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Objectives

§ What drives the current account deficits
in the region?

§ What is the effect of the current account
deficits on growth?
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Back to basics
Current account

!"# = % + ! + ' + ( − '*

( − '* = !"# − % − ! − '

X − IM = . − '
Current account = Capital account
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Foreign capital and economic 
growth

“Capital account liberalization is an 
inevitable step on the path of 

development, which cannot be avoided 
and should be embraced.”

Fischer (1997)



UNECA.ORG

Foreign capital and economic 
growth

“Developing countries that grow rapidly 
rely less, not more on foreign capital”

Rajan et al. (2007)
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Source: Rajan et al. (2007)

Golden era of financial integration, 1985-1997
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Source: Rajan et al. (2007)

OLS 
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Source: Rajan et al. (2007)

OLS GMM 
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Sample: 11 countries
Time period: 1990-2015
Estimator: Random effects and Feasible GLS
GMM: Designed for panels with small T and large N

!"# = %& + %()*++,-# .))/*-# 0,1")"#"# + %23"#4 + )" + *"#
567 annual rate of growth of GDP per capita

8674
Initial per capita income  Initial life expectancy    Openness                                   
Fiscal balance                       Inflation                            Savings 
Investment ODA                                  Population growth
Dummy variable for the year 2002

Financing growth in Eastern Africa
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Results: Random effects
(1) (2) (3) (4) (5) (6) (7) (8) (9)

Current account 
deficit/GDP -0.14*** -0.06 -0.14*** -0.04 -0.10* -0.01 -0.09* -0.00 -0.08

(0.05) (0.06) (0.05) (0.059) (0.06) (0.06) (0.06) (0.05) (0.05)
Log per capita income 
(1990) 1.35** 1.13** 1.23*** 1.11** 1.28*** 1.43** 1.51*** 1.49** 1.56***

(0.59) (0.53) (0.34) (0.52) (0.37) (0.67) (0.50) (0.68) (0.55)
Life expectancy (1990) -0.17*** -0.15*** -0.16*** -0.24*** -0.25*** -0.25*** -0.25*** -0.24*** -0.24***

(0.05) (0.04) (0.03) (0.07) (0.06) (0.06) (0.05) (0.06) (0.06)
Openness -0.01 -0.01 -0.01 0.00 -0.00 0.00 -0.00 0.00 -0.00

(0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02)
Fiscal balance /GDP 0.26* 0.25* 0.22* 0.21* 0.20* 0.19* 0.19* 0.15 0.15

(0.15) (0.14) (0.12) (0.12) (0.11) (0.10) (0.01) (0.10) (0.10)
Inflation -0.02*** -0.02*** -0.02*** -0.02*** -0.02*** -0.02*** -0.02*** -0.02*** -0.02***

(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
Investments/GDP 0.13* 0.11 0.12 0.11

(0.07) (0.08) (0.07) (0.07)
Savings/GDP 0.15** 0.12* 0.12 0.10

(0.07) (0.07) (0.07) (0.07)
ODA as a share of GNI -0.13 -0.14* -0.13* -0.13 -0.12 -0.12

(0.09) (0.08) (0.08) (0.08) (0.08) (0.08)
Population growth 0.42 0.33 0.42 0.34

(0.34) (0.31) (0.29) (0.27)
Dummy 2002 1.28 1.188

(0.94) (0.881)
R-squared 0.11 0.15 0.16 0.19 0.20 0.20 0.20 0.21 0.211

Wald chi-squared 1335.91 1780.64 1363.77 4749.60 8873.49 8995.82 49693.34 90096.73
191245.
83

No. of observations 267 267 267 257 257 257 257 257 257
Notes: Robust standard errors in parentheses.   *** p<0.01,    ** p<0.05,    * p<0.1
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Balance of Payment Constraint
“In the long run, no economy can grow faster
than the rate consistent with the balance of
payment equilibrium on the current account,
unless it can finance the ever growing deficits.”

Thirlwall’s Law

!∗∗ = $%&'() %* )+,%-./
012%() )&3/.020.4 %* 5)(315 *%- )+,%-./

Two sides of the same coin?
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Differences in growth between Africa & Asia

Two sides of the same coin?

Annual average (% point) Average % of merchandise exports

Actual growth 
rate

Net export 
effect

Primary 
products

Fuel + manufactured 
goods

Kenya 6 1 69 31

Somalia 3 -1 97 3

Tanzania 3 0 82 18

Madagascar 0 0 87 13
African 
average 4 2 71 29

Asian average 7 6 36 64
Source: Hussain (1999)
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Is Africa’s growth BoP constrained?

Two sides of the same coin?

Estimated  y* Actual y

Ethiopia 3.2 2.2 

Kenya 6.7 6.4 

Madagascar 0.9 0.5 

Somalia 4.1 3.4 
Source: Hussain (1999)
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Part II: Stylized Facts
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East Africa’s CA deficits largely driven 
by widening trade deficits

Source: UNCTAD.

Stylized facts
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East Africa’s CA deficits largely driven 
by widening trade deficits

Source: UNCTAD.

Stylized facts
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Reflection of structural trade problems?

Source: UNCTAD.

Stylized facts
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What drives the trade deficits?

Source: UNCTAD.

Stylized facts

Trade balance as a share of GDP by product groups, 2017 

Country Food items
Agricultural 

raw 
materia ls

Fuels Manufactured 
goods

Ores, metals, 
precious stones 

and non-
monetary gold 

Burundi -2% 0% -3% -13% 2%

Comoros -9% -1% -1% -21% 0%

D.R. Congo -2% 0% 2% -8% 14%

Djibouti -7% 0% -1% -32% 0%

Eritrea -5% 1% -1% -11% 3%

Ethiopia 1% 0% -2% -15% 0%

Kenya 0% 1% -3% -12% 0%

Madagascar 0% 0% -4% -17% 6%

Rwanda 0% 0% 0% -14% 7%

S eychelles 15% -1% -4% -42% 0%

S omalia -8% 2% 0% -2% 0%

Tanzania 2% 0% -8% -22% 6%

Uganda 2% 0% -2% -6% 1%
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Large trade imbalance with new trading partners

Source: UNCTAD.

Stylized facts
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EAC’s export composition has changed little over 
the past decade

Source: UNCTAD.

Stylized facts

Composition of EAC trade by main products
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Part III: The other side of the coin
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Low savings in the region

Stylized facts
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…hampered by high dependency ratios?

Stylized facts

Source: UNDESA
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Investment increasing despite low savings

Stylized facts

Source: IMF
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FDI on the rise…

Stylized facts

Source: UNCTAD
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Among the leading investment destinations
Stylized facts

Source: EY

(US$ billion)
Top 15 countries by FDI projects, 2017
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… ODA still an important source of inflow 

Stylized facts

Source: WDI
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Why care about capital flows?

Stylized facts

Source: WDI

§ Macroeconomic effects:

Ø Real effective exchange rate appreciation

Ø Stifles manufactured exports 
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Conclusions
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Conclusions

§ Region’s growth potential is negatively affected by 
sustained trade deficits – in some cases, quite seriously
so. 

§ Trade deficits are driven by weak productive capacities
on the export side, as well as high consumer demand for 
imports. Breaking that cycle is no easy task. 
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Conclusions

§ More research is required into the ultimate determinants of 
the trade performance in the region:

Ø Distributional questions – who is driving the large import 
bills?

Ø Why are there few export ‘success stories’ in the region? 

Ø What are the key bottlenecks in developing productive 
capacities?

Ø Why are savings rates so persistently low, despite faster
economic growth?
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Conclusions

§ The implications of the AfCFTA for the balance of payments. 

In aggregate, it is not a tool to improve the trade balance over 
the short-to-medium term – but by the creation of intra-
continental value-chains and the building up of productive 
capacities, contribute to a longer-term solution? 



Thank You! 
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