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REMITTANCESTO AFRICA OVERTAKESFOREIGN DIRECT
INVESTMENT

Remittances from Africans working abroad in the period 2000-2003 averaged about
US$17 billion per annum virtually overtaking Foreign Direct Investment flows which
averaged about $15 billion per annum during the same period.

These figures are contained in areport Resource Flows to Africa: An Update on
Satistical Trends just released by the United Nations Office of the Special Adviser on
Africain New York.

The report draws on official data from the World Bank, United Nations Conference on
Trade and Development, UNCTAD, OECD and IMF. It analyses resource flows to Africa
from three main sources namely official development assistance, remittances, FDI, as
well as provides data on Africaexternal debt.

It notes that official development assistance remains the main source of externa
financing, increasing from US$15.6 billion to about US$25 billion between 1999 and
2003- anet increase of 67 per cent.

Official aid

Official development assistance is still the main external resource flow for Africa.
Reflecting the commitments made at the Monterrey Conference on Financing for
Development in 2002, net official aid from all donors increased by US$10.2 billion, from
US$15.6 hillion to about US$25 billion between 1999 and 2003. This represents a net
increase of 67 percent. There is consensus that Africawould need twice as much as the
current levels of aid by 2010 to enable it meet the MDGs and implement NEPAD. This
need to double aid to Africa has been restated in the reports of the Commission for
Africa, United Nations Millennium Project and the UN Secretary-General’ s Advisory
Panel on International Support for NEPAD.

Remittances

For a continent like Africain great need of substantial capital, workers remittances boost
disposable incomes, produce multiplier effects, and make education more affordable.
Private transfers are large and stable sources of foreign exchange for poor countries and
are more likely to reach poor households than other capital flows. The average per capita
remittance by migrants in developed countries is around US$ 200 per month.

In the light of thisit is becoming imperative that the cost of transmitting remittances
needs to be reduced to allow African countries receive larger private capital flows.

FDI flows



Although FDI flows to Africa have increased in vaue terms during the last few years,
total flows to the whole continent represent only a small percentage of total flowsto
developing countries. While the average annual FDI has increased from about US$ 2.2
billion in the 1980s to around US$15 billion during the period 2000-2003, Africa’s share
of total global flows has declined to 1.8 percent during 2000-2003 from an average of 2.3
percent in the 1980s.

Furthermore, Africa’s share of total FDI flows to developing countries decreased from
about 10 percent in the 1980s to 7 percent for the period 2000-2003. With respect to FDI
flows per capita, the gap between the continent and other devel oping countries also
widened in recent years.

Evidence seems to indicate that the composition of FDI flows to Africais changing. Over
the past few decades the largest recipients of FDI have been countries with large mineral
and petroleum reserves and growing natural resources industries. However, the last five
years have witnessed a shift of investors' focus to industrial and service sectors, including
telecommunications, banking and textiles. Eventually the new trend may lead to the
emergence of new comparative advantages in Africa.

External debt

Despite the HIPC Initiative' s objective to reduce Africa’ s total debt, total external debt
and the burden of debt service payments still remains high.

In 2003 African countries owed atotal of US$307 billion to creditor countries and
ingtitutions, of which $218 billion was owed by the countries in Sub-Saharan Africa. This
debt more than doubled from US$120 billion in 1980 to US$307 hillion in 2003. Almost
80 percent of Africa's debt is owed to officia institutions, of which approximately 33
percent is multilateral debt owed mainly to the IMF and the World Bank.

At the same time, total debt service paid by the continent increased from US$3.3 billion
in the 1970s to a peak of US$28 hillion in 2003, of which Sub-Saharan Africa' s share
was US$15 hillion. In this context, the decision by the G8 countries to grant a 100
percent multilateral cancellation of the debt owed to the IMF, the World Bank, and the
African Development Bank by 14 African countries that have reached the HIPC Initiative
completion point could reduce the heavy debt burden and boost pro-poor growth by
freeing resources for social and productive sectors.

External balances

African countries current account balances fluctuate between deficits and surpluses depending on
the prices of their major export products, namely crude oil and commaodities. For instance, the
recent improvement of the current account was mainly due to strong growth in oil and non-oil
exports as aresult of an increase in thelr prices.



The dependency of the external balance on oil and commaodities prices reflects a lack of
diversification of the economic structure. To reduce the dependency on the volatility of export
earnings and decrease the potential downsize risk of current account sustainability, African
countries ought to start addressing the issue of supply constraints that hinder inter and intra-
African trade.

In this context, to benefit from the opportunities provided by the African Growth and
Opportunities Act (AGOA) and the Everything But Arms (EBA) initiative and other trade
arrangements, countries in Africa should encourage exports diversification, increase the value-
added content of export, and phase out various trade barriers which block the emergence of
regional economic integration.

In addition, African countries ought to strengthen their financia markets to better facilitate trade
and monetary transactions and build an effective capacity to negotiate effectively in the
international trading system. Finally, afavorable real exchange rate will make exports more
competitive.

The full report Resource Flows to Africa: An Update on Statistical Trendsis available
on www.un.org/africa/osaa
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