the importance of FBOs in the provision of educational services, common 
practice and greater financial commitment of grant-aided provisions to these institutions 
are needed. 

2.2.3.3 Health care

Health care services in the Southern African sub-region are for the most part run by the 
State because, due to high levels of poverty, many people are simply not able to pay the 
market price for health services. In some countries such as Botswana and Zambia, patients 
contribute modest fees towards the cost of medical care. FBOs have also played an active 
role in the provision of medical services, especially in the rural areas of Southern Africa. 
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The private sector is also establishing a niche in health care services especially in urban 
areas where the middle classes are able to find better services run by the private sector than 
the poorer-quality government medical facilities.

In Namibia, the provision of health services is divided among the three main providers 
as follows: Government (70-75%), missions (5-20%) and the private sector (5%). The 
mission hospitals are non-profit and are mostly established in rural areas where they target 
low-income people, and are 100% subsidized by Government. The profit-oriented medi-
cal provisions are mainly urban based, and cater for high-income people who may not be 
in need of government subsidies to access health services. During the 1970s, the Zam-
bian Government actively discouraged private ownership of hospitals. However, since the 
1990s, there has been a change of policy and the result has been significant developments 
in private sector participation in health care services. A number of private health medical 
facilities have been established. 

Table 2.1: Health Institutions by Type, Size and Ownership in Zambia 
(2002)

Facility
No of
Units

Total Number of Number of Facilities Owned by

Beds Cots Govt Private Missions Total

3rd Level 5 3,802 452 5 6 5

2nd Level 18 5,133 988 12 18

1st Level 74 6,795 1,166 36 17 21 74

Health 
Centers

Rural 973 8,077 570 889 23 61 973

Urban 237 1,632 325 163 74 237

Health Posts 20 19 1 20

Total 1,327 25,439 3,501 1,124 115 88 1,327

Source: Zambia Central Board of Health “Health Institutions in Zambia: Listing of Health Facilities” 2002

Notes
1st Level facilities are referral hospitals.
2nd Level facilities are hospitals with wide range of services.
3rd Level facilities are hospitals with selective facilities.

Table 2.1 shows the distribution of Zambia’s health institutions by type and ownership. 
Most of the 115 private sector owned facilities have only been established since the 1990s. 
The significant growth of healthcare private sector provisions during the difficult econom-
ic circumstances of the 1990s and early 2000s is probably a positive indicator of the op-
portunities for a private sector role in health care services. In countries such as Botswana, 
Malawi, South Africa and Zimbabwe, where private sector participation in health care 
services has never been discouraged, private provisions of health care services are more 
pronounced than in Zambia. 

It is important to note that although statistics are not available, casual observations in 
the sub-region indicate the dominance of traditional health services in the private sector 
provisions. Therefore, if traditional health care services are included in the overall statis-
tics, the private sector provision of health services would be dominant over and above the 
public provision of health services in the sub-region. In Zambia, efforts are being made to 
register and regulate traditional health practitioners and to involve them in major health 
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care such as the national HIV/AIDS programme. Such efforts should be encouraged as 
they help to promote ethical and professional standards in the health sector.

Endnote
1 For instance in one Catholic Diocese, the Education Coordinator works without sup-
port staff and is responsible for coordinating and monitoring standards in 210 primary 
schools. His budget is MK80,000 per annum inclusive of his salary, fuel and stationery 
expenses.



67

3The Role Of Foreign Direct 
Investment In Private Sector 
Development

A frica’s current domestic savings mobilization capacity is too low to play a major 
catalytic role in investment. To meet the MDG of reducing poverty by half by 

the year 2015, SSA’s GDP needs to grow at an annual average rate of 7%. Taking this 
growth rate in to account and domestic savings, trends in ODA flows, and required in-
vestments as percentage of GDP, ECA has calculated the development finance gaps in 
Africa as shown in Table 3.1.

Table 3.1: Development Finance Requirements for Private Sector 
Development

Africa
Region

Required 
GDP 

Growth 
Rate (%)

ICOR*
Domestic 
Savings 
Rate (%)

Required 
Investment/

GDP rate (%)

Required 
External 
Finance

(% of GDP)

Current 
ODA 

Flows
(% of 
GDP)

Residual 
Finance 

(% of 
GDP)

North 5.60 3.8 15.9 21.3 5.4 3.8 1.6

West 7.61 4.8 7.8 36.5 28.7 13.5** 15.2

Central 6.70 7.3 15.0 48.9 33.9 7.3 26.6

East 8.12 5.6 7.7 45.5 37.8 15.6 22.2

Southern 6.20 6.1 19.6 37.8 18.2 11.8*** 6.4

Total/Ave 6.79 5.0 14.9 33.0 18.1 8.9 9.2

(SSA) (7.16) (5.8) (14.2) (40.4) (26.2) (12.3) (13.9)

Source: ECA “Economic Report on Africa 1999” Addis Ababa, 1999.
*ICOR: incremental capital-output ratio.  **Excluding Nigeria.  ***Excluding South Africa.

In the Southern African sub-region, the required investment/GDP rate is 37.8% of which 
19.6% can be met by domestic savings and 11.8% by ODA flows, leaving a development 
finance gap of 6.4% of GDP. However when the declining trend in ODA is considered, 
the actual resource gap in the next decade could be more than 6.4%.

Table 3.2 shows the sub-region’s national savings as a percentage of GDP. Angola, Malawi, 
Mozambique and Zambia had negative savings for most of the period and the remaining 
countries, which had positive savings, fall far below the 37.8% required investment rate 
for effectively tackling poverty. The low levels of domestic savings are both symptoms and 
causes of underdevelopment.
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These figures reflect a combination of factors that include low incomes, low productiv-
ity, and a weak savings culture. Moreover, the financial systems are generally too weak 
to facilitate effective intermediation of small savings into investible resources.  With the 
exception of the Johannesburg Stock Exchange (JSE), the local capital markets are gener-
ally too underdeveloped to be major sources of capital mobilization, especially for fresh 
investments.

Country 1980 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

Angola - - -2.5 -4.4 -24.6 -16.8 -46.0 17.7 -14.6 -39.6 -24.1 -0.3

Botswana 36.3 43.9 40.7 45.0 35.5 39.3 44.4 44.4 27.9 12.3 21.1

Lesotho -11.4 1.2 15.1 20.9 27.2 20.5 23.5 29.2 17.8 19.7 23.7

Malawi 6.6 10.6 -0.7 -1.5 -5.0 -4.0 0.3 -1.5 1.9 -1.8 -0.6

Mauritius 13.1 28.1 29.1 27.5 25.7 25.3 25.9 26.9 26.9 24.3 23.4

Mozambique -9.9 -17.5 -26.6 -30.9 -22.8 -9.6 -7.7 -4.3 1.6 1.3 18.5

Namibia 33.8 28.9 29.9 26.6 31.2 32.0 29.7 25.3 30.9 27.9 29.3

South Africa 27.3 13.8 13.5 15.1 15.6 16.8 15.6 14.5 13.8 14.2 14.7

Swaziland 20.9 24.9 20.7 17.1 16.0 16.8 14.8 21.2 14.9 17.1 9.5

Zambia 9.3 -4.2 -10.6 0.7 -0.2 4.6 -1.5 3.7 -3.6 -6.5 -1.7

Zimbabwe 12.4 13.8 11.3 20.6 21.7 16.8 18.0 9.1 12.6 14.0 11.2

Table 3.2 Gross National Savings (% of GDP)

Source:  World Bank “African Development Indicators 2002”, Washington, D.C.

In light of this, the Southern African sub-region and Africa as a whole need FDI as a prin-
cipal source of investment resources. However, with increasing globalization, the global 
competition for FDI is quite intense with the recent economic liberalization of China, 
Russia and Eastern Europe, which has driven global competition for FDI to new heights. 
For instance, China whose FDI inflows were only $57 million in 1980 and $3 billion in 
1990, has risen since 1993 from $28 billion to $53 billion in 2002, which is 5 times the 
total FDI flowing to the whole of Africa in 2002.

Table 3.4 shows inflows by host region and economy and shows that for a second consecu-
tive year, the total world FDI inflows declined by 20% to $651 billion, which is the lowest 
level since 1998. The main cause for the decline was slow economic growth in most parts 
of the world. For the Africa region, the 2002 FDI inflows declined from a high of $19 
billion in 2001 to $11 billion, close to 1997 figures.
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Table 3.3: Relative Shares of FDI and LDI in Mozambique

Year
Number of Projects Submitted Value of investment ($US millions)

FDI * LDI** FDI LDI Total
1993 27 27 18.0 7.5 71.1

1994 72 116 91.2 63.3 446.5

1995 55 150 50.4 52.5 279.0

1996 112 239 86.6 54.6 519.0

1997 91 152 695.3 60.4 1 754.3

1998 110 153 157.7 89.9 837.8

1999 125 183 121.9 150.7 762.3

Total 592 1 020 1 221.4 434.3 4 675.4

Source: FIAS and USAID “Mozambique: Continuing to Remove Administrative Barriers to Investment” 2001
*FDI: Foreign Direct Investment
**LDI: Local Direct Investment

A major concern to Africa is the low share of FDI flowing to Africa compared to the high 
inflows of Asia and Latin America. Asia’s inflows rose steadily from $78 billion in 1995 to 
$142 billion in 2000, while that of Latin America rose from $31 billion in 1995 to $108 
billion in 1999 before falling to $95 billion in 2000.  Africa’s inflows of $5 billion in 1995 
represented 6% and 16.7% of inflows into Asia and Latin America respectively, rose to 
$12 billion in 1999 before falling to $8 billion in 2000 representing 5.6% and 8.4% of 
inflows to Asia and Latin America respectively in 2000.

Within the Southern Africa sub-region the two economies of South Africa and Angola 
represent the largest percentage of total FDI. The dominant sectors for FDI are oil in An-
gola and mining in South Africa. Mozambique leads the smaller economies in the sub-re-
gion. The significance of FDI flows to the sub-region is demonstrated by Table 3.3, which 
shows the relative shares of FDI and local direct investment (LDI) for Mozambique. 
While FDI projects were 58% of LDI, the cumulative FDI value of investment was three 
times that of LDI for the period 1993-1999.

3.1 Economic Considerations of the Investors
In addition to policy and institutional environment issues, a potential investor takes into 
account the economic factors that will have a bearing on the viability and profitability of 
the company. The principal economic determinants of FDI by TNC commercial motives 
fall in three broad categories:

a) Market seeking 
- Market size and per capita income
- Market growth prospects
- Access to regional and global markets
- Country-specific consumer preferences
- Structure of the market
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b) Resource/Asset seeking
- Raw materials 
- Low-cost unskilled labour
- Skilled labour
- Technological, innovating and other assets e.g. brand names
- Physical infrastructure e.g. roads, ports, power, telecommunications

c) Efficiency seeking
- Labour productivity and costs
- Other inputs costs, e.g. transport and intermediate inputs
- Membership of regional grouping conducive to the establishment of a regional 

corporate network

The primary and dominant profit motive of investors is market size. Technological limita-
tions and standards provide for minimum economic plants for various industrial activi-
ties. Since average production costs tend to fall as production rises, the profit motive will 
favour large-scale operations subject only to financing capabilities. Usually the minimum 
economic size plant requires a market size bigger than the domestic markets that are avail-
able in most African countries. However, with low per capita incomes and low productiv-
ity in Africa, even market growth prospects are limited.

At present, only South Africa and Angola have domestic market sizes large enough to at-
tract major industrial investments and this has been a major factor in South Africa’s domi-
nation of FDI flows into the rest of the sub-region, plus the existence of good economic 
and social infrastructure. The most practical strategy for dealing with limited markets in 
the Southern African sub-region is for governments to place emphasis on regional integra-
tion efforts to increase market size. 

Table 3.4: FDI Inflows, Host Region and Economy, 1995-2002 ($US 
Millions)

Host region/
Economy

1995 1996 1997 1998 1999 2000 2001 2002

World 333 818 384 960 481 911 686 028 1 079 083 1 392 957 823 825 651 188
Developed 
economies

204 116 221 624 269 654 472 265 824 642 1 120 528 589 379 460 334

Developing 
economies

114 891 149 759 193 224 191 284 229 295 246 057 209 431 162 145

Africa 5 119 5 187 10667 8 928 12 231 8 489 18769 10998

Other Africa 3 964 3 815 7 951 6 046 8 663 5 364 13295 7 452

Angola 472 181 412 1 114 2 471 879 2 146 1 312

Botswana 70 71 100 90 37 54 26 37

Lesotho 30 28 32 27 33 31 28 24

Malawi -  19 10 -  1 -  3 46 -  33 -  20 0

Mauritius 19 37 55 12 49 277 32 28

Mozambique 45 73 64 235 382 139 255 406

Namibia 153 129 84 77 111 153 275 181

South Africa 1 241 818 3 817 561 1 502 888 6 789 754
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Host region/
Economy

1995 1996 1997 1998 1999 2000 2001 2002

Swaziland 44 22 -  15 152 100 39 78 107

 Zambia 97 117 207 198 163 122 72 197

 Zimbabwe 118 81 135 444 59 23 4 26

Source: UNCTAD “World Investment Report 2003: FDI Policies for Development: National and International 
Perspectives

Beyond market size, natural endowments are also one of the important economic con-
siderations for investors. However, these considerations are generally confined to primary 
product exploitation and it is generally recognized today that African governments need 
to move beyond the production of primary products. 

Equal policy attention should be given to all factors that will help the investor operate 
efficiently, such as availability of skilled labour, economic and social infrastructure, and 
services. Economic and social infrastructure are particularly important because an inves-
tor can import skilled labour to address shortages but basic economic and social infra-
structure is generally too expensive to be absorbed by an investor. The policy implication 
is for the State to invest adequately in economic and social infrastructure and services1.

Efficiency considerations have a bearing on the overall productivity and profitability of 
an enterprise. High labour costs tend to discourage investors unless they can substitute 
labour with capital. However, labour productivity mainly depends on availability of skills. 
Furthermore, transport and intermediate input costs have an effect on the overall profit-
ability of enterprises. Difficulties or high costs of transport, energy, and other utilities and 
intermediate inputs severely distort the cost structure of any private enterprise, weighing 
heavily on investment decisions. 

A sub-regional integrated framework should facilitate the establishment of sub-regional 
operational arrangements that enhance the operational efficiency of an enterprise in tak-
ing advantage of the broader sub-regional resource base. A sub-regional facility that cuts 
out customs and other barriers to commercial transactions will also help to improve the 
overall efficiency and profitability of enterprises in the sub-region.

3.2 Optimizing FDI Benefits 
Since FDI is a significant factor in the overall development strategy of Southern Africa, 
each host country needs to develop policies that aim at deriving the full economic ben-
efits from FDI. However, significant concerns have been voiced in the past by developed 
and developing countries about the potential negative effects of TNCs. Although these 
concerns have diminished in intensity, they remain strong enough for many host gov-
ernments to feel the need for effective policy measures to control and regulate TNCs to 
optimize their full benefit. Areas of concern include:

• Anti-competitive practices by foreign affiliates;
• Tax avoidance and abusive transfer pricing by foreign affiliates;
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• Transfer of polluting activities or technologies;
• Volatile flows of investment and related payments, deleterious to the balance of 

payments;
• Crowding out local products, technologies, networks and business practices with 

harmful socio cultural effects;
• Concessions to TNCs that allow them to skirt labour and environment regula-

tions; and
• Excessive influence on economic affairs and decision making, with possible nega-

tive effects on industrial development and national security.

Host countries need to be very clear about their macroeconomic objectives and ensure 
that they are sufficiently protected in any agreements that are signed to facilitate FDI. 
Governments should develop comprehensive regulatory arrangements that protect both 
foreign investor and national interests, and also support macroeconomic objectives.

3.3 International Investment Agreements (IIAs)
There has been a trend in the last two decades for FDI and general investment policies to 
be supplemented by International Investment Agreements (IIAs). IIAs provide multifac-
eted investment rules, ranging from the voluntary to the binding, and include obligations 
that must be prescribed to, varying in scope and geographical coverage. Some address only 
certain aspects of FDI policies, while others address general investment policies including 
those that affect both domestic and foreign investors.

3.3.1 Bilateral agreements

The most important effort to create international rules for investment after World War II 
was multilateral:  e.g. the Havana Charter. However, more recently, the Bilateral Invest-
ment Treaties (BITs) have been relied upon more for investment rules. BITs have since 
evolved as spin-offs from general treaties on economic relations between countries. Since 
the first BIT in 1959, BITs have grown steadily to 385 by 1989, stood at 2,181 by 2002, 
and now encompass 176 countries. 

The most rapid growth was in the last half of the 1990s, when the numbers of BITs almost 
doubled. The 1990s was also a period of consolidation of liberalized economic policies for 
economies that had previously adopted socialist economic policies. More BITs are being 
concluded among developing countries, and between them and emerging economies, 
reflecting the emergence of firms in these countries as foreign investors.

3.2.2 Regional and inter-regional agreements

At the regional level, the trend is towards comprehensive regional agreements for trade 
and investment policies. Most regional free trade agreements today are also free invest-
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ment agreements, at least in principle. The general aim is to create a more conducive trade 
and investment framework to increase the flow of trade and investment. In the Southern 
African sub-region, COMESA has already established a Free Trade Area (FTA), and is cur-
rently taking steps towards establishing a common investment area, and moving towards 
a common market/union.

3.2.3 Multilateral agreements

Comprehensive multilateral rules for FDI established in the post-war period have not 
been popularly accepted or adopted. However, there appears to be broad international 
consensus on the 1992 World Bank Guidelines on Treatment of FDI, a non-binding 
investment code that sets out certain standards of treatment for investors.

There are some agreements dealing with specific investment aspects that have actually 
been broadly accepted. For example, the Convention on the Settlement of Investment 
Disputes between states and nationals of other states provides an acceptable framework 
for the settlement of investment disputes.  The ILO Tripartite Declaration of Principles 
Concerning Multinational Enterprises and Social Policy also has a range of labour-re-
lated recommendations that have generally been acceded to. In addition, the Convention 
establishing the Multilateral Investment Guarantee Agency (MIGA) has enhanced the 
legal security of FDI with multilateral guarantees. The proliferation of IIAs and BITs is a 
reflection of the increasing popularity of FDI. Even though available empirical data have 
not established any correlation between IIAs and the flow of FDI, what is clear is that 
the signing of IIAs and ratification of multilateral conventions boost the confidence of 
potential investors that the host country is keen and willing to take steps to provide some 
guarantees to protect them.

Southern African countries need to take these IIAs seriously by articulating clauses that 
protect not only the investor, but also the host economy, workers and nationals, especially 
against the major concerns that have been raised against TNCs. Very often, TNCs are in 
a stronger position to negotiate very favourable terms. It is important that countries are 
clear about their primary objectives and anticipate accurate FDI contributions to the na-
tional economy, in critical areas such as human capital development, technology transfer, 
tax revenue, and general stimulation of income. 

IIAs should also be able to reinforce national FDI policies. In Malaysia, for example, poli-
cies and agreements specifically encourage foreign investors to contribute to the transfer 
of technology and the development of local human capital, so that there is adequate local 
capacity to absorb and sustain the new technology provided by the investor. At the same 
time this builds the capacity of the local skills base for further technological development. 
In Botswana, there are tax incentives in place for foreign and local investors that have 
training programmes for staff.  Botswana also has elaborate labour laws that protect local 
and foreign labour.
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3.4 Stocks and Sources of FDIs
The major sectors that attract FDI in Africa are the oil and mining sectors. Other signifi-
cant sectors of FDI stocks are energy, tourism, telecom, agro industries, beer and cement. 
Most of Africa’s FDI stock comes from Britain, France, USA and Japan. Between 1991 
and 1995, Britain and France accounted for 88% of all new FDI, although in 1998 (taken 
as a single year) the USA was the leading investor. British, French and USA investments 
in Africa are all dominated by oil interests while the largest single component of Japanese 
FDI in Africa has been in Liberian Flags of Convenience [Schulpen and Gibbon, 2001]. 
Flags of Convenience are examples of FDI with modest or questionable impact on the 
socio-economic development processes of the host country. It is important for each host 
country to encourage FDI flows into areas that give maximum stimuli to other economic 
activities of the host country.

Two major new sources of FDI for SSA since the 1990s have been South Africa and 
Malaysia. Since its reintegration into the world market, South Africa has used its rela-
tive economic strength to expand its trading volumes by investing in the surrounding 
Southern African region. South African Breweries, one of the largest brewery companies 
in the world, had by 2000 bought or built breweries in most Southern and Eastern Af-
rican countries, with plans to expand into West Africa. South African companies such 
as Ilovo Sugar and Anglo American Corporation’s mining division have also significant 
sub-regional presence. South African retail and fast food chains have consolidated their 
presence or expanded in many Southern and Eastern African countries. The trend is the 
same for South African banks, transport and milling companies and also large-scale com-
mercial farmers in South Africa, many of whom have begun operations in Mozambique 
and Zambia.

These developments reflect the generally increasingly important role of South Africa as 
the sub-regional engine of economic growth and principal source of FDI within the sub-
region. With growing and deepening integration of the sub-regional economies, the scope 
for intra sub-regional investments can only improve, and if properly nurtured, can be-
come a significant source of FDI inflows within the sub-region.

Malaysian investments in Africa have been diverse. The leading sector has been telecom-
munications, with acquisition of shares in public telecom companies in South Africa, 
Ghana and Guinea, energy investments in petroleum refining in South Africa, and ther-
mal power in Tanzania and Zimbabwe. Other Malaysian investments are in tourism 
(Ghana and South Africa); ship-building (Ghana); and forestry (Zimbabwe). The Ma-
laysian FDI reflects the growing scope for south-south transactions in FDI and general 
economic relations. 
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Endnotes
1Empirical evidence based on cross-country data shows that the effect of public capital 
expenditure on growth is at best ambiguous (Barro and Sala-I-Martin, 1995; Easterly 
and Rebelo, 1993; Devarajan, Swaroop and Zou, 1996). These studies had a problem of 
identification since more public spending does not necessarily imply more public capital. 
When correlations are based on actual public infrastructure quality and growth rather 
than public expenditure, a positive correlation emerges (Easterly and Levine, 1997). In a 
study of Uganda Enterprises Survey, Reinikka and Svensson (1999) have shown that poor 
public capital significantly reduces productive investment by firms.
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4Promoting Small and Medium 
Enterprises 

4.1 The Role of SMEs in Economic Development

In many developed and emerging economies, SMEs account for over 90% of the to-
tal number of business enterprises, and for more than 50% of total employment. The 

definition of SMEs varies from country to country and is generally based on the size of 
enterprises in terms of employment, investment level, and output. The specification of 
these factors for SMEs tends to be affected by the size of leading industrial and commer-
cial establishments in each country. 

Other general characteristics of SMEs in LDCs include relatively poor access to basic 
commercial services such as credit and technology, and relatively modest internal organi-
zational skills that constrain their full participation in mainstream commercial activities. 

Most African enterprises are of small and medium size with general characteristics of 
informal sector enterprises. Their development and overall impact on socioeconomic de-
velopment is hampered by weak technical and management skills, poor access to technol-
ogy and research services, poor access to credit, poor exposure to markets, insufficient 
assistance from productivity centres and training centres, poor access to production in-
puts, poor physical infrastructure for production, and poor access to suitable utilities for 
commercial production. In comparison, SMEs in industrialized countries are involved in 
modern manufacturing and services, often with cutting-edge technology, strong entrepre-
neurial bases, vibrant export sectors, and a good base of technical skills. 
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Table 4.1: Shares of SMEs in GDP and Employment in Selected 
Countries

Country
Contribution to:

GDP (%) Employment (%)

S. A. [Informal Sector] (2000) Unknown 26.0%

S. A. [Small Business] (2000) 34.8% 55.0%

Mauritius [SMEs] (2002) 23.4% 36.3%

Netherlands [Small Business] (1996) 60.0% 50.0%

Europe [Small Business] (1996) 47.0% 66.5%

Japan Regional [Small Business] (1998) 25.0% proxy 83.2%

Japan Metro [Small Business] (1998) 25.0% proxy 75.6%

Source: Ntsika (2000): The State of Small Business in South Africa 2000; The State of Small Business in the 
Netherlands 1996. Commissioned by the Dutch Ministry of Economic Affairs, compiled by K. I. de Lind van Wijngaard; 
Japan Small Business Research Institute Annual Report, 1998; and Mauritius CSO. 

Table 4.1 summarizes the comparative contributions of small business to GDP and em-
ployment rates in Mauritius and South Africa as compared to Europe and Japan. The 
formal sector contributed 74% (55% by small business alone) and the informal sector 
26% of employment in South Africa, in the year 2000, not very different form European 
figures. 

Box 2.2:  SMEs and the Informal Economy

In a study of SMEs in Eastern and Southern African countries, Ng’andwe (1986) observed that in 

spite of the several constraints, SMEs and the informal sector were making major contributions to 

these economies. Many household goods such as kitchen utensils and furniture for the majority 

of low- income people come from SMEs. Construction activities for rural houses and low-income 

urban houses are dominated by SMEs, and so this is the same for agriculture. In Uganda, when 

the civil strife of the 1980s led to the complete collapse of major industries, the Ugandan economy 

was sustained by SMEs, further underlying the insignificance to the overall economy.

In recognition of the important role of SMEs, most countries in the Southern Africa sub-region 

had by the mid-1980s established public institutions for the promotion of SMEs. Tanzania has 

established a Ministry for Small Industries. Uganda and Mozambique are the only two countries in 

Eastern and Southern Africa that do not have specialized public institutions for the promotion of 

SMEs. However, their SME organizational and promotional efforts are directed and coordinated by 

the private sector-owned Small Business Associations. In this respect, Uganda and Mozambique 

present a rare model in which the concerned private sector entrepreneurs, through their associa-

tions, are nationally recognized as the principal architects of policies and programmes related to 

the promotion of SMEs.

The shares of Mauritius SMEs in GDP and employment are the lowest for the sub-region, 
which may be explained by the definition of SMEs in Mauritius. Mauritius is an excep-
tionally small economy and its definition of SMEs is bound to be significantly different 
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from the other countries. What is evident though is that SME contributions to GDP and 
employment are very significant in Africa, Europe, and Japan.

Table 4.2 shows the contribution of SMEs to employment growth in South Africa for the 
period 1981-2000. The smaller the enterprise the higher the average growth rate i.e. micro 
(3.4%), small (1.22%), medium (0.96%) and large (0.93%). Considering that the com-
bined small and informal sector accounts for 81% of total employment, the high growth 
rate in this sector are very significant for the overall growth rate of employment. 

In agriculture, trade and transport, large-scale businesses have better employment growth 
rates, while in mining, manufacturing, and business services, the SMEs have superior 
employment growth rates. In construction, the large, medium and small have average 
negative employment growth rates, while the micro has a positive 1.47% growth rate. 
These trends may reflect the greater flexibility of SMEs to adapt to changing market 
conditions.

Table 4.2: Average Employment Growth Rate in South Africa by Sector

Sector

Average Employment Growth Rates in S. A. over
1981 – 2000 period

Micro Small Medium Large Average

Agriculture -3.42% -2.28% 5.25% 5.32% 2.97%

Mining 0.14% 2.70% 1.02% -1.04% 0.91%

Manufacturing 3.83% 2.35% 1.05% 1.47% 0.99%

Construction 1.47% -0.56% -0.78% -3.88% -2.38%

Trade 4.28% 1.65% 0.56% 6.00% 3.40%

Transport -4.62% -1.19% -0.51% 3.11% -0.19%

Business    Services 4.46% 11.24% 22.97% 5.70% 6.75%

Other Services 12.91% 19.97% -21.82% N/A 2.33%

Average Growth 3.42% 1.22% 0.96% 0.93% 1.33%

Source: Ntsika (2000) “The state of small business in South Africa”.

Table 4.3 shows the role of SME in improving average disposable incomes. While aver-
age salaries declined in the construction sector for small, medium and large enterprises, 
and for the transport and agricultural sectors with regard to micro enterprises and small 
enterprises respectively, the average nominal salaries increased for all the other productive 
sectors and enterprise categories. The contribution of SME to growth in incomes is very 
significant. Except for the transport sector where large enterprises salaries grew at average 
3.65% compared to 0.49% for small, 1.23% for medium, and –1.4% for micro enterpris-
es, the combined SME growth rate is significantly superior to that of large enterprises.
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Table 4.3: Salary Growth Rates by Sector in South Africa

Sector

Average Salary Growth Rates in S. A. over
1981 – 2000 period

Micro    Small    Medium     Large Average

             Agriculture 1.28% -0.58% 9.39% 7.73% 6.89%

Mining 3.78% 2.66% 2.95% 2.05% 2.51%

Manufacturing 3.42% 2.97% 2.48% 2.50% 4.26%

Construction 0.64% -0.56% -1.00% -2.69% -2.39%

Trade 9.07% 4.45% 5.43% 3.97% 6.99%

Transport -1.40% 0.49% 1.23% 3.65% 2.24%

Average Growth  6.14% 2.94% 3.60% 2.35% 3.90%

Source: Ntsika (2000) “The state of small business in South Africa”

4.2 Promoting Dynamic SMEs in Southern Africa
In a study of SME policies in the COMESA region, Ng’andwe (1986) observed that 
although most African countries had established SME specialized public institutions to 
promote SMEs, most of these institutions are under-funded and have little capacity to de-
liver a credible minimum package of services to address the various constraints on SMEs. 
In Malawi and Kenya, funding for SME programmes has mainly come from donors. 

Many SMEs in Africa owe their existence to deliberate SME policies. However, many of 
those in the informal sector have evolved as survival strategies due to socio-economic pres-
sure and mass unemployment. Uganda, for example, had one of the most dynamic SME 
sectors in Eastern and Southern Africa in the 1980s, and the sector managed to sustain 
the industrial sector after most large industries had closed down due to civil strife. Until 
today, however, there are no systematic public policies, or a specialized public institution 
for the promotion of SMEs in Uganda.

Reliable statistics for SMEs and the informal sector at large are generally difficult to find 
in Africa, which makes it difficult to make empirical observations on SMEs in general. 
However, casual evidence shows that Kenya and Tanzania, who have had long experience 
in support services for SMEs, can boast that many have done very well. Both Kenya and 
Tanzania had by 1981 established public agencies for the promotion and coordination of 
SMEs. These agencies provide a package of services that address the major constraints on 
SMEs and include services such as the provision of credit, industrial sheds to provide suit-
able physical infrastructure for production, basic technical and management guidance, 
regular monitoring of SMEs, and some support for R & D. Policies in both countries 
have been comprehensive enough to address the critical areas of concern to SMEs and 
have been successful in stimulating systematic growth of SMEs. In Kenya, for example, 
the leather goods manufacturing industry was nurtured by the Kenya SME promotional 
agency.
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4.3 Informal Sector Specific Policy Challenges
Due to the relatively easy entry and exit, the informal sector provides many unemployed 
people in Africa with an opportunity for economic activity. However, the informal sector 
is generally hampered by extremely low levels of productivity and this is not conducive to 
dynamic economic growth. Petty trading and services, a major contributor to “disguised 
unemployment” i.e. people whose economic activities can be removed without any im-
pact on the actual flow of goods and services, is also a major characteristic of the informal 
sector. 

However, considering the mass unemployment levels of many countries in Africa, the 
informal sector’s disguised unemployment provides a social safety net against social and 
economic hardships and even political tensions. The policy challenge here is to provide 
these workers with a package of services that can help transform this sector into “real” 
employment so that their economic activities will contribute to a higher supply of goods, 
services, and disposable incomes.

Another policy challenge is the fact that the informal sector remains outside the standard 
regulatory system, partly because of the complexities of procedures and the high costs as-
sociated with registration processes for both government and entrepreneurs. The practical 
challenge is to transform the informal sector systematically into a vibrant, dynamic sector 
through appropriate institutional facilities. The first step is to simplify registration proce-
dures and decentralize the registration points to within reasonable reach of all people so 
that anybody involved in entrepreneurial activities will be encouraged to register and will 
be provided with the appropriate incentives. 

4.4 SME Policy Challenges in Southern Africa       
In order for governments to develop sound policies for SMEs, they need good reliable 
statistics to appreciate the status, challenges and opportunities of SMEs. In Mauritius 
and Botswana, for example, the public SME agencies in association with the National 
Statistics Office are maintaining good records, and in South Africa both the public SME 
promotion agency and National Statistics Office collect data with the assistance of univer-
sities and research centres.

With the notable exception of Mozambique and Namibia, most countries in the Southern 
African sub-region have established SME public institutions to promote and coordinate 
SMEs. Unfortunately, most of these institutions suffer from persistent under-funding 
which undermines programme planning and the ability to deliver a credible package of 
support services. The SME public agencies that are well funded are in Botswana, Mauri-
tius, and South Africa. 

Donor funding for SMEs may be inevitable for many countries.  However, SMEs should 
be accorded appropriate domestic budgetary provision, which may be supplemented by 
donors. Total dependence on donor funds for SME development creates undue risks of 
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SME policy distortions or instability for a sector that deserves sustained long-term domes-
tic budgetary support in order to exploit its full potential. 

Mauritius recently embarked on a new financial package of assistance, supported by the 
EU. The Package includes subsidized interest charges; 50% loan risk guarantee, and eq-
uity participation by the Government to the maximum level of 49%, to lessen a firm’s de-
pendence on loans. The government is expected to exit within seven years, during which 
time the enterprise is expected to acquire the balance of shares. The Mauritian SME pub-
lic institution also provides technical support services through its service centre, based on 
the concept of common workshop facilities. Its services include technical training courses 
to upgrade SME skills, dissemination of new technologies, assistance with modernizing 
SMEs, manufacturing parts and repair and maintenance services.

South Africa is forging linkages between universities, research institutions and SMEs. The 
South African Council for Scientific and Industrial Research (CSIR), for example, is the 
largest community-and-industry directed science and technology and R & D organiza-
tion in Africa. CSIR has 10 major market-oriented business units including building 
and construction technology, chemicals and biochemicals, food science and technology, 
manufacturing and communication technology, manufacturing and materials technology, 
mining technology, textile technology, roads and transport technology and water, envi-
ronment and forestry technology. 

The activities of CSIR are aimed at supporting the technological competitiveness of South 
African industry, providing technological solutions to improve the quality of life and pro-
viding scientific and technological support for decision making in both public and private 
sectors. CSIR recently launched special initiatives for SMEs, including:

• An incubator for empowerment and job creation, which helps develop SME 
capacity to implement CSIR-developed technologies to empower entrepreneurs 
from previously disadvantaged communities;

• The Entrepreneurial Support Centre, which was launched to provide technical 
services and training to prospective and existing SMEs; and

• A pilot programme of manufacturing advisory centres aimed at assisting SMEs to 
upgrade their performance and competitiveness in both local and international 
markets. This was launched in partnership with the principal SME promotion 
agency and the National Productivity Institute.

Practical support services need to be complemented with a conducive regulatory frame-
work. Mauritius, Botswana, and Tunisia have provided many generous incentives to the 
manufacturing sector including SMEs. Fiscal incentives for SMEs in Mauritius include 
15% company tax and no customs duty on production equipment. In addition, new 
Mauritius SME policies are extending incentives of EPZ pioneer status companies to 
SMEs. Other measures expected in Mauritius include a reduction in bureaucratic pro-
cedures for registering companies, VAT exemption on production equipment, and duty 
exemption on all raw materials used by SMEs.
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4.5 SME Lessons from Asia
Asian countries have been particularly successful in developing comprehensive policy 
packages to support SMEs. Taiwan is a good example of best practices from those Asian 
countries where SMEs have been playing a very dynamic role in exports and overall eco-
nomic development (Dahlman and Sananikone 1990; Hobday 1995; Lall 1996, 2002; 
Mathews and Cho 2000). For instance, Taiwan has around 700,000 SMEs accounting 
for 70% of total employment, 55% of GNP, and 62% of manufactured exports. As Lall 
(2002) points out, these achievements, especially in the competitive export market, are 
supported by an impressive set of programmes.

In 1981, the Taiwanese Government set up the Medium and Small Businesses Admin-
istration (MSBA) to support SME development and to coordinate several agencies that 
provided support to them. It should also be noted that, in terms of deliberate active gov-
ernment initiatives to support SMEs, this is about the same time many Southern African 
Governments were creating specialized public agencies to promote and coordinate SMEs. 
Kenya and Tanzania had established their SME public agencies before 1981; however, 
many SMEs in Africa have not gained the same momentum as exhibited by the Taiwanese 
SME sector in the last two decades (see Box 2.3)

Box 2.3: The Textile Industry in Tunisia

In order to prepare the textile industry for increased competition following the WTO agreement, 

the Tunisian Government adopted several measures to support SMEs. The Tunisian textile industry 

has 2000 firms that employ 50% of the manufacturing sector, and account for 50% of export earn-

ings. The adopted measures included substantial tax and financial incentives such as payment by 

Government of the employers’ contribution to social security. Formal administrative procedures 

were rationalized and centralized in a one-stop shop at the agency responsible for the promotion 

of industries. This reduced transaction costs, and all administrative steps are now completed 

within 48 hours. The favourable legal, financial and administrative system has not only benefited 

local SMEs but has also proved attractive to foreign investors. [UNECA, 1996]
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Table 4.4: Role of SMEs in Selected Developed and East Asian 
Economies (%), 1997

Country/economy (1997) Share in number of enterprises Share in employment

Hong Kong (China) 97 63

Korea, Rep. Of 99 78

Taiwan (China) 96 68

Thailand 98 74

Japan 99 79

Germany 99 66

France 99 57

Greece 99 91

United States 99 53

Source: Mansour, A., “Support Services and the Competitiveness of SMEs in the MENA Region”, in Fawzy (2002).

The major lesson learnt is to develop a strategy to complete effectively on the global mar-
ket. In addition to this, the comprehensiveness and harmonization of policies and the 
institutional framework have provided Taiwanese SMEs with a consistent and effectively 
coordinated policy environment, and a practical package of support services that have ad-
dressed the major constraints that generally affect SMEs.

It is important to observe that partial provision of these services often renders such servic-
es impotent, because of bottlenecks, which mitigate against the full utilization of services. 
Full credit services to SMEs that need but cannot access appropriate technology, manage-
ment and technical services, creates a situation whereby credit services may not have the 
desired (and feasible) impact on the productivity of the recipient SME.

Box 2.4: Credit Scheme in Taiwan

In Taiwan, the usual binding constraint of poor access to credit was addressed comprehensively 

by the Taiwan Medium Business Bank, the Bank of Taiwan, the Small and Medium Business Credit 

Guarantee Fund, and the Small Business Integrated Assistance Centre, which provided financial 

assistance. MSBA also established a $10 billion fund for the promotion of SMEs. Management 

and Technology support services were provided by the China (Taiwan) Productivity Centre, the 

Industrial Technology Research Institute (ITRI) and a number of industrial technology centres. The 

Government of Taiwan subsidized SME consultation fees for management and technical consul-

tancy services to the tune of 50-70% of total cost.

The “Centre-Satellite Factory Promotion Programme” of the Ministry of Economic Affairs was a 

deliberate effort to promote ancillary relations between small factories and principal (large) ones. 

This programme facilitated vendor assistance and various productivity-raising efforts including 

technical assistance and quality control. By 1989, there were 60 networks with 1,186 satellite 

factories, mainly in the electronic industry. This programme is very significant for quality assurance 

and market-support services especially for exports.
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It is also important to observe that the creation of research centres is not sufficient to 
ensure a flow of technical services to SMEs. There is also need to examine those factors 
that hinder dissemination of technical information to SMEs. The Taiwan subsidy on con-
sultancy fees (to the tune of 50-70%) for technical services to SMEs is, in many cases, 
absolutely necessary for SMEs to realistically access technical services. Table 4.4 shows the 
role of SMEs in some developed and emerging economies. In these countries, their high 
contribution to employment partly reflects strong policy support to the sector in these 
countries.

4.6 SME Policy Implications for Southern Africa
Due to the relatively modest demands for financial and organizational resources, SMEs 
provide an excellent opportunity to address imbalances in access to entrepreneurship 
through special programmes and incentives. South Africa, for example, is formulating 
SME programmes to promote greater participation of those previously disadvantaged 
by the apartheid regime. In the USA, the Small Business Administration (the Federal 
SME promotional agency) has special SME programmes that give impetus to minorities 
marginalized from mainstream economic activities. In most African countries, the SME 
programmes are generally geared towards greater participation of indigenous people, of-
ten with special programmes for women that aim at redressing biases that hamper their 
participation in economic activities.

As most countries in the Southern African sub-region do not have reliable statistics on 
SMEs, this absence of statistics that show the full SME economic contribution to GDP 
and human welfare, coupled with lack of a strong collective political voice among SMEs, 
serves to undermine the policy attention required.  With few exceptions, the full potential 
role of SMEs in national economic growth is far from being fully exploited in Southern 
Africa.

Optimal exploitation of the role of SMEs and the informal sector requires explicit policies 
that fully address the critical constraints, challenges and opportunities facing SMEs and 
the informal sector. A conducive SME–informal sector policy and institutional frame-
work should include the following:

Several research institutes support R&D in the private sector, primarily SMEs. This approach is in 

recognition of the fact that most private sector companies do not have credible internal R & D capa-

bilities, and it is more cost effective for them to source R & D services from specialized research in-

stitutes. These research institutes were restructured to be more responsive to the needs of SMEs. 

The Government also encourages SMEs to contract research to universities, and 50% or $200 mil-

lion of research grants of the National Science Council provide matching funds to industry for such 

contracts. The Programme for the Promotion of Technology Transfer maintains close contact with 

foreign corporations with leading-edge technologies in order to facilitate transfer of those technolo-

gies to Taiwan. [Lall, 2002]
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• Institutional mechanisms capable of delivering comprehensive packages of sup-
port services that address the major SMEs constraints i.e. poor access to credit 
and technology, weak technical and business skills, poor access to markets, inad-
equate transport, energy and utilities, lack of access to insurance services, and 
poor access to physical production infrastructure;

• A conducive regulatory framework with emphasis on decentralization of the 
regulatory system and simplification of enterprise registration procedures;

• Special incentives to overcome the negative effects of broader policies including 
special tax incentives, selective exemptions from specific labour laws and removal 
of municipal regulations that hinder small firms; and

• Policy consistency and transparency in pro-SME government programmes such 
as special government purchase programmes from SMEs, fiscal and export incen-
tives, etc.
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5Local Innovation

5.1 The Strategic Role of Innovation in Economic 
Growth

Innovation is the development and commercialization of new products and processes, an 
essential element of a growing and dynamic economy. Innovation policies are strategi-

cally distinguished from research and general industrial policies. In this respect, the es-
sential element in innovation is the use of new knowledge, and consequently, the linkages 
between sources of knowledge and potential users, and the transmission mechanisms for 
effective flow of new knowledge to these potential users. 

Innovation has played a pivotal role in the development of some of the leading economies 
of the world. As US Assistant Secretary of Commerce for Productivity, Technology and 
Innovation, Hon. Jordan Baruch (1982) observed: “Industrial Innovation has contrib-
uted to the solution of some of America’s most pressing problems i.e. reducing inflation, 
improving productivity, providing new energy supplies, conserving our non-renewable 
resources and utilizing in the most beneficial manner our solar-derived resources”. As` 
long ago as 1978, President Carter of the USA, established a ‘Domestic Policy Review of 
Industrial Innovation’ which aimed at elevating industrial innovation and promoting if 
for the highest level of US Government policy consideration. 

For the USA, it is instructive to note the broad partnership of key stakeholders in the 
1979 review of innovation policy that laid foundations for the current innovation policy 
framework.  The review processes involved a series of public symposia in which represen-
tatives of labour, industry, business, public interest and academia, and representatives of 
concerned government agencies participated.  Similarly, Japan’s innovation policy evolu-
tion underscores the importance of articulating innovation policy within the overall stra-
tegic context of the country in which long-term national socio economic considerations 
and local and international operational environments provided the basic determinants of 
these innovation policies.

Recent improvements in information and communications technology (ICT) and trans-
portation, and the greater openness of national markets to international competition, 
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have reduced the world to a global village of intense competition in which innovation is 
the critical determinant of competitiveness. The benefits and disadvantages of globaliza-
tion are likely to remain issues of debate for sometime to come, but what is beyond debate 
today is the reality of it. As Hafsi (2002) observes: “Even when a firm does not intend 
to go elsewhere, it must expect others, from all over the world, to come and challenge 
it in its own territory.” Globalization therefore, once considered a firm-specific strategy, 
has become a structural element that has dramatically changed competition dynamics in 
many industries. 

The importance of innovation to national economic growth can be seen from the impact 
that technological developments have had on the competitiveness of products. In a study 
of world trade for various products grouped according to their technological complexities 
for the period 1980-1996, Lall (1998) observed that the share of technologically complex 
products has risen steadily. Indeed, the higher the level of technological sophistication, the 
higher the growth rate. Graph IV shows the growth in the share of world trade of various 
levels of technological complexity of products.

While world exports of primary products grew at a modest annual average of 2.3% during 
1980-1990, and at an even lower average of 1.4% over 1990-95, high-tech products (fine 
chemicals, sophisticated electronics, aircraft, and precision instruments) grew at around 
12% a year compound in both periods. Medium technology products (machinery, simple 
electronics, chemicals, and transport equipment other than aircraft) grew at 8.4% and 
6.9% during the same periods, respectively. 

Source: Lall S. (2002) “Strengthening Small and Medium Enterprises for International Competitiveness” in Fawzy 
(2002).

Graph IV – Growth in the Share of World Trade, 1980-1996
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Low technology products (textiles, clothing, toys, simple metal and plastic products, and 
footwear) grew at 7.7% and 5.6% for both periods respectively, while resource-based 
manufacturers grew at 6% and 5.3% for the same periods. So while export growth rates 
generally declined after the 1980s, technologically complex products maintained their 
growth, more so than simpler products.

For growth within countries in the sub-region, similar observations can be made. Growth 
rate in output is higher for all countries for high-tech products than the rate for total 
production. As shown in Graph V, the growth rate of exports is higher for high-tech 
products than for total exports. Graph V also shows that many South East and Far East 
Asian countries exhibited higher growth rates than USA, Japan and Western Europe, in 
both high-tech production and exports. This reflects the benefits of strategic policies that 
have aimed at increasing trade in high-tech products, especially those which have high 
export potential.

Graph V - Growth Rates of Total and High-Tech Production and Exports, 
1980-1995

Source: Lall, S. “Strengthening Small and Medium Enterprises for International Competitiveness” in Fawzy (2002)
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5.2 Innovation Challenges and Policies in the 
Southern African Sub-Region
The R & D annual budget of a typical large US corporation is larger than the combined 
national budgets of six low-income countries of Southern African. The cost factor of 
R&D alone is a major constraint. Another limiting factor on local R & D activities is 
that major industrial establishments in this sub-region are subsidiaries of TNCs with 
Headquarters and principal R & D centres based, for the most part, in Western locations. 
Therefore, due to severe resource constraints and the subsidiary nature of the major local 
industrial establishments, the scope for local R & D activities is modest. The basic policy 
challenges for the sub-region are:

• To rationalize and optimize the utilization of the available modest national and 
regional R & D capabilities so as to achieve the best possible developments; and

• To improve mechanisms for technology transfer to the sub-region, and to indi-
vidual member countries.

5.2.1 Rationalization of national and regional innovation 
policies

In spite of the acknowledged severe cost constraints, most countries in the sub-region 
have some policy and institutional arrangements to guide national R & D efforts. This 
policy stance is in recognition of the fact that certain socio-economic problems and op-
portunities are peculiar to a specific country, and therefore only locally initiated R & D 
activities can address these problems. 

One of the most serious socio-economic challenges for Southern African today is regional, 
national, and household food security. While the sub-region has substantial potential for 
agricultural production, the food security situation remains weak, and has recently been 
exacerbated by droughts and floods. It is encouraging to observe that each country in the 
sub-region has some basic agricultural research facilities that also have the capability for 
developing better seed varieties, and better agricultural methods to suit each country’s 
peculiar agricultural context. 

The national agricultural research centres in the sub-region include Sebele in Botswana, 
Huambo in Angola, Malkerns in Swaziland, Chitedzi in Malawi and Mount Makulu in 
Zambia. South Africa has a network of agricultural research centres and Mauritius has a 
Food and Agricultural Research Council and a specialist Sugar Industry Research Insti-
tute. With the assistance of government agricultural extension services, the agricultural 
sector has good scope for transferring new knowledge from R & D centres to both large-
scale and smallholder farmers.

Many Southern African countries also have R & D facilities for post-harvest and agro-
processing activities. For the development of locally made machinery for various post-har-
vest activities for products such as maize, groundnuts, rice, cassava, sorghum, etc, many 
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also have technologies for increasing the content of traditional produce such as sorghum, 
maize, and cassava in such popular consumer products as bread and biscuits. Many also 
have technologies for using local indigenous fruits for making wine and other commercial 
drinks. These technologies are not only important for improving smallholders productiv-
ity but also give the opportunity to use simple functional equipment that is time and 
energy saving. 

However, the link between R & D centres and commercial manufacturers of new (appro-
priate technology) machines has been rather weak. Consequently, in spite of the develop-
ment of prototypes for a variety of basic equipment that can improve overall productivity 
for smallholder farmers, technology for post-harvest activities in most smallholder farm 
communities remains primitive. The policy challenge is to promote linkages between R & 
D centres and commercial manufacturers and to facilitate the manufacturers to produce 
new equipment for smallholders in order to raise productivity and incomes. With the 
notable exception of Amarula, a liqueur produced from indigenous fruits in South Africa 
that now has a significant commercial market within and outside South Africa, commer-
cial production from local materials has been generally undeveloped.

In many countries, notably Angola, Lesotho, Malawi, Swaziland and Zambia, severe 
resource constraints have led to significant deterioration in infrastructure, and loss of 
high-calibre researchers at research stations. Undermining the effectiveness of the research 
centres. Inadequate operational budgets have further undermined the capacities of govern-
ment agricultural extension officers to serve as effective linkages between research centres 
and farming communities. This situation points to the need for credible financing strate-
gies for agricultural innovation. Zimbabwe, for example, has been supporting agricultural 
research through an export levy on export crops such as tobacco, and similarly, Malawi 
with tea. Crop levies that directly impact on particular crops and agricultural programmes 
could be an equitable and effective means of financing agricultural research. The policy 
challenge is transparency and efficient targeting of levy revenues on agricultural R & D 
activities. 

Research centres should be encouraged to specialize in specific areas, and at the same time 
researchers in the sub-region could be placed in a sub-regional pool for distribution to 
research centres where their qualifications are most appropriate. SADC member countries 
have developed a regional approach to R & D in agriculture proving that regional coop-
eration is a very important practical approach to contain and rationalize the high cost of R 
& D in the sub-region. In addition to this approach, there is scope for bilateral collabora-
tion. For example, due to efforts to improve food security through a greater reliance on 
drought-resistant products such as cassava, Zambia has been importing higher yielding 
cassava species from Malawi.

In addition to agricultural research institutes, many of the Southern African countries 
have established science and technology research centres that are assisting with the pro-
motion of non-agricultural innovations. Most of these institutions combine regulatory 
responsibilities with actual R & D activities. For example, Zambia has recently changed 
its institutional arrangements to follow the Ugandan model of a separate regulatory body 
for science and technology to support and regulate public and private R & D institutions. 
It is anticipated that other countries in the sub-region may follow suit. In 1996, Zambia 
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established the National Science and Technology Council as a regulatory body and trans-
formed the old National Council for Scientific Research, which had until then combined 
regulatory and R & D responsibilities into the National Institute for Scientific and Indus-
trial Research (NISIR) allowing it to focus completely on R & D activities.

Apart from agro-related R & D in post-harvest technologies, non-agriculture R & D cen-
tres have not had much impact on industrial production. This is mainly a reflection of poor 
government funding of R & D activities and poor institutional frameworks and facilities 
for linking new knowledge from research centres to commercial production. This is a re-
flection of few resources.  Therefore, at least the short term, the sub-region should maintain 
policy attention in the agricultural sector. With regard to the other sectors, the policy chal-
lenge is to improve and intensify technology transfer and also improve possibilities for the 
development and refinement of indigenous technologies.  In order to promote the applica-
tion of science and technology for economic growth and poverty reduction, the African 
Forum on Science and Technology for Development (AFSTD) was recently established by 
tNEPAD. AFSTD will promote regional collaboration in science and technology, and will 
provide a regional platform for:

• Open and knowledge-intensive multi-stakeholder dialogue on ways to har-
ness science and technology to eradicate poverty, and create wealth for African 
people;

• Building strong political and civil society constituencies for the advancement of 
science and technology in Africa;

• Promoting science and technology to achieve NEPAD and MDG objectives, and 
the targets set in the African Chapter of the Plan of Implementation of the World 
Summit on Sustainable Development (WSSD);

• Improving the quality and intensity of bilateral and multilateral cooperation in 
science and technology;

• Promoting good practices of science and technology policy development and 
implementation;

• Ensuring that Africa’s needs and aspirations are articulated in international nego-
tiations and U.N processes on matters of science and technology; and

• Formulating projects, guidelines and recommendations on science and technol-
ogy issues within NEPAD and AU systems.

The AFSTD aims to design strategic actions to strengthen science institutions, improve 
quality of science and engineering education, leverage increased public expenditure on R 
& D, design regional R & D projects, and promote networking of departments, acad-
emies and institutes of science and technology. 

5.2.2 Policies for transfer of technology 

While inadequate resources remain a major barrier to innovation activities, the fact re-
mains that the sub-region can only develop by relying on better technologies in all areas 
of economic activity. For SMEs, emphasis should be placed on the transfer of generic and 
basic technologies that can assist local establishments improve their technological base. 
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Many national public technology agencies have in their portfolio both local development 
and transfer of new technologies. What may need to improve are the mechanisms for col-
lecting information on foreign technologies and the capacity to disseminate information 
on new technologies to the local potential users. To optimize the impact of technology 
transfer, there should be systematic ways of identifying strategic areas for technology in-
terventions, and institutional capacity for adapting imported technologies to the peculiar 
needs of the host country.

5.2.3 Development of a technology culture 

The main determinant for the development of a technology culture is the acquisition of 
basic literacy. Basic literacy is essential for social empowerment, which enables access to 
information and the effective absorption of technologies. The policy challenge is for gov-
ernments to treat education not only as a social service, but a strategic element in human 
capital development. Primary education should be available for every child. Further, sec-
ondary schools and tertiary training institutions have the responsibility of preparing stu-
dents for higher levels of technical responsibilities. Innovation policies should encourage 
a strong emphasis on science courses in secondary schools, and engineering and technical 
courses in tertiary institutions. 

In the promotion of a technology culture, the education system must be the principal 
vehicle, but this needs to be augmented actively by deliberate inventions and innovations 
promotion activities, such as publicized prizes for scientifically creative activities, local 
science and technology exhibitions for students, the business community, or researchers. 
There should also be clear government commitment to supporting commercialization of 
inventions and major innovations that target strategic areas of the national economy.  

5.3 The Special Case of South Africa on 
Innovation
The South African economy is in many ways different from other countries in the South-
ern African sub-region. With a large modern industrial sector and a highly developed 
communication and transport system, South Africa’s economic structure compares with 
those of developed economies and other emerging economies. South Africa is also a major 
exporter of manufactured goods to other markets, both inside and outside the sub-region.  
Thus, innovation developments are of similar importance to the more developed econo-
mies outside the sub-region.

Geographical proximity to the rest of the sub-region gives South Africa a comparative 
advantage for trade within the regional markets and, as a result, the industrial growth of 
South Africa continues to depend significantly on the regional market and the internal 
South African market for trade. However, increased globalisation and dramatic improve-
ments in information, communication and transport facilities are reducing the advantages 
of geographical proximity, and South African products are now becoming increasingly 
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challenged. South Africa’s industrial growth therefore can only be sustained with adequate 
investment in innovation.

Table 5.1 above shows global contributions to economic growth by major factors of pro-
duction, i.e. capital, labour, and technology. As seen from the figures, Africa’s growth 
depends on capital (72%), labour (28%) and technology (0%). Africa’s significant reliance 
on labour compares with Latin America and both regions have the lowest growth rates.

Table 5.1: Contribution of Capital, Labour and Technology to GDP 
Growth Rate (%)

Region Capital Labour Technology

Developing countries, 1960-87  65  23 12

Africa 72 28 0

East Asia 56 16 28
Europe, Middle East & North 
Africa

58 14 28

Latin America 67 30 3

South Asia 67 20 13
Selected developed countries, 
1960-85:
France 27 -5 78

West Germany 23 10 87

Japan 36 5 59

United Kingdom 27 5 78

United States 23 27 50

Source: - Lim, D. “Explaining the Growth Performances of Asian Developing Economies” Economic 
Development and Cultural Change, 1994.

Note: The contribution of technology is computed as residual growth in total factor productivity (TFP) after 
allowing for the impact of factor inputs (capital and labour) on growth rate.

By way of contrast, the contribution of labour to economic growth is negative in West 
Germany and the United Kingdom, whilst the contribution of technology is significant 
at 87% and 78% respectively. 

The contribution of labour, capital and technology to GDP growth in South Africa is 
shown in Table 5.2. From a negative contribution in the 1970s, the contribution of tech-
nology to GDP growth steadily rose to a level where technology became the main con-
tributor to GDP growth in the 1990s.

The decomposition of GDP growth into the main sectors is shown in Table 5.3. The table 
shows technology has been the dominant contributor to growth in agricultural, forestry 
and fishing sector for the last three decades which reflects sub-regional innovation efforts 
for agriculture. Similarly, steady growth has been recorded for the share of technology in 
the mining and service sectors. Manufacturing is the only sector where the contribution 
of technology to growth has been declining. Generally this is a result of the isolation of the 
South African economy during the apartheid period. The South African manufacturing 
sector had to depend more on the costly method of developing technologies rather than 
on the cheaper route of importing them.
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Table 5.2: Contributions of Labour, Capital, and Technology to Real 
GDP Growth Rate in South Africa

Growth in Of which:

Real GDP Labour Capital Technology

1970s 3.21 1.17 2.54 -0.49

1980s 2.20  0.62 1.24  0.34

1990s 0.94 -0.58 0.44  1.07    

Source: NACI & NSTF “Growth & Innovation: Perspectives on the Interaction between economic growth, science, 
technology and human capital” 2001.

Table 5.3: The decomposition of Growth in per capita GDP by Factors 
of Production and Technological Progress.

Growth in Real GDP Of which:

Agriculture Forestry 
and Fishing

Labour Capital Technologygy

1970s 4.27 -0.10 2.00 2.37

1980s 4.30 -0.24 -0.56 5.10

1990s -4.47 -0.20 -0.92 3.52

Mining

1970s -1.07 0.51 3.81 -5.40

1980s -0.55 0.18 3.90 -4.63

1990s -0.60 -2.32 0.10 1.62

Manufacturingng

1970s 4.94 1.67 2.78  0.49

1980s 1.48 0.78 1.21 -0.52

1990s 0.19 -0.47 1.69 -0.79

Service Industryy

1970s 3.41 1.49 2.80 -0.88

1980s 2.81 0.82 1.28  0.71

1990s 1.50 -0.59 0.44 1.65

Source: NACI & NSTF “Growth and Innovation: Perspectives on the Interaction between Economic Growth, 
Science, Technology and Human Capital” 2001.
Figures are in per cent

5.4 South Africa’s R & D Policy 
South Africa’s R&D has generally been performing well, which is a reflection of sound 
innovation policies. As early as 1945, South Africa had created a Centre for Scientific and 
Industrial Research (CSIR) as the principal public science council for the promotion of 
innovation. CSIR operates as a market-oriented contact and consortium research partner 
to its clients and stakeholders. With a budget equaling 10% of the total R & D budget 
for Africa and a staff number of 3000, the CSIR is the largest community-and industry-
directed R & D organization in Africa. It provides a comprehensive range services to 
private and public sector institutions and also has an international network of clients and 
partners, including universities. 
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The CSIR’s primary guiding objectives are:

• Promotion of competitiveness and employment opportunities
• Enhancing quality of life
• Human resource development
• Environmental sustainability
• Promotion of an information society
• Generation of new knowledge

CSIR’s operational focus is determined by the country’s socio-economic circumstances 
and natural strategic interest, and reflects the responsiveness of CSIR to the development 
challenges of South Africa. The current areas for technology development are: 

• Food, biological and chemical technologies
• Building and construction technologies
• Defense technologies
• Water, environment and forestry technologies
• Information and communications technologies
• Manufacturing and materials technologies
• Mining technologies
• Roads and transport technologies

CSIR also has collaborative initiatives that include:

• Crime prevention
• SMEs
• Manufacturing
• Environmental impact assessment
• Outreach programmes and national human resource development
• Sports technology

The collaborative approach of CSIR makes it a practical and cost-effective institution for 
medium-size enterprises to engage in R & D. In addition to CSIR, South Africa has a 
network of research institutions, universities and technical schools that assist in R & D 
and human development activities. Major industries are also facilitated by industry or 
sector associations such as the South African Stainless Steel Development Association and 
the South African Bitumen Association that facilitate collective approaches to generic R 
& D activities. Also, the Ministry of Art, Culture, Science, and Technology ensures that 
science and technology policy issues reach Cabinet level. In 1997, South Africa created 
the National Advisory Council on Innovation (NACI) as the principal public agency 
to liaise with innovation centres and advise the Ministry on issues affecting innovation. 
NACI assists the Ministry to facilitate practical relations between the major players in 
innovation i.e. government, business houses, and knowledge centres such as universities 
and research centres. 
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6Market Access

Markets play a critical role in the sustainability and economic growth of private 
sector enterprises.  Poor market access can stifle the growth prospects of any 

commercial enterprise. In the past, many African countries tried to protect local products 
from competition from externally produced products through tariffs and a variety of non-
tariff barriers. Such protection tendencies have been generally associated with inefficiency 
in the global allocation of productive resources.

The global trend today is to eliminate or reduce tariff and non-tariff barriers to trade and, 
as such, many countries in the sub-region have ratified the World Trade Organization 
(WTO) protocols to eliminate all barriers to world trade. Other international agreements, 
of which many Southern African countries are members, include the Cotonou Agreement 
with the EU and the General System of Preferences (GSP). However, developing coun-
tries carry little influence in WTO negotiations, partly because of lack of knowledge and 
technical capacity. 

Some of the WTO international trade policies have also worked against the develop-
ing countries. There are still many quotas, tariffs and subsidies that obstruct developing 
country access to northern markets, and even though quality-related standards are being 
applied to imports from developing countries, these standards are not treated as barriers to 
trade. In addition to this, corporate intellectual property rights block developing country 
access to cheap technology. 

International trade has never been a game of charity: it has always favoured stronger econ-
omies.  International trade agreements involve complex issues and require sophisticated 
skills to negotiate.  One of the weaknesses for Africa is the lack of specialized skills in trade 
negotiations. Among the recent interventions by African Capacity Building Foundation 
has been to assist ECOWAS and COMESA to build capacity for trade negotiations.  The 
ECA has established an Africa Trade Policy Centre (ATPC) with the main aim of building 
the capacity of member States to participate effectively in WTO negotiations.

SADC is moving towards establishing a Free Trade Area amongst its member States and 
COMESA is also developing a broad regional market from which individual countries 
can develop their production possibilities and build more capacity for effective entry into 
the more competitive global market. However, these regional approaches are not consis-
tent with WTO principles of global openness but are sound propositions for small econo-
mies in Southern Africa that need some form of protection before entering a globalized 
market.  
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Current policies in COMESA and SADC are also aimed at attracting FDI that can take 
advantage of lower transportation costs to meet sub-regional demand. This sub-regional 
approach is the surest way of attracting FDI to service sub-regional markets adequately. 
However, factors constraining sub-regional trade include difficulties in settlement arrange-
ments because financial and monetary systems are not integrated and the strength of the 
US dollar against other regional currencies. Another constraint includes poor information 
on export markets. Even though many countries in the sub-region have developed some 
policies to improve information technology, IT policies need to specifically target export 
trade to empower potential exporters with essential basic information.

One major cause of weakness in Africa’s domestic market is that local production initia-
tives are not able to meet new, mainly foreign-oriented, consumption habits and demands. 
The consumption of wheat-based products, such as bread, is now common.  However, 
many African countries have not developed the local capacity to produce wheat, or to use 
locally available flour to produce bread. This mismatch in consumption and production 
patterns tends to leave local markets unduly exposed to foreign product competition, and 
the inability to adapt indigenous products (such as sorghum flour) to emerging demand 
has stifled demand for indigenous products.

Depressed demand usually reflects several factors including low productivity, low incomes, 
and severe inequalities in income distribution. Most salary structures in African countries 
reflect a colonial legacy of large differentials based on racial discrimination. Large dis-
parities in income continues today and as such the average wage of general workers and 
agricultural workers in Southern Africa is small, which oftentimes reduces productivity. 
Similarly, smallholders suffer the same fate of low prices for their crops, on one hand, and 
harsh terms of trade to obtain manufactured goods, on the other. Hence, rural areas in 
Southern Africa are generally characterized by severe poverty, except for small pockets of 
large modern farms.

Figures for income distribution for Southern African economies are shown in Table 6.1. 
In post-apartheid South Africa during 1986-1997, the richest 20% of the population had 
64.8% of the national income; the share of the richest 10% was 46%, whilst the poorest 
20% survived on only 3%. As can be seen from the table, the former socialist countries 
such as Mozambique and Zambia have similar patterns of income distribution, largely 
due to the significant salary differentials of the parastatals. 

The heavy concentration of income amongst a small minority, and the geographical dis-
tance from the urban areas for the rural population, have tended to further depress de-
mand for products and limit consumption to the few with income. Improved equity 
in income distribution needs to aim at broadening and increasing domestic demand. 
More equal income distribution will assist Africa to reinvigorate domestic and sub-re-
gional markets.  South Africa is an example of a country’s efforts to redress the economic 
inequalities of apartheid by improving employment and income opportunities of those 
previously disadvantaged. The post-apartheid period has shown some increase in employ-
ment without a decline in wages, which has meant that more people have been employed 
at higher wages.
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Table 6.1: Income Distribution in Southern Africa 

Share of Income held by Population Groups

Country
Richest

10%   1986-97

Richest
20%

1986-97

Poorest
 10 %

 1986-97

Poorest
20%

1986-97

Angola    - - - - - - - -

Botswana - - - - - - - -

Lesotho 43.4 60.1 0.9 2.8

Malawi - - - - - - - -

Mauritius - - - - - - - -

Mozambique 31.7 46.5 2.5 6.5

Namibia - - - - - - - -

South Africa 45.9 64.8 1.1 2.9

Swaziland 50.2 64.4 1.0 2.7

Zambia 39.2 54.8 1.6 4.2

Zimbabwe 46.9 62.3 1.8 4.0

Source: World Bank “African Development Indicators 2002”, Washington, D.C.

While the challenges in South Africa today are racially contextualized, poor income dis-
tribution is a problem experienced for the most part in every country in the sub-region. 
The primary challenge for governments is to address income distribution through a review 
of wage structures that can positively affect local markets, and strengthen the regulatory 
framework for the sustainability of private sector-led economic growth. 
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7Policies And Institutional 
Mechanisms for the Promotion 
of the Private Sector

A n effective institutional framework must address the major constraints and con-
cerns of both local and foreign investors. However, whilst a favourable general in-

stitutional framework is certainly the starting point, foreign investors also need additional 
policy measures that address their particular circumstances. Local investors may also re-
quire additional policy measures and incentives that help to address their circumstances 
fully. A comprehensive institutional framework for promoting private sector development 
should include governance policies, fiscal and monetary policies for macroeconomic sta-
bilization, mechanisms for stakeholder participation in policy development, investment 
facilitation and regulation systems, innovation policies, and appropriate incentives for 
identified special sectors of the economy. 

7.1 Governance Policies
As early as the 1960s, the Latin American School of Structuralists recognized governance 
as a critical factor in economic growth and development. ECLA economists of that era 
notably Anibal Pinto, O. Sunkel, Raul Prebisch, Celso Furtado, and Pedro Vuskovic con-
tributed to the original structuralist analytical framework that underscored the impor-
tance of relations and linkages between various factors that directly or indirectly impacted 
on economic growth and human development. These factors included income, demand, 
labour, output, exports/imports, politics, administration and culture.  In the context of 
structural and political reforms, the issue of good governance has been of concern to 
Africa for some time, but it is only recently that the intrinsic linkage between good gover-
nance and sustainable human development has been given due attention. 

In the NEPAD document, for example, African leaders have recognized the fact that the 
process of achieving economic growth and reducing poverty in their countries is heavily 
influenced by a considerable number of political and administrative factors, and that good 
political governance is a prerequisite for good economic and corporate governance. The 
NEPAD framework recognizes the need for considerable capacity building and reform 
in the civil service, strengthening democratic structures such as parliamentary oversight, 
participatory decision making, effective anti corruption policies, and judicial reforms to 
enhance the rule of law.
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The significance of democracy goes beyond promotion of political stability because de-
mocracy also impacts more directly on economic growth prospects by inducing greater 
national ingenuity. By facilitating greater participation of the citizens and residents in 
national decision-making processes, democracy encourages greater flow of ideas and is 
thus associated with relatively higher levels of collective national wisdom and national 
organizational ingenuity.

Since the beginning of the 1990s, Southern African countries have made significant prog-
ress in institutionalizing democracy and good governance. This is reflected in a number of 
developments taking place in the sub-region, such as constitutional limits on Presidential 
terms of office, setting up democratic institutions, the holding of multi-party elections, the 
increase of popular participation in governance, and dialogue between governments and 
stakeholders. In addition, a number of constitutional, legal and administrative changes 
have also been undertaken with the objective of consolidating and deepening democracy.

Sub-regional structures to support such a process include the SADC Electoral Commis-
sions Forum, the Electoral Institute of Southern Africa, the SADC Electoral Support Net-
work and the SADC Parliamentary Forum. These organizations have committed them-
selves to supporting the growth and deepening of democracy in the sub-region. This has 
been accomplished, through, inter alia, sending election observers to monitor and observe 
elections in the sub-region, as well as providing training for election personnel.

Experiences from the sub-region and beyond have shown that deepening democracy en-
tails more than the holding periodic elections and the creating a set of institutions. It also 
requires the development of a generally accepted set of values that ensures fair electoral 
practice, predicated on representation, accountability, inclusiveness, transparency, gender 
equality, tolerance and respect for diversity. These basic values have been agreed upon 
by Southern African countries and are expressed in the various declarations and instru-
ments to which they are signatory: the Windhoek Declaration on the Freedom of the 
Media (1991), the SADC Treaty of 1992, the 1997 SADC Declaration on Gender and 
Development. During the year 2001, Southern African leaders identified as part of their 
common agenda the promotion of common political values, systems and other shared 
values transmitted through institutions that are democratic, legitimate and effective, as 
well as the consolidation and maintenance of democracy, peace and security. This led to 
the adoption of a Regional Indicative Strategic Development Plan (RISDP) by SADC 
member States in 2002. 

7.2 Macroeconomic Policies 
Fiscal and monetary policies are important in promoting a stable macroeconomic envi-
ronment. Monetary policies are conducted by central banks, and on one hand, in practi-
cally every country in the sub-region the central banks are managed by eminent profes-
sionals on a sound professional basis. Fiscal policies on the other hand, are universally 
influenced by political considerations and objectives that sometimes are inconsistent with 
macroeconomic objectives and targets. The biggest challenge for full effectiveness of mac-
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roeconomic policies is the harmonization of fiscal and monetary policies so that there is 
mutual reinforcement. For instance, while most central banks in the sub-region have tried 
to control inflation with tight monetary policies, uncontrollable deficits have tended to 
undermine the impact of such monetary policies on overall macroeconomic stability.

7.2.1 Fiscal policies

Both the revenue and expenditure sides of fiscal measures need to be responsive to the 
needs of the private sector. The tax burden should be such that the investor is able to 
meet their tax obligations, and shareholder profit expectations and retain adequate sur-
plus to sustain the enterprise. Previously, tax collection was done by departments of the 
Ministries of Finance. Reforms in many countries have led to the creation of autonomous 
revenue agencies which operate on separate, conditions of service that are generally better 
than these of the civil service. In many countries in the sub-region, these agencies have 
improved revenue collection because they operate on semi-commercial principles.

The actual taxation policies are done by the Ministries of Finance, which attempt to be 
sensitive to private sector needs. Indeed, many countries are competing on the global 
market for FDI, and tax policies are part of their competitive packages. On the govern-
ment expenditure side, the major areas of interest to the private sector are the shares going 
to infrastructure, human capital development, and to maintenance of political and social 
stability in the country. Countries in the sub-region have different experiences in infra-
structure and human capital development. Most countries in the sub-region are taking 
major steps to improve political and administrative systems including the judicial systems. 
These measures are getting fair budgetary provisions as they are critical to the maintenance 
of political and social stability, which is a very essential condition for private sector invest-
ment whether local or foreign.

In some countries, there are government-underwritten programmes for World Bank, ADB 
and other donor-support services to the private sector. These programmes supplement 
donor support to governments, and should be further encouraged to enhance private sec-
tor participation. It is a vibrant private sector that can, in the long run, reduce national 
dependence on foreign donors. Most countries in the sub-region are heavily dependent 
on donor support to balance their budgets. Such support may be inevitable in the short 
run. The challenge for government is to use this donor support to build capacity for self-
sustained economic growth. With the heavy pressure on national treasuries from various 
angles of development, fiscal balance and discipline are a problem. Balance is particularly 
needed between short-term revenue objectives and long-term development objectives. 
The revenue measures are prudently allowing for private sector incentives to invest in 
desired areas including human capital development.

Inadequate fiscal discipline, especially in the administration and implementation of ap-
proved budgets, leads to serious distortions in planned expenditure and to undue stresses 
on available resources. This leads to unplanned recourse to the banking system, where the 
private sector is crowded out. This creates a series of chain reactions including poor per-
formance, and reduced tax revenue that in turn undermine macroeconomic stability. To 
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improve fiscal discipline, any proposal to depart from the approved budget in Uganda has 
to be tabled and approved by the Cabinet. This procedure helps to induce fiscal discipline. 
The Uganda practice could serve as a useful model for this sub-region.

7.2.2 Monetary policies

One of the biggest barriers to development in Africa is weak financial systems and capi-
tal markets. Africa’s financial systems are characterized by inadequate and uncompetitive 
banking facilities and financial institutions and weak capital markets. The poor banking 
and financial services are particularly inadequate in rural areas. Even South Africa which 
has a world-class stock exchange cannot boast of optimal utilization for domestic capital 
mobilization because of the apartheid legacy that excluded many people from the main-
stream commercial culture.

With the failure of several small, mainly indigenous banks on the continent in the 1990s, 
the banking system has further deteriorated into less competitive and unresponsive sys-
tems, especially in countries that experienced these bank failures. The general picture in 
Africa is one of extremely poor access to institutional loans by local enterprises, especially 
SMEs. Even though access to institutional lending is said to have improved during the 
1990s, the credit situation remains quite bad. Schulpen and Gibbon (2001) have noted: 
“In Zimbabwe the percentage of SMEs that obtained loans from banks or NGOs in-
creased during the 1990s from very little to 2.5%, while in Kenya 3.5% of SMEs had 
obtained institutional loans by 1995. Female-owned enterprises have less access to insti-
tutional lending than male-owned ones, and depend for finance to a high degree on loans 
from husbands and other family members”. 

This difficult credit situation is generally regarded as the binding constraint on the develop-
ment of entrepreneurship in Africa. The special problem of women entrepreneurs is par-
ticularly unfortunate since observable evidence in Lesotho, and the empirical observations 
of Kenya Industrial Estates and Zambia’s Small Industries Development Organization and 
national SME promotional agencies indicated that women-run SMEs tend to be better 
managed and to be more successful than those run by men. Thus, the bias against women 
entrepreneurs hampers a potentially more successful category of SME entrepreneurs. 

In recognition of the binding constraints of poor credit access by SMEs, some countries 
have developed specialized institutions and schemes to facilitate credit to SMEs. This is a 
positive, development, but countries in the sub-region need to do a lot more to address 
the constraint of credit to the private sector. The East Asian credit policies and strategies 
in the 1980s offer very pertinent lessons for the sub-region.

In East Asian countries, the radical economic restructuring policies of the 1980s recog-
nized the critical role of an efficient financial sector, and appropriate policies were de-
veloped to deliberately encourage the vigorous growth of non-bank financial services to 
compete with commercial banks in the provision of financial services. The improved flow 
of credit ensured the growth of the private sector especially SMEs, and were critical to the 
resuscitation of economic growth in these countries. 
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The central banks in this sub-region generally rely on the classical monetary restraint to 
control inflation. This policy is sometimes undermined by deficits. Indeed, it could be 
argued that in some cases when the little liquidity available goes to government to increase 
consumption, and the private sector which is crowded out of credit market reduces its 
production, inflation pressure can increase rather than reduce because of this increased 
consumption by government and the reduced output in the private sector. If tight mon-
etary policy is required, it should be targeted at controlling governments frequent exces-
sive reliance on the banking system for funding budget deficits while allowing reasonable 
flows of credit to the private sector. Such “targeted tight monetary policies” are more likely 
to achieve macroeconomic stability than a generally tight monetary policy.

7.3 Public – Private Sector Partnership in Policy 
Management
With increasing recognition of the private sector as a major partner in economic growth, 
the private sector role in policy evolution and management needs commensurate recogni-
tion. To promote a sense of ownership and commitment to public policies affecting the 
private sector, governments in the sub-region are encouraging close collaboration with 
and greater involvement of the private sector in policy management. 

Regular consultations between business associations and the relevant ministries have been 
there for some time, and such relations are being consolidated. These consultations have 
recently been broadened in many countries in the sub-region to include an annual meet-
ing between the State President with his entire Cabinet and major business associations. 
These top-level meetings started with Botswana and Malawi and are now getting repli-
cated in the neighbouring countries.

The public-private sector partnership has also been incorporated in the sub-regional insti-
tutional arrangements. For instance, the COMESA private sector association participates 
in COMESA policy forums. At national level, the Business Associations’ interactions 
with Government Ministries are getting better under an increasingly positive atmosphere 
for public-private sector partnerships. In Mauritius, the Government has embarked on a 
comprehensive Public-Private Partnership (PPP) concept that could prove to be a useful 
model for the rest of the sub-region.
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7.4 FDI Policy Challenges 
National policies and institutional arrangements for business facilitation are fundamental 
in attracting or preventing FDI inflows. Significant policies are those relating to:

• Economic, political and social stability;
• Rules for entry and operations;
• Treatment of foreigners relative to that of citizens;
• Market structure and operations e.g. competition and mergers and acquisitions 
 (M & A);
• International and regional trade and investment agreements;
• Privatization and nationalization of enterprises;

Box 2.5: The Public-Private Partnership (PPP) in Mauritius

The Public-Private Partnership (PPP) in Mauritius is conceived as a new way for Government to 

deliver services to the population in a more efficient and cost- effective manner. It is a contractual 

arrangement whereby a private party performs part of a Government organization’s normal service 

delivery or administrative functions and assumes the associated risks. In return, the private party 

receives a fee in accordance with predefined performance criteria. The essential aspects of PPP 

arrangements are:

• Focus on services to be provided, not the assets to be employed; and 

• A shift of the risks and responsibilities to a private provider for the pertinent activities.

The PPP project can take any of the various contractual forms below:

a) Service Contract: Government bids out the right to deliver a specific service usually of short 

duration;

b) Management Contract: Assets of the institution continue to be public, but operational man-

agement becomes private;

c) Leasing: Private sector finances and builds new facility, which is leased to public sector 

which makes scheduled lease payments; and 

d) BOT/BOO: Private Sector builds and operates a facility based on public sector design. In 

the case of BOT, the ownership rests with the public sector, while in case of BOO, owner-

ship is vested in the contractor until end of the contract.

The Government strategy for PPP includes a policy, legal and institutional framework with a full-

time secretariat and technical support services from the University of Mauritius and the Ministry 

of Economic Affairs.

Source: Mauritius Ministry of Economic Development, Public-Private Partnership Secretariat.
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• Trade policies e.g. tariffs and non-tariff barriers; and
• Tax policy

The significant business facilitation services are those related to:

• Investment promotion and facilitation;
• Investment incentives;
• Hassle costs (related to corruption and administrative efficiency);
• Social services (bilingual and international schools, medical care, quality of life; 

and
• After-investment services

Political and social stability are basic requirements for any investor, and these are also the 
basic pillars for economic stability. The Southern African sub-region has emerged from 
the liberation wars that undermined the political, social and economic stability of the sub-
region until 1994, when South Africa was liberated from the Apartheid System. The civil 
wars that followed independence in Mozambique and Angola have now ended, and the 
whole sub-region is now moving steadily towards democratic systems of governments and 
are switching substantial financial and organizational resources from military activities to 
developmental activities.

As part of its global strategy to promote FDI inflows into areas of high political risks, the 
World Bank, in 1985, established the Multilateral Investment Guarantee Agency (MIGA), 
which offers investors protection against currency inconvertibility or transfer, expropria-
tion, breach of contract, war and civil disturbance. With the current global trend towards 
market-based economic systems, the risk of open nationalization of businesses is very 
remote. However, investors are cautious about the regulatory collections in the tax policy 
that can enable the State to take substantial resources from an investor.

Botswana, South Africa and Mauritius have been very proactive in evolving FDI-friendly 
legal frameworks and tax policies, including double taxation agreements. Botswana, for 
instance, has ratified the 1985 World Bank Convention and MIGA. The country has a 
comprehensive legal framework including the Employment Act that stipulates minimum 
conditions of employment for all workers both citizens and expatriates. Botswana’s tax 
policy includes incentives of 200% tax deduction on staff training costs. The actual tax 
burden is low at a 25% corporate rate, and it is reduced to 15% for manufacturing enter-
prises with 15% on dividends.

In the area of business facilitation services, all countries in the sub-region have Invest-
ment Promotion Agencies (IPAs), which provide basic services to help investors get es-
sential licenses and legal registrations. Most of these IPAs attempt to operate as a one-stop 
window for basic services, to reduce the time spent on these preliminary administrative 
requirements. Many measures have been taken to improve the regulatory framework in 
various countries.

A recent study of the regulatory system in Mozambique observed significant develop-
ments in the regulatory framework, but also noted several areas requiring further action 



108 Economic and Social Conditions in Southern Africa 2003

[FIAS & USAID, 2001]. This study, highlighted the importance of effective sensitiza-
tion and training of responsible officers on the new rules, regulations and procedures. 
For instance, many local labour officers were ignorant of new labour laws that they were 
expected to monitor in their areas. To address such challenges, the study proposed a four-
stage approach as follows:

Stage 1: Build political will at the highest and all critical levels of policy management 
and reinforce the institutional arrangements. 
Stage 2: Formulate an Action Plan in a participatory manner so that it enjoys a legiti-
mate sense of ownership by all stakeholders especially the private sector. 
Stage 3: Premise the Implementation Plan on accountability and transparency, 
taking full account of the essential capacity building needed to empower the regula-
tory system to operate effectively.
Stage 4: An effective Monitoring and Evaluation (M & E) System should be in place 
to facilitate timely responses to any factors that may have a bearing on the effective-
ness and responsiveness of the regulatory system.  

For purposes of attracting foreign investment, the major challenge for the sub-region and 
for Africa is to shake off the historical associated images of social and political instability. 
To develop and sustain a new positive image, the sub-region needs to build on its past 
achievements and further develop and consolidate democratic structures of governance 
aimed at building the culture of democracy that is necessary for sustaining social and 
political stability.

The COMESA programme for systematically transforming the COMESA sub-region into 
a common market offers prospects for uniting several small markets into one large market. 
Currently, COMESA is working out modalities for a Common Investment Area which 
can further improve prospects for attracting large investments targeted at the COMESA 
and the global market. 

7.5 Policy Implications for Infrastructure and 
Services for Private Sector Development
In terms of economic infrastructure to facilitate local and foreign investors, special at-
tention should go to transport and communications infrastructure. For social services, 
primary focus should go to education, medical care and basic water supplies. Although 
these are also areas for private sector commercial enterprises, the primary responsibility for 
providing these basic infrastructure and social services rests with the government.

In the light of widespread poverty and serious resource constraints, many African gov-
ernments face difficult choices and trade offs in order to allocate reasonable resources to 
capital expenditure. For instance, in the early 1990s, Uganda had to reduce its public 
service establishment drastically so that the public budget cold focus on a lean, but effec-
tive civil service with a relatively lower salary budget, to facilitate significant expenditure 
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switching to capital budget and social services. This Uganda strategy is relevant to many 
African countries who are also attempting to rationalize their public service structures and 
establishments to more manageable sizes and to improve the allocative efficiency of their 
fiscal policies.

The Southern African capital expenditure practices are given in Table 7.1. South Africa 
has a highly developed economic infrastructure including ports, railway system, road 
network, and telecommunications. Its capital expenditure share of the total budget had 
dropped from 25.8% in 1980 and an annual average of 23.6% for 1975-1984 to an an-
nual average of 10% for the period 1990-2000. Given the good state of infrastructure, the 
10% expenditure may be adequate for maintenance and essential marginal expansions to 
maintain an investor-friendly infrastructure system.
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Zimbabwe is another country in the sub-region with good economic infrastructure devel-
oped, with an annual average capital expenditures share of 42.7% during 1975 – 1984 pe-
riod. The 14.2% annual average for the 1990s may be adequate for basic maintenance and 
marginal improvements. Otherwise, the 5.2% in 2000 should be seen as an exceptionally 
low level that may not be adequate to maintain investor-friendly infrastructure. Namibia 
and Mauritius can also maintain a fairly good infrastructure at the current annual average 
capital allocations of 14% and 16% respectively.

Botswana, Lesotho, Malawi, Mozambique and Swaziland have made good cumulative 
public investments in the development of infrastructure since 1980. There are significant 
observable achievements especially in Swaziland and Botswana road networks. Consider-
ing the damage caused by the civil war which may have further mitigated against invest-
ment in infrastructure, Angola faces enormous challenges in infrastructure. The Angolan 
share of capital expenditure fluctuated from 10% in 1991 to a peak of 21% in 1999 be-
fore dropping to 10.6% in 2000. These levels of capital expenditure may not be adequate 
to address the problems of infrastructure in Angola effectively.  With the civil war now 
over, Angola is well placed to focus her resources more on development. Capital expen-
diture is one of the areas that will deserve priority consideration in the national budget 
in order to give further incentives to both local and foreign private sector investors. The 
21% expenditure of 1999 is a good indicator in the right direction, and Angola needs to 
maintain that kind of investment in infrastructure to develop a conducive environment 
for investment.

Table 7.2: Paved Primary Roads as Percentage of Road Network

 Country 1991 1992 1993 1994 1995 1996 1997 1998 1999
Percent 
in Good 

Angola - - 25.0 25.0 25.0 25.0 25.0 25.0 25.0 10.4 - -

Botswana 34.0 19.9 21.1 22.2 48.0 52.0 54.0 56.0 55.0 94

Lesotho 17.0 16.0 15.0 15.0 17.9 17.9 16.8 17.3 18.3 53

Malawi 17.0 17.0 18.0 18.0 20.0 20.0 19.0 - - - - 56

Mauritius 93.0 93.0 93.0 93.0 93.0 93.0 93.0 96.0 96.0 95

Mozambique 17.2 17.5 17.8 18.2 18.6 18.7 - - - - - - 19

Namibia 10.9 10.9 7.3 7.9 7.9 8.2 8.3 - - - - - -

South Africa - - - - - - - - 41.5 - - - - 11.8 - - - -

Swaziland 54.7 58.6 59.8 28.2 - - - - - - - - - - 35

Zambia 16.9 17.3 17.6 18.0 - - - - - - - - - - 40

Zimbabwe 15. 16.0 17.0 54.9 48.0 47.4 - - - - - 70

Angola - - 25.0 25.0 25.0 25.0 25.0 25.0 25.0 10.4 - -

Source:  World Bank “African Development Indicators 2002”, Washington, D.C.

Zambia also faces serious future challenges in the area of infrastructure development 
mainly because of past failures to maintain capital expenditure, as reflected by an average 
annual share of 2.2% for the 1985 – 1989 period, the lowest for the whole Africa region. 
The annual average of 11.6% for the period 1975 – 1984 was again the lowest for the 
entire African region. It is encouraging that, since 1996, the annual capital expenditure 
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share has steadily risen from 32% to 48% in 2000. Zambia needs to maintain these levels 
of capital expenditure for sometime if it is to develop an economic infrastructure that is 
conducive to private sector investment. 

Table 7.2 gives some indication of the challenges of infrastructure development. Roads 
are the major transportation mode for passengers and goods in Africa. Outside of South 
Africa, Zimbabwe, and to a lesser extent Mozambique, the railway network is not that 
widely spread. Air transport is generally confined to a small percentage of the population, 
while water transport is purely for international trade. Paved roads constitute the most 
reliable infrastructure for transportation in the sub-region. Table 7.2 shows the paved 
primary roads as percentage of road network and gives percentage of roads in good condi-
tion in 1989.

The table shows that Botswana has progressed from 34% in 1991 to 55% of paved roads 
in 1999, and 94% of the road network was in good condition in 1989. Mauritius has, 
since 1991, maintained 93 – 96% share of paved roads with 95% of them in good condi-
tion in 1989. Zimbabwe’s share of paved roads was around 50% in the mid-1990s, and 
70% were in good condition in 1989.  Swaziland had averaged 58% good roads in early 
1990s, but there are no recent data, though latest observable developments would tend to 
raise the share of paved roads and good roads above 58%. The other countries in the sub-
region generally have less than 25% of the roads paved. This gives some indication of the 
tremendous challenges faced in this key area of infrastructure development.

With regard to physical infrastructure development, a related policy issue is the culture 
of maintenance. Africa has generally been associated with a poor culture of maintenance 
which leads to extreme deterioration of infrastructure and relatively high cost of rehabili-
tation or replacements. It is important for capital expenses to be fairly distributed between 
new investments and rehabilitation work. The rehabilitation expenditure line should be 
part of the regular annual budget rather than being treated as ad hoc expenditure in re-
sponse to major rehabilitation works.

Considering the high cost of infrastructure and services and the urgent need for their devel-
opment to a level that can effectively attract and sustain private sector investment, it is im-
portant for national governments to recognize areas such as telecoms, education and health 
care services, where private sector can play roles that supplement government efforts. The 
government should develop strategies that give maximum incentives to private sector and 
faith-based organizations to participate in infrastructure and services provision.



113

8Conclusions and the Way 
Forward

8.1 Conclusions

The study has discussed major areas for policy intervention aimed at development 
of the private sector in the sub-region. The study has noted a number of good 

practices that serve as useful models in the process of encouraging healthy growth of 
the private sector. The challenges and opportunities for private sector development are 
premised on the generally accepted strategy of domestic public-private sector partnership 
and international partnerships pursuing policies and programmes developed and owned 
by Africans. NEPAD provides the current policy framework for Africa and the primary 
focus is on poverty reduction.

Within national boundaries, the public-private sector partnerships are premised on sepa-
ration of functions so that the private sector takes responsibility for the efficient produc-
tion and delivery of traded goods and services, while the State concentrates on creating 
and sustaining a conducive environment through effective legal and regulatory framework 
and provision of social and infrastructure services.

The most basic primary need for any investor is political and social stability. The image 
of Africa as a land of social and political conflicts and civil war has been very damaging 
to the growth prospects for the private sector. Africa is challenged to build a new image. 
The entire Southern African sub-region is today at peace. Indeed, practically all countries 
have moved steadily towards democratic systems of government with some constitutions 
limiting tenure of office for the President (the highest political office) to two terms. This is 
likely to consolidate the peaceful transfer of political power at the highest level. Although 
there may be pockets of resistance, the trend towards democratic systems of governance 
in the sub-region appears irreversible, but national governments and civil society need to 
remain vigilant in strengthening various democracy-enhancing institutions and in devel-
oping a deep-rooted national culture of democracy.

Related to democracy are the issues of good governance and transparency. Current efforts 
in the sub-region aimed at improving good governance and transparency should continue, 
and civil society should be vigilant and active partners with the State in programmes aimed 
at improving good governance. Good governance and transparency have direct bearing on 
government’s capacity to address factors, such as infrastructure, that hinder private sector 
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development and economic growth. This is an area of mutual interest for the State, private 
sector and civil society. Broad partnerships and good working relationships among all stake-
holders can help promote positive developments in good governance and transparency.

Once the social-political stability issues are taken care of, the next area of concern to 
the investors is macroeconomic stability and predictability. The principal macroeconomic 
management policies are fiscal and monetary policies, which can provide the incentives 
and signals to guide private sector behavior. Most countries in the sub-region are follow-
ing fiscal and monetary policies that aim at promoting macroeconomic stability. In terms 
of providing a conducive environment for the private sector, a special challenge for fiscal 
policies is to ensure adequate budgetary provisions for capital expenditure to ensure a 
conducive economic infrastructure. Good infrastructure and social services are essential 
requirements for private sector development, and are generally seen as the domain of gov-
ernment. However, experience in the sub-region and elsewhere indicate substantial scope 
for private sector involvement in infrastructure and services. Economic policies should 
deliberately encourage an increasing role of private sector in infrastructure and services. 
Another area of concern for fiscal policies in many countries is the need to control deficits 
which tend to breed inflation and undermine macroeconomic stability. The basic answer 
lies in improved fiscal discipline.

Like most African countries, the sub-region has undeveloped financial systems that are 
characterized by uncompetitive behaviour and inadequate credit flows to the private sec-
tor, especially SMEs. The sub-region can take some lessons from East Asian countries, 
which in the 1980s, developed deliberate policies to encourage growth of non-bank fi-
nancial institutions that helped to create competitive and investor-responsive financial 
systems. In most countries, poor access to credit is the binding constraint on the growth of 
domestic private sector, especially for SMEs. All countries need to develop monetary and 
credit policies that encourage production. Current monetary policies tend to focus solely 
on tight money supply to control inflation. In these policies, the private sector tends to be 
crowded out of credit market by government whose deficits seek recourse to the financial 
system. Central banks should be encouraged to develop “targeted tight monetary policies” 
that can tighten credit to specified targets, such as government without affecting essential 
credit flows to the private sector.

FDI should be recognized as a major potential source of development finance and tech-
nology transfer. National policies, especially those related to macroeconomic stability, 
should be sensitive to the concerns of TNCs. To ensure full benefit from FDI, national 
policies and specific agreements should also be carefully articulated to protect national 
objectives, especially in key areas such as technology transfer, human capital development, 
equitable income distribution, and protection of the environment.

Part of the reason why the informal sector exists despite lack of any official registration 
is the high costs for both the informal operator and the regulators that are associated 
with the complicated registration processes. The policy on informal sector should fully 
recognize that the informal sector is a reflection of underdevelopment, poverty, unem-
ployment, and inappropriate regulatory systems. Simplified registration procedures and 
decentralization of registration points can facilitate effective registration of enterprises in 
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this sector. Registration can help with the essential process of generating statistics needed 
for effective, enterprise planning. Policy measures can also based on group interventions 
able to help improve productivity and efficiency in the sector.

SMEs play a major role in the development of practically all countries including the 
developed and emerging economies. Thus, in most developed countries, SMEs enjoy top 
policy priority ranking. However, many countries in the sub-region, SMEs do not appear 
to receive the type of policy priority they deserve. The main reason for this appears to be 
the absence of statistics that can show the full importance of SMEs to their economies. 
Perhaps the starting point for all countries in the sub-region, in this regard, is to invest in 
developing baseline data on SMEs and the informal sector. The statistics will help national 
planner evolve comprehensive policies and programmes for SMEs. The major constraints 
needing special public policy interventions include poor access to credit, poor access to 
technology, weak technical and management skills, lack of access to insurance services, 
and poor access to transport, communications and appropriate energy and utilities.

Local innovation is a challenge to all countries if they are to respond to efficiency and 
competition challenges. However, the high cost of R & D makes it imperative for small 
countries to rationalize and focus their limited R & D capabilities on critical areas of 
socio-economic development. The current R & D policies in the sub-region have wisely 
focused on regional, national and household food security and other targeted socio-eco-
nomic objectives. Even with resource constraints, all countries should encourage a culture 
of technology through promotion of basic literacy as top priority and encouragement of 
science and technology in the education system. Compulsory primary education will help 
promote basic literacy, and should be encouraged in every country. 

With regard to non-agricultural technologies, countries in the sub-region should focus 
more on technology transfer. With special focus on adaptation of imported technologies 
to local situation, innovation efforts should be guided by identified strategic areas.  Pro-
motion of a culture and practice of local inventions and innovations should be encour-
aged through prizes and other forms of public recognition of local inventions. In view of 
severe resource limitations at national level for innovation, a regional approach to non-
agricultural R & D activities would help to pool resources into meaningful quantities for 
effective R & D activities.

The challenge of market access should initially focus on sub-regional markets where lo-
cal establishments can enjoy comparative advantages in transportation. Expansion of the 
depressed national markets should also offer good prospects; especially with policies that 
encourage more equitable distribution of national income, especially through better sala-
ries for the majority general workers.

Most countries have done well in improving the regulatory framework. However, more 
improvements are needed. The current efforts by COMESA member States’ national in-
vestment promotion agencies to operate as single window sources should be encouraged 
as they will reduce administrative costs for the investor and the regulator. Most countries 
need to further simplify the documentation procedures and reduce the time in which 
these procedures can be done.
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The sub-region has three economic groupings; COMESA SADC, and SACU. The sub-
stantial scope for coordinated sub-regional programmes aimed at private sector devel-
opment offered by these sub-regional groupings should be fully exploited. Sub-regional 
approaches to a number of issues should be encouraged as they offer good prospects for 
enhancing overall impact of policies on national socioeconomic development.  

8.2 The Way Forward
The role of the private sector in African development is critical and, without private sec-
tor acceptance and participation, the vision of a growing and prosperous Africa will not 
materialize. The NEPAD vision document, for example, outlines an agenda for raising the 
average economic growth rate of the African continent from 2.6 per cent per annum in 
the 1990s to 7 per cent per annum for the next 15 years, the latter being the minimum re-
quired to halve the incidence of poverty over this period. According to this vision, achiev-
ing 7 per cent per annum growth requires that fixed investment must rise above current 
levels by some $64 billion per annum, this additional sum to be funded by a combination 
of increased domestic savings, foreign aid and foreign direct investment. 

The reality is that international aid levels are on the decline in Africa. Therefore, the majority 
of the additional resources that are needed will have to come from private sector investment 
and commercial bank loan sources. But even potential investments will not occur if the 
perceived risk of doing business in the sub-region remains too high. Therefore, the effective 
promotion of private sector investment by both foreign and local investors requires appro-
priate government policies in the three areas of primary concern to the investors namely:

a) Political stability and good governance 
b) Macroeconomic stability, and 
c) Regulatory framework and institutional mechanisms. 

a) Political stability and good governance

The mechanisms of good economic and corporate governance in Africa are heavily influ-
enced by a considerable number of political factors. Where there exists bad economic and 
corporate governance, there will also exist bad political governance. Good political gov-
ernance is therefore a prerequisite for good economic and corporate governance. Demo-
cratic systems of government are empirically associated with political and social stability. 
The current momentum in the Southern African sub-region towards institutionalization 
of democracy and good governance should be encouraged and consolidated. Constitu-
tional limits on the Presidential terms of office help to promote smooth transition of top 
political power, and this should be encouraged on the sub-regional political agenda. 

For Southern African public institutions to function effectively, considerable reform and 
capacity building will be required. As indicated in the NEPAD framework document, 
those institutional reforms will need to focus on 
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• Administrative and civil services; 
• Strengthening of parliamentary oversight; 
• Promoting participatory decision-making; 
• Adopting effective measures to combat corruption and embezzlement; and
• Undertaking of judicial reforms. 

b) Macroeconomic stability

To encourage the private sector to undertake effective planning, Southern African govern-
ments should establish a stable macroeconomic environment. This requires the adoption 
of credible and consistent macroeconomic policies. The most frequent major risks to mac-
roeconomic stability are the high budget deficits accompanied with excessive dependence 
on the banking system at the expense of the private sector (crowding-out). There is need, 
therefore, for greater fiscal discipline to ensure that deficits are within manageable limits 
that do not create undue pressure on price levels. 

Macroeconomic stability is also severely hampered by the generally underdeveloped  finan-
cial systems. Capital markets, for example, are important facilitators of economic growth 
and should be recognized as an important and legitimate component of a country’s de-
velopment programme. However, given the limited state of development of markets in 
many Southern African countries, targeting capital market development in the sub-region 
demands a broader commitment – i.e. a commitment to overall financial sector develop-
ment, including but not limited to, the banking system, pension, insurance and social 
security schemes.  

In addition to this, there is need for policies to facilitate the development of financial 
systems that are more responsive to the needs of SMEs. This, in turn, requires a strong em-
phasis on developing concrete mechanisms for building a country’s financial architecture, 
one that can serve as the basis for effective management of existing financial resources and 
the mobilization of additional ones.  

c) Regulatory framework and institutional mechanisms  

The regulatory framework and institutional mechanisms are fundamental in determining 
the environment in which the private sector will operate. The regulatory framework must 
be sensitive to the commercial objectives of local and foreign investors, and at the same 
time promote the social and economic objectives of the country. 

Significant policies of concern to the investors include tax policy, trade policies, interna-
tional and regional trade and investment policies, and treatment of foreigners relative to 
treatment of citizens. The significant socio-economic objectives of national economies 
include employment creation, technology transfer, human capital formulation, sustain-
able environment etc. Sub-regional approaches such as common trade and investment 
areas can supplement domestic national policies in promoting a conducive environment 
for private sector investment.
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Business facilitation services needing priority attention in the sub-region include invest-
ment incentives; elimination of bureaucratic costs (including corruption and administra-
tion efficiency); social services (especially education and medical services); investment 
registration services; and after-investment services. Current efforts to streamline national 
investment promotion agencies into comprehensive single window institutions can help 
in improving the business facilitation services.

At its 10th meeting in May 2004, the Intergovernmental Committee of Experts (ICE) ex-
amined the document on ‘Challenges of Private Sector Development in Southern Africa’ 
and made a number of recommendations on the way forward. These recommendations 
addressed:

a) Foreign Direct Investment; 
b) Private Sector and Regional Integration; 
c) Financial Instruments and Strategies for increasing access to financial services for 

the private sector in Southern Africa and 
d) Promoting Small-and Medium-Scale Enterprises; 
e) Policies and Institutional Mechanisms for Promoting the Private Sector; and
f ) Best Practices: South Africa-Angola Case Study on Southern Africa.

 A summary of the recommendations is shown in Box 2.6. 

Box 2.6: Recommendations of the Intergovernmental Committee of 
Experts (ICE) for Southern Africa on the “Way Forward”

a) FDI, local innovation and market access

• Attract FDI as a source of fresh investments, technology transfer and promote 
local investments;

• Create macroeconomic conditions that address the concerns of both local and 
foreign investors and accord private sector development priority; 

• Develop sub-regional strategies to attract FDI and promote innovation;  

• Look beyond primary production and processing and promote value-added 
manufacturing programmes;

• Place emphasis on the global market for high-value export products and access 
to the sub-regional market targeted at commodities;  

• Promote investment in economic and social infrastructure and services; 

• Facilitate proper funding for R & D; 

• Encourage a proper assessment of skills and key assets to assist with investment 
decisions;  

• Promote education policy that has a culture of innovation and skills develop-
ment; 
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• Enhance monetary and financial systems to include financial instruments e.g. 
venture capital financing, equity funds;

• Promote competitiveness of local industries/firms; and 

• Promote total quality management in all products.

b) The private sector and regional integration

• Ensure that agencies have enough capacity to support private sector actors; 

• Engage the private sector in the formulation of private sector development policies; 

• Identify and develop markets that are amenable to regional integration within 
the framework of the Growth Triangle; 

• Promote the establishment of diverse types of financial intermediaries that can 
provide support including Commercial Banks; 

• Provide more variety in terms of availability and types of institutions that can 
provide financial support, aside from Commercial Banks; and

• Encourage trade and transport protocols. 

c) Financial instruments and strategies for   increasing access to financial services 
for the private sector in Southern Africa

• Encourage the establishment of National Credit Guarantee Schemes;  

• Encourage commercial banks and other financial institutions to increase their 
financial support to SMEs; 

• Establish Credit Reference Institutions; 

• Pursue strategies that will improve Country International Credit Ratings; 

• Improve Capital markets; 

• Promote greater awareness on existing financial institutions and services 

• Encourage more dialogue between the financing institutions and the private sector; 

• Develop capacity building programmes for the private sector and the financial 
institutions to enhance their roles in accessing and administering loans; and

• Enhance and promote the role of public/private partnerships in giving guaran-
tees to SMEs.

d) Promoting SMEs

• Engender SMEs policies and programmes; 

• Accord SMEs appropriate policy priority; 

• Promote the development of pro-SME policies and programmes; 

• Provide more emphasis on raising domestic savings for investment and the sup-
port of local entrepreneurs; 



120 Economic and Social Conditions in Southern Africa 2003

• Promote collection of more baseline data on SME’s and the informal sector; 

• Provide adequate budget provisions for the promotion of SMEs;  

• Develop effective support services; e.g. credit and skills training; 

• Promote a conducive legal framework in support of SMEs;

• Facilitate the registration of SMEs and improve productivity; and

• Promote interventions that facilitate access to markets by SMEs.

Policies and Institutional mechanisms for promoting the private sector

• Strive to maintain peace, stability democracy and good governance for private 
sector development; 

• Establish mechanisms to promote business statistics to guide sound policy for-
mulation and management; 

• Empower national statistics offices to produce reliable statistics to support  pub-
lic policy; 

• Undertake systematic interventions to encourage the informal economy to be-
come a nursery for formalized dynamic enterprises;

• Decentralize business/enterprise registration systems within reasonable reach of 
the informal economy and establish user-friendly systems; 

• Encourage policies that promote basic education; 

• Introduce incentives for the private sector to train their personnel;

• Ensure that labour policies address the needs of the private sector, in the context 
of ILO recommendations; 

• Organize regular forums to facilitate exchange of experiences on PPP and to 
enable the identification of successful practices;

• Undertake capacity building on Private Public Partnerships (PPP) to improve 
the general understanding of the concept and its use; and

• Develop regulatory frameworks to protect national and investor interests. 

Best practices: South Africa-Angola case study in Southern Africa

• Encourage private sector initiatives to organize business consistent with existing 
protocols;

• Encourage the private sector to organize itself and establish linkages, especially 
investment related linkages; and 

• Document and disseminate best practice case studies such as that on the South 
Africa – Angola Bilateral Chambers of Commerce and learn from the experi-
ence, as appropriate.
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Table A.10: Public Expenditure on Education: % of GNP in Selected 
Countries

1997

Argentina 3.5
Botswana 8.6
Brazil 5.1
Chile 3.6
Hong Kong 2.9
India 3.2
Korea 3.7
Malaysia 4.9
Mexico 4.9
Singapore 3.0
South Africa 7.9
Thailand 4.8
Turkey 2.2
Uruguay 3.3

Source: NACI & NSTF “Growth and Innovation Perspectives on the Interaction between Economic Growth, 
Science, Technology and Human Capital” 2001.

Table A.11:  The Decomposition of Growth in Per Capita GDP 
into the Contribution by Factors of Production and Technological 
Progress: the South African Manufacturing Sector in the 1970s. *

Growth in
 real GDP

 of Which

Labour Capital TFP
Rank

TFTFP
Other chemicals & man-made fibers 16.12     1.02    4.00 11.10 1

Basic non-ferrous metals 15.13    2.36    2.35 10.42 2

Electrical machinery 13.26    3.20    1.55 8.51 3

Plastic products 12.01     3.13    2.10 6.78 4

Paper & paper products 7.44     0.31     2.02 5.10 5

Textiles 2.80     0.67   -0.77 2.90 6

Machinery & equipment 4.96 1.91 0.53 2.52 7

Metal products excluding machinery 4.89 1.81 0.78 2.30 8

Food 6.60 1.57 2.94 2.09 9

Wood & wood products 5.02 1.24 1.86 1.92 10

Furniture 2.15 0.46 -0.11 1.80 11

Motor vehicles, parts & accessories 5.54 2.97 1.01 1.56 12

Wearing apparel 3.80 2.52 -0.04 1.33 13

Beverages 8.09 1.83 5.02 1.24 14

Basic iron & steel 6.29 2.63 3.42 0.24 15

Rubber products 3.36 1.41 2.02  -0.06 16

Other industries 3.82 2.94 0.95  -0.08 17

Non-metallic minerals 2.69 0.49 2.74  -0.54 18
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Growth in
 real GDP

 of Which

Labour Capital TFP
Rank

TFTFP
Footwear 0.62 0.54 0.64  -0.56 19

Basic chemicals 4.87 3.29 2.51  -0.92 20

Glass & glass products 1.63 -0.13 2.72  -0.96 21

Printing, publishing & recorded media 0.87 1.99 0.73  -1.86 22

Other transport equipment 3.29 3.30 2.21  -2.22 23

Leather & leather products -0.04 1.66 0.65  -2.35 24

Tobacco 0.26 0.28 2.60  -2.62 25

Professional & scientific equipment -4.53 -0.12 0.34  -4.74 26
Television, radio & communication 
equipment

-1.48 2.65  1.91  -6.04 27

Coke & refined petroleum products -3.11 0.65 21.46 -25.22 28

Correlation with output growth: 0.40 -0.14 0.79

Source: NACI & NSTF “Growth & Innovation: Perspectives on the Interaction between Economic Growth, Science, 
Technology and Human Capital” 2001.

*Figures are in percent.
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Table A.12: The Decomposition of Growth in Per Capita GDP into the 
Contribution by Factors of Production and Technological Progress: the 
Manufacturing Sector in the 1980s. *

Growth in real GDP of Which

Labour Capital TFP
Rank
TFP

Other industries 15.65 1.26 -0.22 14.62
 1 

1
Coke & refined petroleum products 17.63 1.51 4.10 12.02  2

Television, radio & communication equipment 12.47 2.39 0.09 9.99  3

Professional & scientific equipment 13.28 3.34 2.28 7.65   4

Plastic products 9.07 3.39 2.02 3.67   5

Motor vehicles, parts & accessories 5.89 0.58 1.76 3.55   6

Furniture 8.11 3.93 1.08 3.10   7

Glass & glass products 4.34 -0.63 2.06 2.92   8

Printing, publishing & recorded media 4.99 1.50 0.64 2.86   9

Leather & leather products 3.80 1.27 -0.22 2.76 10

Rubber products 2.49 -0.07 0.09 2.47 11

Beverages 6.54 0.92 3.85 1.77 12

Tobacco 0.53 -0.05 1.15 1.73 13

Wearing apparel 3.26 1.34 0.20 1.72 14

Basic non-ferrous metals 3.28 0.17 1.70 1.41 15

Basic iron & steel -0.67 -0.58 -0.26 0.17 16

Other chemicals & man-made fibers 2.44 1.95 0.68 -0.19 17

Metal products excluding machinery -0.47 -0.04 0.21 -0.64 18

Wood & wood products 0.68 1.05 0.32 -0.70 19

Textiles -0.71 -0.46 0.82 -1.07 20

Paper & paper products 4.28 1.47 3.89 -1.07 21

Footwear 1.82 2.40 0.53 -1.11 22

Non-metallic minerals 0.78 0.51 1.78 -1.52 23

Food -0.05 0.79 1.13 -1.96 24

Other transport equipment -3.04 0.73 -0.30 -3.47 25

Electrical machinery -1.00 1.33 1.26 -3.60 26

Basic chemicals 2.04 0.77 5.38 -4.10 27

Machinery & equipment -3.33 0.64 0.80 -4.77 28

Correlation with output growth: 0.54 0.30 0.93

Source: NACI & NSTF “Growth & Innovation: Perspectives on the Interaction between Economic Growth, Science, 
Technology and Human Capital” 2001.
* Figures are in percent.
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Table A.13: The Decomposition of Growth in Per Capita GDP into the 
Contribution by Factors of Production and Technological Progress: 
the South African Manufacturing Sector in the 1990s.*

Growth in 
real GDP

of  Which

Labour Capital TFP Rank TFP

Basic iron & steel 3.73 -2.29 3.02 3.00 1

Basic chemicals 1.35 -1.38 0.02 2.72 2

Machinery & equipment 1.32 -1.11 -0.16 2.60 3

Wearing apparel 1.84 0.67 -0.56 1.72 4

Wood & wood products 2.02 0.72 0.38 0.93 5

Leather & leather products 0.52 -2.61 2.56 0.57 6

Professional & scientific 
equipment

0.35 -0.12 0.02 0.45 7

Non-metallic minerals -1.15 -1.49 -0.02 0.36 8

Other chemicals & man-
made fibers

0.55 -0.77 1.22 0.10 9

Electrical machinery 1.71 1.83 -0.19 0.07 10

Food 1.28 -0.59 1.82 0.06 11

Tobacco -3.68 -2.52 -1.14 -0.02 12

Metal products excluding 
machinery

-0.09 -0.45 0.43 -0.07 13

Textiles -1.98 -1.65 -0.11 -0.22 14

Footwear -3.57 -2.69 -0.48 -0.40 15

Other industries 7.45 -0.23 8.45 -0.76 16

Paper & paper products 0.11 0.01 1.46 -1.36 17

Basic non-ferrous metals 10.55 -1.16 13.58 -1.87 18

Plastic products 2.58 0.91 4.02 -2.35 19

Rubber products -1.81 -0.88 1.86 -2.79 20

Glass & glass products -0.27 -0.46 3.05 -2.87 21

Furniture -1.13 0.79 2.00 -3.91 22

Printing, publishing & 
recorded media

-1.43 0.70 1.82 -3.95 23

Coke & refined petroleum 
products

-2.57 -0.31 1.90 -4.16 24
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Growth in 
real GDP

of  Which

Labour Capital TFP Rank TFP

Other transport equipment -5.43 -1.08 -0.15 -4.20 25

Motor vehicles, parts & 
accessories

-1.74 0.79 2.45 -4.98 26

Beverages -2.76 -1.08 3.44 -5.12 27

Television, radio & 
communication equipment

-1.98 2.50 1.97 -6.45 28

Correlation with output 
growth:

0.08 0.74 0.38

Source: NACI & NSTF “Growth & Innovation: Perspectives on the Interaction between Economic Growth, 
Science, Technology and Human Capital” 2001.
*Figures are in percent.
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