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The next decade will likely mark the first since
the industrial revolution when emerging econ-
omies add more to global growth than all the
developed countries combined. In our view,
Africa will be a core part of this economic renais-
sance. After decades of stagnation, the conti-
nent’s economies experienced a marked accelera-
tion in growth during the past ten years, with
real GDP increasing by 4.9 percent annually
between 2000 and 2008, compared with

2.4 percent in the 1990s. The magnitude of this
growth story, while broadly understood,

is startling in its specifics and the opportunity

it presents:

« The growth acceleration in Africa was wide-
spread across countries and sectors, including
27 of its 30 largest economies.

» Growth was not wholly about resources, which
accounted for just 32 percent of Africa’s
acceleration since 2000. In fact, nonresource
exporters had similar growth rates to
resource exporters.

« After declining for two decades, productivity
has accelerated, reflecting growing econ-
omies of scale, increased competition, and the
greater use of mobile phones and other
modern technologies.

Seizing Africa’s potential

More specifically, underlying Africa’s growth
acceleration are two main factors: first, the emer-
gence of a domestic economy based on rising
incomes, consumption, employment, and produc-
tivity growth and, second, the boom in resource
prices. The development of this domestic economy
reflects several important changes in Africa,
including improved macroeconomic and political
stability, more effective government economic
policies, and urbanization. These findings emerge
from a new McKinsey Global Institute study
whose conclusions we present in “What’s driving
Africa’s growth,” featured in this publication,
McKinsey on Africa: A continent on the move,
which was prepared specially for the partici-
pants of the 2010 Global Forum, hosted in Cape
Town by Fortune, Time, and CNN.

In this document, McKinsey consultants and
outside experts explore the theme of growth in
Africa and what its future might hold. Ngozi
Okonjo-Iweala, a managing director of the World
Bank, shows why the continent may well be

the world’s next economic success, in “Fulfilling
the promise of sub-Saharan Africa.” Maria
Ramos, CEO of the South Africa—based banking
group Absa, talks about the opportunities and
challenges of doing business on the continent.



Any discussion of Africa’s future must consider
China’s increasing role there. “Making the most
of Chinese aid to Africa” examines how China’s
involvement can reap the greatest benefit for both
Africans and Chinese. One African business
already has a lot of experience working with the
Chinese. In an interview, Jacko Maree, chief
executive of the South Africa—based Standard
Bank Group, Africa’s biggest, reflects on his
institution’s two-and-a-half-year-old connection
with the Industrial and Commercial Bank

of China, the world’s largest bank by market
capitalization.

To be sure, the past decade’s economic growth
shouldn’t obscure the vast problems that remain:
high poverty, political instability, frequent
blackouts, bad roads, low-quality education, gov-
ernment bureaucracy, and corruption. None-
theless, in “Toward a well-governed Africa,” Mo
Ibrahim, the telecommunications entrepre-

neur who created a foundation and prize aimed at
promoting excellence in African leadership,
argues that a democratic, prosperous, and peace-
ful continent is now within sight.

McKinsey on Africa also suggests ways forward
on two big social challenges: health care and
resource sustainability. “Three practical steps to
better health for Africans” examines approaches

(]

to improving access to health care across the
continent. Two other articles show how African
countries can adapt to climate change and

water scarcity, respectively. And in an interview,
South Africa’s deputy president, Kgalema
Motlanthe, reflects on how the increasing stability
of Africa’s governments offers an opportunity

to address the continent’s problems.

Doing business in Africa requires a long-term
commitment and a steady hand. There will be ups
and downs, as the global economic crisis
showed, but many multinationals have already
established a big presence on the continent.

We hope that McKinsey on Africa stimulates your
thinking about the business prospects for this
increasingly exciting part of the world.

'bbwww'. &C«‘k“\)

Dominic Barton
Managing Director,
McKinsey & Company



Checking Africa’s vital signs

A graphic look at Africa’s demographics and economics.

Population, 2007, millions Literacy, 2007, % of population
Africa’s population in 2009 is estimated
to be 1 billion.

68% of all adults and children living with
HIV/AIDS worldwide are in Africa.

@ 100-150 @ 80-95

® 50-99 @ 50-79
© 10-49 ® 20-49
1-9 N/A

African capital inflows
Africa’s real GDP, $ trillion (change in net foreign liabilities), $ bilion

1.6 60

1.4 50
1.2
40
1.0

0.8 30

20

1980 1980 1990 2000 2008

Life expectancy at birth, years

80
75
70
65
60
55

50 ! Africa
45 ! Source: Population Reference Bureau; United Nations Joint
! Programme on HIV/AIDS (UNAIDS); United Nations Conference
40 - ! //JJ on Trade and Development (UNCTAD); World Bank;
1980 2000 2008 World Health Organization; McKinsey Global Institute analysis

United States




Algiers
®

orangier ©Tunis
Sy Oran Constz;ntine
Casablanca e & ®Féz
Rabat N Tripoli
® Marrakech WIEECSe az i
y eBanghazl Alexandria  Buor Sa'id
orocco ° i
Cairo 9.—.%2%2@ al-Khaymah
Al Jizaf/® Huiwa
Ladyoune O X "
Algeria
Libya Egypt
Nouédhibouo Mauritania
; Port Sudan
Mali o)
©Nouakchott
Inner Niger Delta Niger
Senegal— Khartoum North
ape e Touba Chad Omdurman e.e
2] Dakar . Khartoum Asmara®  Fritrea
| Banjul®The Gambia Bama Niamey 0Zinder
g ) ©Bi ® Burkimg Faso o Nyala _Dijibouti
./ ©Bissau o .
L] Guinéa-""" Guinga “ Ouagadougou N|ger|a. ¥ d@N’pjamena Sudan @ Djibouti
Bissau Bobo-Dioulasso Benin Kadunae ARl
Conakry® Toga Abuja et e Somalia
Freetown ® ® OMoundou 1S ADAbA® ;N ozret
Sierra Leone”” Yamoussogkro Porto-Novo Central African
Monrovia® L Ghana @ @ ®Lagos Republic
Liberia” AP o Lomé ’
\ Accra ouala Cameroon g .o e Juba
Cote d’lvoire Malaboo ° © S
Yaoundé
Equatorial Gumea& Uganda ©Mogadishu
» . Kisangani Kampala Kenya
Sao Toméo  oLibreville Bl
S&o Tomé and Principe ~ Gabon  Congo Rwanda Kigali ©Nairobi
Democratic Republic ©
Brazzaville of Congo Bujumburae y Arushao eMombasa
Pointe-Noire e Kinshasa ]
Angola~/© Kanangae o Zanzibar
] Dodoma® °
Cabinda Mbuji-Mayi . ©Dar es Salaam
Tanzania ) :
Luanda® Vlctgrla
Seychelles
LubumbasEl Zambia Mo@ronl Glorioso Islands
Angola Comoros
Nd IO /®Mamoudzou
O@ Lilongwe®  Mozambique  Mayotte
Namibe o Lusaka® N ® Nampula
Blantyree “\alawi ? O Mahajanga
St. Helena Harare ® Madagascar _
Zimbabwe A O Toamasina
Namibia OB eBeira Antananarivo
Francistown O Mauritius
Windhoek is®
Walvis Bayo @ Botswana Port Louis
Soweto Saint-Denis®
Gaborone® Pretoria Matola Réunion
Qe o;Maputo Island
O © —_ Swaziland
Johannesburg”” mpabane
Maseru _. .
Bloemfontein © < ..—Dl:l’ﬁ;g%mamzburg
South Africa e i
o East London
Cape Town® °
Port Elizabeth
N —

@ National capitals

o Cities with population of 400,000+ © Other cities

710 Miles






What’s driving
Africa’s growth

Fulfilling the
promise

of sub-Saharan
Africa

Assessing Africa’s
business future:
An interview with the
CEO of Absa

Africa’s path to growth: Sector by sector

Agriculture:
Abundant opportunities

Banking:
Building on success

Consumer goods:
Two hundred million new
customers

Infrastructure:
A long road ahead

Mining:
Unearthing Africa’s
potential

Oil and gas:
New sources of growth

Telecommunications:
From voice to data

Africas growth story



Painted by Katongo

Tinga Tinga art from Tanzania
Tingatingastudio.com

What'’s driving Africa’s
growth



Acha Leke,

Susan Lund,
Charles Roxburgh,
and Arend

van Wamelen

I McKinsey Global Institute,
Lions on the move: The
progress and potential of
African economies, to be
published in July 2010. The
report will be available
online at mckinsey.com/mgi.
Resources contributed

24 percent of GDP growth.
Government spending from
resource-generated revenue
contributed an additional
eight percentage points.
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The rate of return on foreign investment is higher in Africa
than in any other developing region. Global executives and investors

must pay heed.

Africa’s economic pulse has quickened, infus-
ing the continent with a new commercial vibrancy.
Real GDP rose by 4.9 percent a year from 2000
through 2008, more than twice its pace in the 1980s
and '90s. Telecommunications, banking, and
retailing are flourishing. Construction is booming.
Private-investment inflows are surging.

To be sure, many of Africa’s 50-plus individual
economies face serious challenges, including poverty,
disease, and high infant mortality. Yet Africa’s
collective GDP, at $1.6 trillion in 2008, is now roughly
equal to Brazil’s or Russia’s, and the continent

is among the world’s most rapidly growing economic
regions. This acceleration is a sign of hard-earned
progress and promise.

While Africa’s increased economic momentum

is widely recognized, its sources and likely staying
power are less understood. Soaring prices for oil,
minerals, and other commodities have helped lift
GDP since 2000. Forthcoming research from

the McKinsey Global Institute (MGI) shows that
resources accounted for only about a third of the
newfound growth.! The rest resulted from internal
structural changes that have spurred the broader
domestic economy. Wars, natural disasters, or poor
government policies could halt or even reverse
these gains in any individual country. But in the long
term, internal and external trends indicate that
Africa’s economic prospects are strong.

Each African country will follow its own growth
path. We have developed a framework for under-
standing how the opportunities and challenges
differ by classifying countries according to levels of
economic diversification and exports per capita.

This approach can help guide executives as they
devise business strategies and may also provide new
insights for policy makers.

More than a resource boom

To be sure, Africa has benefited from the surge

in commodity prices over the past decade. Oil rose
from less than $20 a barrel in 1999 to more

than $145 in 2008. Prices for minerals, grain, and
other raw materials also soared on rising

global demand.

Yet the commodity boom explains only part of
Africa’s broader growth story. Natural resources, and
the related government spending they financed,
generated just 32 percent of Africa’s GDP growth
from 2000 through 2008.2 The remaining two-
thirds came from other sectors, including whole-
sale and retail, transportation, telecommuni-
cations, and manufacturing (Exhibit 1). Economic
growth accelerated across the continent, in 27 of

its 30 largest economies. Indeed, countries with and
without significant resource exports had similar
GDP growth rates.

The key reasons behind this growth surge included
government action to end armed conflicts,
improve macroeconomic conditions, and undertake
microeconomic reforms to create a better busi-

ness climate. To start, several African countries
halted their deadly hostilities, creating the poli-
tical stability necessary to restart economic growth.
Next, Africa’s economies grew healthier as
governments reduced the average inflation rate from
22 percent in the 1990s to 8 percent after 2000.
They trimmed their foreign debt by one-quarter
and shrunk their budget deficits by two-thirds.
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Exhibit 1
Africa’s growth was widespread across sectors.

Sector share of change in real GDP, 2002-07
100% = $235 billion?

Resources? T 24
Wholesale and retail T 13
Agriculture 12

Transport, telecommunications [ 10

Manufacturing e
Financial intermediation [ e

Public administration e e
Construction [

Real estate, business services I 5

Tourism 2

Utilities 2

Other services3 [ e

In 2005 dollars.

2Government spending from resource-generated revenue contributed an additional eight percentage points.

3Education, health, household services, and social services.

Source: McKinsey Global Institute analysis

Finally, African governments increasingly adopted
policies to energize markets. They privatized
state-owned enterprises, increased the openness of
trade, lowered corporate taxes, strengthened
regulatory and legal systems, and provided critical
physical and social infrastructure. Nigeria pri-
vatized more than 116 enterprises between 1999 and
2006, for example, and Morocco and Egypt
struck free-trade agreements with major export
partners. Although the policies of many govern-
ments have a long way to go, these important first
steps enabled a private business sector to emerge.

Together, such structural changes helped fuel

an African productivity revolution by helping com-
panies to achieve greater economies of scale,
increase investment, and become more competitive.
After declining through the 1980s and 1990s,

the continent’s productivity started growing again
in 2000, averaging 2.7 percent since that year.
These productivity gains occurred across countries
and sectors.

This growth acceleration has started to improve con-
ditions for Africa’s people by reducing the pov-

erty rate. But several measures of health and edu-
cation have not improved as fast. To lift living
standards more broadly, the continent must sustain
or increase its recent pace of economic growth.

Promising long-term growth
prospects

A critical question is whether Africa’s surge
represents a one-time event or an economic take-
off. The continent’s growth also picked up
during the oil boom of the 1970s but slowed sharply



3 Aspects of this agreement have
been challenged in court
because of disputes over the
mining rights. The deal was
originally valued at $9 billion.
As of this writing, $6 billion
has been finalized and $3 bil-
lion in funding is under
discussion.
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when oil and other commodity prices collapsed
during the subsequent two decades. Today, individual
African economies could suffer many disap-
pointments and setbacks. While short-term risks
remain, our analysis suggests that Africa has
strong long-term growth prospects, propelled both
by external trends in the global economy and
internal changes in the continent’s societies and

economies.

Global economic ties

Although Africa is more than a story about
resources, it will continue to profit from rising global
demand for oil, natural gas, minerals, food,

arable land, and the like. MGI research finds that
over the next decade, the world’s liquid-fuel
consumption will increase by 25 percent—twice the
pace of the 1990s. Projections of demand for
many hard minerals show similar growth. Mean-
while, Africa boasts an abundance of riches:

10 percent of the world’s reserves of oil, 40 percent
of its gold, and 80 to 90 percent of the chro-

mium and the platinum metal group. Those are just
the known reserves; no doubt more lies undiscovered.

Demand for commodities is growing fastest in

the world’s emerging economies, particularly in Asia
and the Middle East. Despite long-standing
commercial ties with Europe, Africa now conducts
half its trade with developing economic regions
(“South—South” exchanges). From 1990 through
2008, Asia’s share of African trade doubled, to

28 percent, while Western Europe’s portion shrank,
to 28 percent, from 51 percent.

This geographic shift has given rise to new forms
of economic relationships, in which governments
strike multiple long-term deals at once. China,

for example, has bid for access to ten million tons
of copper and two million tons of cobalt in the
Democratic Republic of the Congo in exchange for a
$6 billion package of infrastructure investments,3
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including mine improvements, roads, rail, hos-
pitals, and schools. India, Brazil, and Middle
East economies are also forging new broad-based
investment partnerships in Africa.

The global race for commodities also gives African
governments more bargaining power, so they

are negotiating better deals that capture more value
from their resources. Buyers are now willing to
make up-front payments (in addition to resource
extraction royalties) and to share management
skills and technology.

At the same time, Africa is gaining increased access
to international capital. The annual flow of foreign
direct investment into Africa increased from $9 bil-
lion in 2000 to $62 billion in 2008 —relative to
GDP, almost as large as the flow into China. While
Africa’s resource sectors have drawn the most

new foreign capital, it has also flowed into tourism,
textiles, construction, banking, and telecommu-

nications, as well as a broad range of countries.

The rise of the African urban consumer
Africa’s long-term growth will increasingly

reflect interrelated social and demographic changes
creating new domestic engines of growth. Key
among these will be urbanization, an expanding
labor force, and the rise of the middle-class

African consumer.

In 1980, just 28 percent of Africans lived in cities.
Today, 40 percent of the continent’s one bil-

lion people do—a proportion roughly comparable
to China’s and larger than India’s (Exhibit 2).

By 2030, that share is projected to rise to 50 per-
cent, and Africa’s top 18 cities will have a com-
bined spending power of $1.3 trillion.

To be sure, urbanization can breed misery if it
creates slums. But in many African countries, urban-

ization is boosting productivity (which rises as
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Exhibit 2
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Africa is nearly as urbanized as China is and has as many cities of one million
people as Europe does.

4Measured in terms of
purchasing-power parity (PPP),
which takes into account
the relative prices of nontradable
goods in different countries.

Share of population by region, 2010, %

100% (millions of people) = 1,219 1,032 1,351
Urban
India Africa China
Number of cities with 48 52 109

>1 million people

Source: United Nations; McKinsey Global Institute analysis

workers move from agricultural work into urban
jobs), demand, and investment. Companies achieve
greater economies of scale by spreading their

fixed costs over a larger customer base. And urban-
ization is spurring the construction of more
roads, buildings, water systems, and similar projects.
Since 2000, Africa’s annual private infrastruc-
ture investments have tripled, averaging $19 billion
from 2006 to 2008. Nevertheless, more invest-
ment is required if Africa’s new megacities are to
provide a reasonable quality of life for the con-
tinent’s increasingly large urban classes.

Meanwhile, Africa’s labor force is expanding, in
contrast to what’s happening in much of the rest of
the world. The continent has more than 500 mil-
lion people of working age. By 2040, their number
is projected to exceed 1.1 billion—more than in
China or India—lifting GDP growth. Over the last
20 years, three-quarters of the continent’s

830 594 349
73 79
Europe Latin North

America America

52 63 48

increase in GDP per capita came from an expanding
workforce, the rest from higher labor product-

ivity. If Africa can provide its young people with
the education and skills they need, this large
workforce could become a significant source of
rising global consumption and production.
Education is a major challenge, so educating Africa’s
young has to be one of the highest priorities for
public policy across the continent.

Finally, many Africans are joining the ranks of

the world’s consumers. In 2000, roughly 59 million
households on the continent had $5,000 or

more* in income—above which they start spending
roughly half of it on nonfood items. By 2014,

the number of such households could reach 106 mil-
lion. Africa already has more middle-class
households (defined as those with incomes of
$20,000 or above) than India. Africa’s rising
consumption will create more demand for local
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products, sparking a cycle of increasing domes-
tic growth.

Africa’s diverse growth paths
While Africa’s collective long-term prospects are
strong, the growth trajectories of its individual
countries will differ. Economists have traditionally
grouped them by region, language, or income
level. We take another approach, classifying 26 of
the continent’s largest countries’ according to
their levels of economic diversification and exports
per capita. This approach highlights progress
toward two related objectives:
5These countries had either a
GDP of roughly $10 billion or
more in 2008 or a GDP growth

rate greater than 7 percent a
year from 2000 to 2008.

« Diversifying the economy. In the shift from
agrarian to urban economies, multiple sectors

Exhibit 3
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contribute to growth. The share of GDP contri-
buted by agriculture and natural resources
shrinks with the expansion of the manufacturing
and service sectors, which create jobs and lift
incomes, raising domestic demand. On average,
each 15 percent increase in manufacturing

and services as a portion of GDP is associated
with a doubling of income per capita.

» Boosting exports to finance investment.
Emerging markets require large investments to
build a modern economy’s infrastructure.
Exports are the primary means to earn the hard
currency for imported capital goods, which
in Africa amount to roughly half of all investment.
This is not to say that African countries must

Segmenting African countries by exports per capita and by economic diversification
reveals how growth opportunities and challenges vary across the continent.

Country segments in Africa’

Equatorial Guinea

10,000 g’ o

Oil exporters

GDP per capita

Gabon o Mauritius <$500
otswana . . ®
L P Diversified @ $500-$999
1,000-$1,999

@ Angola Tunisia ® 51,000-51,

& o $2,000-85,000

S 1,000 Congo o N ® >$5,000

< Cote d’lvoire .Namibia Morocco O
06 Cameroon " Size of circle
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> a = Madagascar anegs total GDP
o3 Democlratlc Mali ® Ghana Kenya
o Republic of .

£ 100 i Congo Mozambique
8. 8_ Sierra g Tanzania
X X Leone Uganda
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Bthiopia % da Transition
Pretransition
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Economic diversification

Manufacturing and service sectors’ share of GDP, 2008, %

Includes countries with 2008 GDP >$10 billion or real GDP growth rate of >7% from 2000-08; excludes 22 countries, which accounted

for 3% of African GDP in 2008.

Source: Organisation for Economic Co-operation and Development (OECD); World Bank World Development Indicators; McKinsey

Global Institute analysis
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follow an Asian model of export-led growth and
trade surpluses, but they do need exports to
finance the investments required to diversify.

History shows that as countries develop, they move
closer to achieving both of these objectives. Most
African countries today fall into one of four broad
clusters: diversified economies, oil exporters,
transition economies, or pretransition economies
(Exhibit 3). Although the countries within each
segment differ in many ways, their economic struc-
tures share broad similarities. Our framework is
useful for understanding how growth opportunities
and challenges vary across a heterogeneous con-
tinent. Although imperfect, this framework can guide
business leaders and investors as they develop
strategies for Africa and can provide new perspec-
tives for its policy makers.

/ 4 Diversified
‘ economies: Africa’s

growth engines

The continent’s four

most advanced

economies—Egypt,

v Morocco, South

Africa, and Tunisia—

are already broadly
diversified. Manufacturing and services together
total 83 percent of their combined GDP. Domes-
tic services, such as construction, banking, telecom,
and retailing, have accounted for more than 70 per-
cent of their growth since 2000. They are among the
continent’s richest economies and have the least
volatile GDP growth. With all the necessary ingredi-
ents for further expansion, they stand to benefit
greatly from increasing ties to the global economy.

Domestic consumption is the largest contributor
to growth in these countries. Their cities added more
than ten million people in the last decade, real

consumer spending has grown by 3 to 5 percent
annually since 2000, and 90 percent of all house-
holds have some discretionary income. As a result,
consumer-facing sectors such as retailing, banking,
and telecom have grown rapidly. Urbanization

has also prompted a construction boom that created
20 to 40 percent of all jobs over the past decade.

Looking ahead, these diversified economies face
the challenge of continuing to expand exports while
building a dynamic domestic economy. Apart
from Egypt, their exports have grown much more
slowly than those of other emerging markets,

in part because they have unit labor costs (wages
divided by output per worker) two to four times
higher than those in China and India. Like other
middle-income countries, such as Brazil,
Malaysia, and Mexico, these African states must
move toward producing higher-value goods.

They have started to do so—witness South Africa’s
and Morocco’s automotive exports—and should
continue to build on their comparative advantages,
which include proximity to Europe and facility
with European languages.

Along with other countries seeking to make this
jump, Africa’s diversified economies need to
improve their education systems. Broadly speaking,
they already have the continent’s highest rates

of literacy and school enrollment; the next step will
be to increase secondary and tertiary enroll-
ments and improve the overall quality of their edu-
cation systems.

Another priority for the diversified economies is to
continue building their internal service sectors,
which will be important sources of future employ-
ment. (MGI research finds that internal services
account for virtually all net job creation in high-
income countries and for 85 percent of net new
jobs in middle-income ones.) The diversified eco-
nomies can also expand manufacturing, particu-
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larly in food processing and construction materials,
for local and regional markets. This move could
increase exports and reduce the need for imports,
easing these countries’ current-account deficits.

Oil exporters:
Enhancing
growth through
' diversification
v Africa’s oil and gas
l exporters have the con-
tinent’s highest GDP
per capita but also the
least diversified eco-
nomies. This group—Algeria, Angola, Chad,
Congo, Equatorial Guinea, Gabon, Libya,
and Nigeria—comprises both countries that have
exported oil for many years and some relative
newcomers. Rising oil prices have lifted their export
revenues significantly; the three largest producers
(Algeria, Angola, and Nigeria) earned $1 trillion
from petroleum exports from 2000 through 2008,
compared with just $300 billion in the 1990s. For the
most part, Africa’s oil and gas exporters used this
revenue well, to reduce budget deficits, fund

investments, and build foreign-exchange reserves.

Economic growth in these countries remains closely
linked to oil and gas prices. Manufacturing and
services account for just one-third of GDP—less than
half their share in the diversified economies. The
experience of emerging-market oil exporters outside
Africa illustrates the potential for greater diversi-
fication. In Indonesia, manufacturing and services
account for 70 percent of GDP, compared with
less than 45 percent in Algeria and Nigeria—even
though all three countries have produced simi-
lar quantities of oil since 1970.

Nigeria provides an example of an African oil
exporter that has begun the transition to a more
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diversified economy. Natural resources accounted
for just 35 percent of Nigeria’s growth since

2000, and manufacturing and services are growing
rapidly. Banking and telecom, in particular, are
expanding thanks to a series of economic reforms.
Since 2000, the number of Nigeria’s telecom
subscribers increased from almost zero to 63 mil-
lion, while banking assets grew fivefold.

The oil exporters generally have strong growth
prospects if they can use petroleum wealth to finance
the broader development of their economies.

The experience of other developing countries shows it
will be essential to make continued investments

in infrastructure and education and to undertake
further economic reforms that would spur a

dynamic business sector. But like petroleum-rich
countries in general, those in Africa face acute
challenges in maintaining political momentum for
reforms, resisting the temptation to overinvest
(particularly in the resource sector), and maintain-
ing political stability—in short, avoiding the “oil
curse” that has afflicted other oil exporters around
the world.

Transition
economies: Building
a4 on current gains

: ‘ Africa’s transition
economies—
Cameroon, Ghana,
Kenya, Mozambique,
Senegal, Tanzania,
Uganda, and
Zambia—have lower GDP per capita than the
countries in the first two groups but have begun
the process of diversifying their sources of growth.
These countries are diverse: some depend heavily
on one commodity, such as copper in Zambia or
aluminum in Mozambique. Others, like Kenya and

Uganda, are already more diversified.
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The agriculture and resource sectors together
account for as much as 35 percent of GDP in the
transition countries and for two-thirds of their
exports. But they increasingly export manufactured
goods, particularly to other African countries.
Successful products include processed fuels, pro-
cessed food, chemicals, apparel, and cosmetics.

As these countries diversified, their annual real GDP
growth accelerated from 3.6 percent a year in

the 1990s to 5.5 percent after 2000.

Expanding intra-African trade will be one key

to the future growth of the transition economies,
because they are small individually, but their
prospects improve as regional integration creates
larger markets. If these countries improved their
infrastructure and regulatory systems, they could
also compete globally with other low-cost emerg-
ing economies. One study found that factories in the
transition countries are as productive as those in
China and India but that the Africans’ overall costs
are higher because of poor infrastructure and
regulation—problems that the right policy reforms
could fix.® The local service sectors (such as tele-
communications, banking, and retailing) in the tran-
sition economies also have potential. While they

are expanding rapidly, their penetration rates remain
far lower than those in the diversified countries,
creating an opportunity for businesses to satisfy
the unmet demand.

Pretransition
economies:
Strengthening the
basics

The economies in

>
\ &
|

the pretransition seg-
ment—the Demo-
cratic Republic of
the Congo, Ethiopia,
Mali, and Sierra Leone—are still very poor.
The GDP per capita of just $353 is one-tenth that of

the diversified countries. Some, such as Ethiopia
and Mali, have meager commodity endowments
and large rural populations. Others, devastated by
wars in the 1990s, started growing again after

the conflicts ended. But many pretransition econ-
omies are now growing very fast. The three largest
(the Democratic Republic of the Congo, Ethiopia,
and Mali) grew, on average, by 7 percent a year
since 2000, after not expanding at all in the 1990s.
Even so, their growth has been erratic at times
and could falter again.

Although the individual circumstances of the pre-
transition economies differ greatly, their common
problem is a lack of the basics, such as strong,
stable governments and other public institutions,
good macroeconomic conditions, and sustain-
able agricultural development. The key challenges
for this group will include maintaining the peace,
upholding the rule of law, getting the economic fun-
damentals right, and creating a more predictable
business environment. These countries can also
hasten their progress with support from inter-
national agencies and new private philanthropic
organizations that are developing novel ways

to tackle poverty and other social issues.

In a more stable political and economic environ-
ment, some of these countries could tap their
natural resources to finance economic growth. The
Democratic Republic of the Congo, for example,
controls half of the world’s cobalt reserves and a
quarter of the world’s diamond reserves. Sierra
Leone has about 5 percent of the world’s diamond
reserves. Ethiopia and Mali have 22 million and

19 million hectares of arable land, respectively. If
these countries could attract businesses to help
develop their resources, they could push their eco-
nomies upward on the path of steadier growth.
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If recent trends continue, Africa will play an
increasingly important role in the global economy.
By 2040, it will be home to one in five of the
planet’s young people, and the size of its labor force
will top China’s. Africa has almost 60 percent of the
world’s uncultivated arable land and a large

share of the natural resources. Its consumer-facing
sectors are growing two to three times faster

than those in the OECD” countries. And the rate of
return on foreign investment is higher in Africa
than in any other developing region. Global execu-
tives and investors cannot afford to ignore this.

A strategy for Africa must be part of their long-
term planning.
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The time for businesses to act on those plans is
now. Companies already operating in Africa should
consider expanding. For others still on the side-
lines, early entry into emerging economies provides
opportunities to create markets, establish brands,
shape industry structures, influence customer pre-
ferences, and establish long-term relationships.
Business can help build the Africa of the future. And
working together, business, governments, and

civil society can confront the continent’s many chal-
lenges and lift the living standards of its people. 0
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Agriculture:
Abundant opportunities

Kartik Jayaram,
Jens Riese,
and Sunil Sanghvi

Agriculture is Africa’s largest economic sector, repre-
senting 15 percent of the continent’s total GDP,

or more than $100 billion annually. It is highly concen-
trated, with Egypt and Nigeria alone accounting

for one-third of total agricultural output and the top
ten countries generating 75 percent.

Africa’s agro-ecological potential is massively larger
than its current output, however—and so are its
food requirements. While more than one-quarter of
the world’s arable land lies in this continent, it
generates only 10 percent of global agricultural out-
put. So there is huge potential for growth in a
sector now expanding only moderately, at a rate of
2 1o 5 percent a year. Four main challenges inhibit
the faster growth of agricultural output in Africa.

Fragmentation. With 85 percent of Africa’s farms
occupying less than two hectares, production is
highly fragmented. In Brazil, Germany, and the United
States, for example, only 11 percent or less of
farms operate on this scale. Therefore, new industry
models that allow small farms to gain some of the
benefits of scale are required.

Interdependence and complexity. A success-
ful agricultural system requires reliable access to
financing, as well as high-quality seeds, fertilizer, and
water. Other essentials include access to robust mar-
kets that could absorb the higher level of agricul-
tural output, a solid postharvest value chain for the
output of farmers, and programs to train them in

best practices so that they can raise productivity.
Africa has diverse agro-ecological conditions, so
countries need to adopt many different farming models
to create an African green revolution.

Underinvestment. To make the agricultural
system work better, experts estimate, sub-Saharan
Africa alone requires additional annual invest-
ments of as much as $50 billion. African agriculture
therefore needs business models that can sig-
nificantly increase the level of investment from the
private and public sectors, as well as donors.

Enabling conditions. A successful agricultural
transformation requires some basics to be in place—
transportation and other kinds of infrastructure,
stable business and economic conditions, and trained
business and scientific talent. Many African coun-
tries are making great strides in laying the ground-
work, but others are lagging behind.

Over the past five years, the world has reenergized
its efforts to improve African agriculture. Africa’s
countries have committed themselves to increasing
agriculture’s share of their budgets to 10 percent,
donors are making significantly increased commit-
ments, and private-sector players and invest-
ment funds are pouring serious money into the area.

These increased investments flow toward three general
opportunities. The first is developing technological
breakthroughs, such as drought-tolerant maize, that



Africa has a large share of very small farms.
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would have high returns on investment and could
sustainably raise small farmers from poverty. Second,
new value chain approaches aim to improve access

to markets and help groups of farmers raise their pro-
ductivity. The third opportunity is the development

of selected large tracts of high-potential agricul-
tural land.

New models for large-scale change led by the pub-
lic or private sectors also have a lot of potential. They
include plans rolled out under the Comprehensive
Africa Agriculture Development Program, an initiative
1o help African countries increase their economic
growth through agriculture-led expansion. In our work
in Africa, several approaches have seemed prom-
ising. One is a new kind of industry structure—nucleus
farms—to accelerate the productivity of small-
holders. These 50-hectare farms are operated by
sophisticated farmers who also help small farmers

in their areas to become more productive and to
market through the nucleus farm. Other approaches

include warehouse aggregators (entrepreneurs
who own warehouses used to distribute fertilizer and
seed and to store crops) and more efficiently run
farming cooperatives. Similarly, our work with food
manufacturers and retailers shows that end-to-
end supply chains that can effectively source pro-
duce from African farmers have great potential.

Fifty years after the start of the Asian green revolu-
tion, Africa too is poised for one. This will be a
complex and difficult undertaking, but the continent
seems to be on the right path.o
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Banking:
Building on success

Hilary De Grandis
and Gary Pinshaw

Africa’s banking sector has grown rapidly in the last
decade. Sub-Saharan Africa has become a substan-
tial player in emerging-market banking, with total
2008 assets of $669 billion, while North Africa’s asset
base has grown substantially, to $497 billion.
Africa’s banking assets thus compare favorably with
those in other emerging markets, such as Russia
(with $995 billion).

Almost 50 percent of the growth at Africa’s largest
banks came from portfolio momentum—the market’s
natural increase—compared with only about 17 per-
cent from inorganic (or M&A-driven) sources. Under-
pinning this portfolio momentum is strong overall
market expansion: the financial sector is outgrowing
GDP in most of the continent’s main markets.
Between 2000 and 2008, for example, Kenya’s GDP
grew by 4.4 percent annually, its financial sector

by 8.5 percent. The only significant exception is Egypt,
where regulatory restrictions have limited the
sector’s growth to only 2.3 percent annually, com-
pared with 4.8 percent for GDP.

Financial reforms have largely enabled this growth.
Nigerian banking reform promoted a swift consoli-
dation (from 89 to 25 banks between 2004 and
2006) that unlocked the sector’s potential—bigger
banks with better capabilities could drive down

their costs, allowing them to penetrate a larger portion
of the unbanked population and to ride on the

back of rapid economic growth. As a result, total
banking assets grew by more than 59 percent
annually from 2004 to 2008. In August 2009, the newly

appointed central-bank governor initiated reforms
to increase accountability and transparency.

M&A activity has also improved productivity, as smaller,
less-efficient institutions are being acquired by
larger ones. From 2004 to 2009, some 430 M&A
deals involved financial institutions in Africa, and

about 40 percent were cross-border, with the acquirer
originating elsewhere in Africa or outside it. Banks

in South Africa are especially active in gaining footholds
outside their home market. Further market consoli-
dation is taking place within countries.

New entrants are also gaining share in countries
where governments are allowing private banks

to enter. Algeria, for example, has been opening up
to private players since 1990. From 1990 to 2006,
12 new private-sector banks entered this market.

Although lower growth is expected in the African
banking sector in the next few years, attractive oppor-
tunities remain—expanding current product offer-
ings, increasing product penetration, bringing the
unbanked into the financial system, and capital-
izing on the rise of a new consumer class by devel-
oping innovative service and channel offerings.
Banks have employed several strategies to capture
this growth.

Geographic expansion. The pan-African
Ecobank Transnational has more than

11,000 employees in more than 750 branches in
30 African countries. The key to the success of
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Sub-Saharan Africa has become a substantial player in emerging-market banking.
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this strategy is the interconnection between the
independent subsidiaries, which can tailor offerings
to the local market and still benefit from regional
connections, such as shared financial and person-
nel resources.

Entering new segments. South Africa’s
Capitec Bank leverages a technology-driven, low-cost
banking model attractive to formerly unbanked
customers. Its business model has four pillars: afford-
ability, accessibility, simplicity, and personal service.

Product innovation. African Bank, a niche South
African institution, emerged in the early 2000s

to fill the gap between traditional banks and micro-
lenders. It offers innovative credit and savings
products to salaried low- and middle-income cus-
tomers. Loan applications are assessed in min-

utes thanks to sophisticated credit-scoring engines
and a simplified application process that employs

the latest technology, such as biometric scanners.

Improved penetration. As the financial sophis-
tication of existing customers increases, African
banks are selling additional products to meet their
clients’ evolving needs. In addition to basic trans-
actional products, for example, many banks now offer
a credit card or overdraft facility.

Channel innovation. New entrants without estab-
lished branch networks can adopt a game-changing
strategy: using only electronic channels. The mobile-
payment service of Kenya’'s M-Pesa, for example,
has helped formerly unbanked customers by filling a
gap in the market.

Expanding along the value chain. Nigerian
banks such as Guaranty Trust Bank (GTBank)

are expanding, as well as building in-house capabili-
ties in areas that were traditionally the preserve

of foreign players—for instance, corporate and inves-
tment banks. In doing so, the Nigerian institutions
have exploited synergies across their business units.o
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Consumer goods:
Two hundred million new customers

Reinaldo Fiorini and
Bill Russo

Resources are not Africa’s only driver of growth. Under-
lying it, the African consumer is on the rise. From
2005 to 2008, consumer spending across the conti-
nent increased at a compound annual rate of

16 percent, more than twice the GDP growth rate. GDP
per capita rose in all but two countries. Many con-
sumers have moved from the destitute level of income
(less than $1,000 a year) to the basic-needs ($1,000

to $5,000) or middle-income (up to $25,000) levels.

In Nigeria, for example, the collective buying power
of households earning $1,000 to $5,000 a year
doubled from 2000 to 2007, reaching $20 billion.
Nearly seven million additional households have
enough discretionary income to take their place as
consumers.

This evolution is critically important to consumer-
facing businesses, from fast-moving consumer
goods manufacturers to banks to telecommunica-
tions companies: when people begin earning
money at the basic-needs level, they start buying
and consuming goods and services. Additionally,
we have observed that most consumer categories
exhibit an S-curve growth pattern: in other words,
when a country achieves a basic level of income,
growth rates accelerate three- to fourfold. While
the exact inflection point differs among categories,
many of them are just entering this phase of
accelerated growth. The enormous expansion of
mobile telephony in Africa provides clear evidence
of this phenomenon.

Despite the recent slowdown in economic expan-
sion, GDP per capita should continue on its positive
trajectory of a 4.5 percent compound annual
growth rate (CAGR) until 2015. That would mean a
more than 35 percent increase in spending

power. Combined with strong population growth

(2 percent) and continued urbanization (3 per-

cent), this increase leads us to estimate that 221 mil-
lion basic-needs consumers will enter the market
by 2015. As a result, the number of attractive or
highly attractive national markets—with more than
ten million consumers and gross national income
exceeding $10 billion a year—will increase to 26 in
2014, from 19 in 2008.

Many local and multinational consumer companies
are already thriving in Africa and delivering hand-
some returns to their shareholders. To succeed, con-
sumer companies must address five major chal-
lenges, some familiar to businesses operating in
other emerging markets.

Heterogeneous market structure. Africa
has more than 50 countries, with large differences in
spending power and consumer behavior, so a
one-size-fits-all approach will not work. One con-
sumer goods company approached this prob-

lem by segmenting African markets into four tiers,
according to market potential and competitive
dynamics. In tier-three markets, for example, con-
sumers have low spending power and the
infrastructure is poor, so this company simplified
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production by minimizing the number of SKUs, built
strong distribution partnerships, concentrated mar-
keting expenditures at the point of sale, and used
smaller pack sizes to increase trial purchases and
volumes. In tier-one markets, the company takes a
totally different approach: in these relatively wealthy
areas, consumers are easier to reach, so it uses
direct distribution and sales, offers a full suite of SKUs,
and focuses marketing on building the brand
through a broad range of advertising approaches.

Low affordability levels. Ninety-five percent of
the population and 71 percent of the income remain
at the base of the pyramid. Companies thus will not
be able to build sizable businesses through premium
goods alone; they will have to reinvent their busi-
ness models to deliver the right products at the right
price point. To meet these consumers’ needs effec-
tively, companies must tailor the way they design
products and create product portfolios. Additionally,
they must learn to compete against local players
that have fundamentally different cost structures.

Getty Images News/

Underdeveloped distribution and route to
market. Modern trade is still nascent in most

of Africa. The traditional mom-and-pop shops, open
markets, umbrella vendors, and the like dominate
the retail scene, making up more than 85 percent of
the trade volumes. Poor roads and infrastructure

can make delivering products to consumers a daunt-
ing task, so companies must build strong sales

and distribution networks by leveraging a mix of third-
party, wholesale, and direct-distribution models.

Nascent categories. In Africa, many categories
still are not fully developed; for example, usage

per capita of toothpaste is lower there than it is in
comparable Asian countries. Data about consumers’
needs and behavior are scarce, making it harder

to develop specific consumer insights. In addition,
the state of the communications media and educa-
tion levels make it challenging to reach consumers
with specific product messages. Competing in Africa
therefore is not a share game. Rather, companies
need to bring a market-development mind-set,
investing in consumer education and nontraditional
marketing techniques.

Talent shortages. Despite the abundant work
opportunities, talent remains scarce across

Africa. Truly competing and winning in the long term,
however, will require local know-how and talent.

At first, companies will need to bridge the gap by
using a mix of local and international employees.

In parallel, investments in developing and retaining
local talent are required. Local capability-building
programs, attractive career paths, and apprentice-
ship opportunities will be critical to achieving
long-term success.o

Reinaldo Fiorini is a principal in McKinsey’s Lagos office, and Bill Russo is a principal in the Johannesburg office.
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Infrastructure:
A long road ahead

Rod Cloete,
Felix Faulhaber, and
Markus Zils

! According to Global Insight.
In this article, we define
infrastructure investments
as telecoms (mobile, fixed,
and broadband); energy
(power generation, transmis-
sion, and distribution, as
well as the transmission and
distribution of natural gas);
transportation (airports,
ports, road, rail); water and
waste (water distribution,
desalination, and waste
treatment); and social (hos-
pitals, housing, schools,
and prisons).

2Qrganisation for
Economic Co-operation
and Development.

3Such countries were defined
as those where $100 million
(roughly equivalent to the
cost of one 300-megawatt
coal power plant or 100 kilo-
meters of highway) would be
more than 1 percent of GDP.

Between 1998 and 2007, spending on African infra-
structure rose at a compound annual rate of 17 per-
cent—up from $3 billion in 1998 to $12 billion in
2008, significantly outstripping the growth of global
infrastructure investment.! Africa accounted for

11 percent of total global private-sector and foreign-
funded investment from 1999 to 2001 and for

17 percent from 2005 to 2007. This growth has been
driven largely by increased funding from non-
OECD? governments—particularly China’s, which
provided 77 percent of it in 2007. The private

sector is still the largest single source of funds (45 per-
cent in 2007). Rapid growth has attracted many
multinational companies within and outside Africa.

While this growth has been substantial, the size of
the investment gap that must be closed if the
continent is to realize the United Nations’ Millennium
Development Goals is more than $180 billion for
sub-Saharan Africa alone (2007-14). Governments
and the private sector must therefore substantially
increase their infrastructure spending. For Nigeria,
which aims to be among the world’s top 20 econ-
omies by 2020, reaching the same infrastructure
levels that Brazil has today would require invest-
ments in excess of $190 billion—60 percent of today’s
GDP—or an additional 3 percent of GDP for the
next 20 years.

So the growth trend in African infrastructure is far
from over, and several countries have already

announced significant additional spending. South
Africa, for example, will invest $44 billion in transport,
fuel, water, and energy infrastructure from 2009 to
2011—a 73 percent increase in annual spending from
the levels of 2007 to 2008. Since infrastructure
investments also offer a high stimulus multiple in times
of economic slowdown, Angola, Kenya, Mozambique,
Nigeria, and Senegal have announced essentially
similar programs, though on a much smaller scale.

Examined at a more granular level, this remarkable
growth has clearly occurred in a limited set of
countries and sectors. Algeria, Kenya, Morocco,
Nigeria, South Africa, and Tunisia were respon-
sible for 75 percent of the investment from 1997 to
2007. Infrastructure spending, fueled by an oil
boom, is also growing rapidly in Angola.

Lying behind this unevenness are big variations in
the size of African economies, economic volatility,
political stability, and the quality of logistics, health
care, and skills. Alimost three-quarters of these
countries do not have GDPs large enough to sustain
projects of more than $100 million (@ comparatively
small budget for, say, a port, an airport, a major road,
or a power project).2 Similarly, the quality of roads
and the density of populations vary considerably.
Fifteen African countries are landlocked, and African
transport costs are up to four times higher than
those in the developed world, complicating the impor-
tation of equipment and materials.
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The private sector, though well placed to lead or support most types of infrastructure
development and operation, often needs some government participation.
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Infrastructure investment has been similarly concen-
trated in specific sectors. Mobile telephony
accounted for more than 30 percent of it from 1997
to 2007 because this market was very attractive
and the required infrastructure had a relatively short
payback period. Electricity generation, distribu-
tion, and transmission accounted for 23 percent of
investment as countries across the continent
developed large-scale projects (for example, the
Bujagali hydroelectric power plant, in Uganda).
Infrastructure for natural-gas transmission made up
a further 10 percent. Investments in rail, largely in
South Africa, took 11 percent of the total. Those in
other transportation assets, such as roads, ports,
and airports, were limited by poor business cases
and long payback periods. Likewise, investments

in water and waste made up only 1 percent of the
total, given the poor business case for private players.

Yet investment in African infrastructure can be very
profitable, with returns “up to twice as high as

we get elsewhere,” according to one expert. We
have identified five keys to success.

Arrive early and take a long-term view.

If a company is to offset short-term currency risks
and create the sustained relationships critical to suc-
cess in Africa, a long-term view is essential. The con-
struction company Julius Berger Nigeria, for example,
has more than 100 years’ experience in Nigeria,

and the industrial conglomerate Mota-Engil first
entered Angola in 1946. Both are now benefiting from
the infrastructure booms in these two countries.

Build relationships. The reality of Africa is rela-
tionships in quasi-monopolistic markets, as its

most important asset classes require special and
hence scarce skills, and the operators and proj-

ect sponsors are typically state-owned monopoly
players (for instance, railroads, airport companies,

or road agencies). Finding the right local company to
partner with gives multinational companies
immediate access to excellent political and business
relationships, as well as expertise in managing

local labor and regulations. Both APM Terminals and
DP World, for example, operate most of their
African ports with local partners. In many countries,




partnering with local companies is required
(and where not required, usually favored) in the
tender process.

Be vigilant. While risk management is important
in all infrastructure projects, it is especially so in
Africa, where the range of potential issues is wide
and often unpredictable. Equipment problems at
Mombasa port, in Kenya, for example, have caused
significant, unexpected delays in the delivery

of equipment for infrastructure projects in Burundli,
Rwanda, southern Sudan, and Uganda.

Manage actively. Because Africa’s business
environment is so volatile, active management
through the entire project life cycle is essential. One
company developing a power plant in the Congo,
for instance, discovered through active risk manage-
ment that significant absenteeism in the work-
force could be traced to the local traditional leader’s
dislike of the company’s agreement with him. It had

to resolve the dispute quickly to prevent a shutdown.

Diversify your project portfolio. No company
can avoid all the risks associated with infrastruc-
ture in Africa. Successful companies therefore main-
tain a wide portfolio of projects. One approach

is to diversify by geography: for example, APM Ter-
minals operates ports in seven African countries.
The other is diversification by sector: GE provides
equipment for both power plants and railways;
Julius Berger, construction services for transporta-
tion, commercial and residential property, ports,
and the oil and gas industries in Nigeria.

Fast-growing companies have used different strate-
gies to combine these sources of success. Some

go deep into one country and then proliferate across
its business environment, especially if relationships
and local understanding are critical. This approach is
most important for construction companies and
funders, since asset-specific expertise is not the most
essential value driver for them. The engineering,
construction, and petrochemical company Odebrecht,
for example, entered Angola to develop the
Capanda hydroelectric dam and has since expanded
into residential and commercial construction,

mining projects, and a partnership in a diamond
exploration venture.

Other companies do business in a broad range of
geographies, but in a specific class of assets (for
example, ports and airports). This approach makes
sense, especially for operators. If there are net-
work effects beyond an individual country’s borders,
it is best to operate assets in a highly standardized
way at a global level. DP World, for example, entered
Africa through the Doraleh Container Terminal,
located at the port of Djibouti, Somalia, in 2000 and
has since expanded to six terminals across Africa. 0

Rod Cloete is an alumnus of McKinsey’s Johannesburg office, where Felix Faulhaber is a consultant and
Markus Zils is a principal. Copyright © 2010 McKinsey & Company. All rights reserved.
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Mining:

Unearthing Africa’s potential

Pepukaye
Bardouille, Alasdair
Hamblin, and

Heinz Pley

Africa’s mining sector presents a paradox: although
the continent is strongly endowed with mineral
resources, mining has not been the consistent engine
of economic development that people in many
countries have hoped for. Nor, to date, has Africa
attracted a share of global mining investment
commensurate with its share of global resources.
Unlike the output of most economic sectors (though
like oil and gas), most minerals are globally traded.
Global demand is therefore driven primarily by the
needs of developed nations and the pace of
growth in a few large developing countries. What’s
more, mining areas in Africa compete with those
elsewhere for development funding. From a growth
perspective, the question facing the sector is

thus whether and how Africa can make its full poten-
tial contribution to satisfying the world’s ever-growing
need for mineral resources and capture wider
socioeconomic benefits from their development.

Many parts of Africa have long been known to be
rich in mineral resources. Eleven of its countries,
especially in southern and western Africa, rank among
the top ten sources for at least one major mineral.
The continent has a majority of the world’s known
resources of platinum, chromium, and diamonds,
as well as a large share of the world’s bauxite, cobalt,
gold, phosphate, and uranium deposits. The
development of these resources has faced more
significant challenges, however, when compared
with the experience of more developed mineral-rich
countries, such as Australia or Chile. Even outside

well-publicized conflict zones, many African coun-
tries have been thought to pose high political and
economic risks for investors. Furthermore, infra-
structure problems often hinder development: many
bulk mineral deposits require multibillion-dollar
investments in rail and port facilities to allow ore or
semiprocessed minerals to reach their markets.
Such investment decisions are not taken lightly,
especially for less stable countries where the

rule of law and security of tenure are not neces-
sarily guaranteed.

Largely as a result, Africa’s pattern of mining invest-
ment differs from that in other regions of the
world. Of the five largest global diversified mining
companies, only one has a major share of its
production in Africa. With the diversified majors
relatively quiet, junior mining companies and major
ones focused on diamonds and precious metals
have played a significant role in developing the con-
tinent’s resources. In recent years, newer players,
such as Chinese and Indian companies, have
entered the scene, but few projects have been dev-
eloped to the point of production.

The recent financial and economic crisis has hit

the global mining industry hard—and Africa at least
as severely as other regions. Commodity prices
slumped by 60 to 70 percent in late 2008, although
they have since recovered considerably. There

is now less appetite for the relatively high risk that
usually comes with mining in many African countries.




Despite the recent market turbulence, most obser-
vers expect demand for major mined commodi-

ties to grow strongly in the next 10 to 20 years, to
support increased urbanization and infrastruc-

ture build-out in China and the emergence of India’s
middle class. Africa, given its share of global

resources, will surely play a significant part in meet-
ing that demand.

For mining companies and investors, the economic
crisis has taken the froth out of the market. But it
hasn’t fundamentally changed many of the factors

Eleven African countries are among the top ten global resource countries in

at least one major mineral.
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that will shape long-term investment decisions,
including political and economic stability, taxation

regimes, and the availability of infrastructure. Nor,

of course, has it changed the underlying geology.
Lower commodity prices and stock market
valuations have shifted the “build or buy” balance
between in-house exploration and development,

on the one hand, and mergers and acquisitions, on
the other. If valuations continue to recover, this
window of opportunity may be short-lived.

Over the longer term, international companies con-
sidering investments in Africa will need to spend
time and energy to gain a deeper understanding of
the unique challenges of every African country.
They should learn from the success stories of other
players, assess risk comprehensively, and deter-

mine the role each country will play in their portfolios.

Mining projects will need to include the broader
socioeconomic-development programs that have
been commonplace in petroleum for many years.

In many cases, these programs will be achieved
through partnerships between mining companies
and other parties, which will provide financing and
infrastructure development.

© David Rochkind/
Getty Images News/
Getty Images

Africa’s governments will play a major role in shaping
the future environment. In recent years, govern-
ments have expressed frustration about the way the
continent’s resource endowment hasn’t translated
into economic development. The African Union and
the UN Economic Commission for Africa (UNECA)
have developed the African Mining Vision 2050, which
sets out a number of ideas for increasing the
resource wealth flowing to the nations that host min-
ing operations. Some of these ideas would transfer
wealth from mining companies to governments—for
example, by making the auctioning of exploration
rights more effective and linking taxation to com-
modity prices more closely. Others, such as the
better management of resource income and the
active development of the supply and infrastruc-

ture sectors, aim to create a more favorable environ-
ment for economic development. o

Pepukaye Bardouille is an alumnus of McKinsey’s London office, where Alasdair Hamblin is an
associate principal; Heinz Pley is a principal in the Johannesburg office. Copyright © 2010 McKinsey & Company.

All rights reserved.
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Oil and gas:
New sources of growth

Occo Roelofsen and
Paul Sheng

African oil and gas have become important compo-
nents of the world’s hydrocarbon supply—demand
balance. By 2015, 13 percent of global oil production
will take place in Africa, compared with 9 percent

in 1998 —a 5 percent compound annual growth rate
(CAGR). African oil projects have attracted sub-
stantial investment thanks to their cost competitive-
ness versus those in other regions.

What’s more, the oil and gas sector is a foundational
element of economic growth for the continent,

as 19 African countries are significant producers. It
accounts for a significant part of the state’s reve-
nues there and represents a prime mover for employ-
ment, domestic power development, and, in

many cases, infrastructure development (for instance,
schools, hospitals, and roads).

The sources of growth in oil and gas are evolving. In
the past decade, production increases came
primarily from deepwater oil in Angola and Nigeria,
along with new sources in countries such as
Chad and Sudan, as well as offshore gas in Egypt.
Production of deepwater oil will continue to grow

(in the Gulf of Guinea, for example), while onshore
gas and new-resource development in emerg-

ing East African hydrocarbon producers (such as
Uganda) are expected to become the other main
engines for growth.

International oil companies as a group have fared
well in Africa, as the licensing of acreage and
M&A gave them access to valuable properties. These

companies have also moved expeditiously into the
new, technically complex frontiers of liquid natural
gas, deepwater oil, and underdeveloped countries
(Chad, for example). Superior operating capabili-
ties and financial muscle continue to give the inter-
nationals a competitive advantage in Africa; however,
sustained growth has eluded those that acquired
little and mainly operated more mature fields or

had operations in countries with geopolitical and
security risks.

Indigenous national oil companies have set ambitious
goals to become stand-alone, commercially viable
domestic (and in some cases international) operating
organizations. The inefficiencies of working in
bureaucratic environments where these companies
must strive to meet economic and sociopolitical
missions have stifled their development, however.
National oil companies have been further constrained
by the challenge of developing local technical,
commercial, and managerial capabilities. These com-
panies must transform them fundamentally and
create systems, a performance culture, and gover-
nance models along the lines of those found in
commercially driven enterprises.

In recent years, new kinds of competitors have
entered and grown in Africa, once the domain of the
large international oil companies. Smaller indepen-
dent oil companies (such as Addax, Heritage Oil,
and Tullow Qil) have made successful finds in emerg-
ing basins. National oil companies from outside
Africa, including China (CNPC, CNOOC, Sinopec),
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In recent years, oil production has grown more rapidly in Africa than in any
other region, while the production of gas has increased more rapidly in Africa than
anywhere but the Middle East.
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Malaysia (Petronas), and Russia (Gazprom) have also national oil companies alike an attractive investment

aggressively invested in the continent, linking environment, which ought to foster competition for
broader infrastructure investments and government-  natural resources, greater efficiency in the oil and gas
to-government relationships with access to sector, and the building of sustainable capabili-
resources. The challenge for these competitors in ties. Governments must also focus on new ways to
the years ahead will be to build sustainable enter- leverage their resource sectors to capture the
prises and local capabilities beyond the scope of an economic multiplier of broader GDP growth—for
individual project or investment. example, by using oil and gas as the catalyst

for downstream energy (such as power stations,
As for the countries that host oil and gas operations,  refineries, and retail outlets) and related industrial
they should continue to offer international and development (petrochemicals and basic materials).0
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Telecommunications:
From voice to data

Zakir Gaibi,
Andrew Maske, and
Suraj Moraje

Telecommunications has been an important driver
of Africa’s economic growth in the last five years.
The market is increasingly competitive, and world-
class local enterprises are emerging in voice and
data services. Telecom revenues have increased at
a compound annual growth rate (CAGR) of

40 percent, and the number of subscribers rapidly
exceeded 400 million. To meet the increased
demand, investment in telecom infrastructure—
about $15 billion a year—has also grown mas-
sively, with a 33 percent CAGR from 2003 to 2008.

But annual growth will slow down to the low double
digits—still quite enviable by Western standards—
as the traditional urban markets become saturated;
penetration in major cities such as Abidjan (Cote
d’lvoire), Lusaka (Zambia), and Libreville (Gabon) is
70 percent or more. Still up for grabs are two

key pockets of growth, data and rural voice, with
an additional revenue pool of $12 billion to $15 bil-
lion by 2012.

About 50 percent of the growth in voice will come
from rural areas. To capture this opportunity,
however, operators and regulators must forge new
industry practices. The industry structure should
be rationalized, for example, because many
markets, even smaller ones, have four or more
players. Also needed are new operating models,
which might be created by slashing the cost

of deploying base stations by 50 percent or more,
innovating in distribution and recharging practices,

and seeking more individualized pricing models,
ideally delivered directly to customers rather than
through advertising.

Data services are the other large growth pocket, of
about $5 billion, and that’s not all. Experience in
other countries suggests that a 10 percent increase
in broadband penetration translates into additional
GDP growth of some 0.5 to 1.5 percent. Social wel-
fare improves as well; many small-boat fishermen

in Senegal, for example, now use mobile-data
services 1o select the best ports for unloading their
catch each morning, increasing sales by 30 percent.
Applications such as mobile health care will also
provide significant benefits, helping governments to
stretch thin resources further. McKinsey’s experi-
ence in developing markets indicates that 80 per-
cent of health care issues can be resolved by mobile
phone, at a cost per capita that is 90 percent

lower than that of traditional health care models.

Policy makers can help drive the data market

in several ways, including making lower-spectrum
bands available, promoting infrastructure sharing,
providing rollout incentives, and, potentially, reduc-
ing rural license fees. To capture this oppor-

tunity fully, operators must adapt their operating
models—for instance, by developing low-cost
off-peak packages, scaling up compelling applica-
tions, and making data-enabled handsets avail-
able more cheaply. ©
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The African mobile-phone market has surpassed the 400-million-subscription mark.
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The region has already made big strides below the
radar. It now stands to become the developing world’s next

great success story.

The global financial crisis has shown that the
developing world no longer holds a monopoly

on investment risk. A new risk reality has emerged—
one that is ubiquitous and less associated with

the developing regions of the world. Thanks to this
new reality, combined with macrotrends affect-
ing the global economic landscape, businesses are
now looking for new markets in which to invest.

In the aftermath of the crisis, the “South—South”
expansion of trade and investment is likely to
accelerate thanks to the global appetite for natural
resources; the effects of climate change will
continue to complicate growth and open up new
investment opportunities; and changing demo-
graphics will have important implications for pro-
ductivity and demand. Against this backdrop,
sub-Saharan Africa offers a better platform for
profitable new investments than ever.

Future global economic growth will increasingly
come from emerging markets. Following more than
20 years of hard-won political and economic
reform, sub-Saharan Africa will be an important
part of this story. Africa is often associated with
poor governance, weak institutions, civil unrest, a
lack of infrastructure, and other difficulties. The
extent of these problems cannot be minimized, and
African governments and civil society must
continue to work against them. But there is an
emerging side of the African story that speaks

of successes often achieved below the radar screen.
The region aspires to move past the image of
extreme poverty and conflict with which it has long
been associated and to show that it is not only
open for business but also actually in business.
Before the crisis, sub-Saharan Africa had been

growing fast, with an average annual growth rate of

6 percent between 2002 and 2008. The region,
which is weathering the global downturn better
than most other parts of the world, is projected
to grow by 3.8 and 4.5 percent in 2010 and 2011,
respectively—faster than Latin America, Europe,
and Central Asia.

Sub-Saharan Africa’s recent sustained growth has
been made possible largely by improved political
and macroeconomic stability, a strengthened politi-
cal commitment to private-sector growth, and
increased investment in infrastructure and educa-
tion. Many sub-Saharan African countries have
liberalized trade since the early 1980s, and
throughout the continent fiscal soundness and
monetary discipline are increasing. Debt as a share
of exports has declined dramatically, to levels
comparable to those of other regions, and sovereign
credit ratings in parts of the continent enjoy a
positive outlook. More of the region’s countries are
now regarded as frontier emerging economies

with relatively developed financial markets, includ-
ing Botswana, Cape Verde, Ghana, Kenya, Mauritius,
Mozambique, Namibia, Nigeria, Seychelles,

South Africa, Tanzania, Uganda, and Zambia.

Most encouraging of all is the fact that the region
is continuing to reform through difficult times.
There is a broadly shared conviction among sub-
Saharan Africa’s leaders that sustained growth
will come only from the private sector and increased
integration with the global economy. Last year,
two-thirds of the economies of sub-Saharan Africa
implemented reforms to ease the path of investors
doing business there. In 2008—-09 alone, Rwanda
completed seven reforms, Mauritius six, and
Burkina Faso and Sierra Leone five each. Indeed,
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World Bank Index: Ease of doing business
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Rwanda’s and Liberia’s measures were so signifi-
cant that they both received “top reformer” status:
Rwanda was the number-one reformer world-
wide in Doing Business 2010, and Liberia was
number ten.!

These reform efforts have been complemented by
increased investments in infrastructure and
human development. The figures for average years
of schooling are catching up fast with those of

the rest of the world, after having increased more
than fivefold since 1960. Infrastructure spend-

ing amounts to $45 billion a year and absorbs more
than 5 percent of total GDP.? A recent $600 mil-

lion private investment in high-capacity fiber-optic
cable connects southern and eastern Africa to the
global Internet backbone, widening the continent’s
horizons of connectivity.

Resource rush

As developing countries continue to increase their
exports and imports, South—South trade and
investment will make up a mounting share of global
economic activity. Since 1990, sub-Saharan

Africa has almost tripled its level of exports and
diversified its trade and investment partners.

The combined share of its exports to the European
Union and the United States fell to 49 percent,
from 73 percent. During this time, Chinese imports
alone from sub-Saharan Africa increased to over
$13 billion, from $64 million.

Natural resources will continue to be a key source
of export revenue for sub-Saharan Africa as global
demand, albeit decelerating when the economic
contraction began, continues to grow. With pre-
crisis growth rates and booming prices, invest-
ments in nonferrous metals around the world rose
to $9 billion in 2007, from $2 billion in 2002.
During this time, foreign direct investment in sub-
Saharan Africa grew for eight consecutive years.
Most of this investment took the form of greenfield
and expansion projects prospecting for reserves

of base metals and oil. In one decade, the region’s
mineral fuel exports rose to $96 billion, from

$11 billion. Today sub-Saharan Africa is not only a
major supplier of natural resources but also the
region with the greatest potential for new discover-
ies. As global growth resumes, the region should
benefit from higher prices, in addition to higher
volumes. The World Bank predicts that both
energy and food prices, driven predominantly by
the emerging economies’ resource needs, will
remain high over the next 20 years.

The resource rush will also increasingly target
renewable sources of energy. Sub-Saharan Africa is
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particularly well positioned for developing solar
and hydro energy, as well as the production of
biofuels. But the 2008 food crisis highlighted what
could go wrong if food production is substituted
for biofuels production. Africa can and must feed
itself first while engaging in the development of

a biofuels market that does not compete with food
production. Between 2003 and 2007, two-thirds
of the global increase in corn output went to bio-
fuels, mostly to meet demand in the United States.
While biofuels have contributed to higher food
crop prices, they also represent an opportunity for
profitable production in the developing world.
Sub-Saharan African countries, including Angola,
Mozambique, and Tanzania, have the potential to
produce ethanol profitably from sugarcane on land
that is not used for food crops. The International
Energy Agency suggests that demand for grain to
produce biofuels could increase by 7.8 percent a
year over the next 20 years.

Rising commodity revenues will ultimately allow
sub-Saharan Africa to increase its investment

in infrastructure and education, especially as it
continues to improve its business governance.
Some 28 sub-Saharan African governments have
adopted the Extractive Industries Transparency
Initiative (EITI),3 with the aim of improving gover-
nance through the verification and full publication
of company payments for and government revenues
from oil, gas, and mining. In addition, 37 oil, gas,
and mining companies, with assets amounting to
more than $14 trillion before the financial crisis,
have agreed to support the initiative.

Sub-Saharan Africa’s natural resources also provide
it with a strong comparative advantage in agri-
cultural development. The region has the resources
both to feed its growing population and to meet

the world’s burgeoning demand for food and other
agricultural products. In sub-Saharan Africa,
demand for food is expected to reach $100 billion
by 2015, double the levels in 2000. Moving forward,

appropriate investments in agricultural skills and
infrastructure—for example, irrigation—could
prompt a green revolution in sub-Saharan Africa.
Both nontraditional and traditional exports are
important, as are regional export markets for food
staples and livestock. Global markets for nontra-
ditional exports such as horticulture are expanding
rapidly. Sub-Saharan Africa has many success
stories, such as the production of cassava chips in
Ghana, organic coffee in Tanzania, and cut flowers
in Kenya, as well as aquaculture in Malawi. All of
these products are exported to European and
other Western countries. Expanding markets such
as dairy production in east sub-Saharan Africa
could also be scaled up for faster growth.

On the IT front, Africa has made great strides. It
has, for example, become the fastest-growing
region in the global cellular market, going from
fewer than 2 million mobile phones in 1998 to
more than 400 million today. More than 65 per-
cent of the population now lives within reach

of a wireless voice network, up from less than 1 per-
cent ten years ago. Mobile phones have become
the single-largest platform that can be used to
deliver government services to the poor. Yet while
great progress has been made in improving

access to the information and communications
infrastructure in many countries, much less

effort has been made to exploit its potential to trans-
form other sectors.

Climate change

Access to resources and agricultural development
will increasingly require new methods of engage-
ment with nature, such as the use of innova-

tive technologies in energy consumption. Climate
change makes the challenge of sustainable

growth more complex. Developing countries, whose
average per capita emissions are a third those of
high-income countries, need major expansions in
energy, transport, urban systems, and agricul-

tural production. If pursued using traditional tech-
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nology with carbon emissions, these develop-
ments will produce more greenhouse gases and,
hence, contribute to climate change. With rain-
fed agriculture helping to generate 30 percent of
sub-Saharan Africa’s GDP and 770 percent of its

employment, the region is particularly vulnerable.

Climate change will continue to pose signifi-

cant dangers to the region’s economic growth, with
more droughts, floods, storms, and heat waves.

Yet many adaptation and mitigation activities have
significant benefits not only for environmental
sustainability but also for public health, energy
security, and financial savings.

Africa has great potential for sustainable, intensive
farming through investments in new technologies
and the conservation of vegetation, soil, and water.
These approaches provide a “triple dividend”:
supporting adaptation to climate variability and
change, mitigating carbon emissions, and pro-

moting food security. The financial resources gen-
erated through mitigation could be very substantial.
In sub-Saharan Africa, the economic potential
from agricultural soil carbon sequestration is esti-
mated to be 150 million tons of greenhouse

gases a year. If agreement is reached at the 2010
UN climate change conference, in Canciin,
Mexico, on the price per ton of carbon dioxide,
Africa stands to benefit substantially from this
new revenue stream. There is also great potential
for reducing emissions from deforestation and
forest degradation.

In short, the continent’s future potential for envi-
ronmentally sustainable private-sector growth

and opportunities in carbon abatement are immense.
Sub-Saharan Africa has enormous potential for
generating clean energy, such as solar, wind, and
biomass. Preliminary results from two pilot
projects in Kenya also show that smallholder agri-
culture can be integrated into the financial
arrangements for carbon abatement.

Demographics

In the coming decades, one of sub-Saharan Africa’s
most powerful offerings may be its growing popu-
lation of young people, who serve as a source of com-
petitive labor and a growing consumer market. It

is estimated that by 2050, almost 20 percent of the
world’s population will live in sub-Saharan Africa,
up from 7 percent in 1950. Developing coun-

tries will be home not just to a larger share of the
world’s population but also to a younger population.
By 2050, young people 15 to 25 years of age will
account for one person in five in sub-Saharan Africa.

By the same token, the region is rapidly urbanizing.
Between 2000 and 2008, the rate of urbanization
in sub-Saharan Africa was more than twice the
world average. The region leads even the rest of the
developing world. The United Nations projects

that the proportion of sub-Saharan Africa’s people
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living in urban areas will nearly double between
2005 and 2050, from 35 percent (300 million) to
more than 67 percent (1 billion).

Urbanization and the growing young population
will have significant implications for productivity,
growth, and demand. Sub-Saharan Africa has

the potential to become an increasingly important
resource for labor-intensive industries if it con-
tinues to invest in skills and infrastructure and to
reform its business environment—especially

as wages are expected to rise in Asia. Even if real
wages in China rise by only some 7 percent

a year, which is modest given the country’s GDP
growth, they are likely to double over the next
decade. The rising cost of manufacturing there will
translate into an opportunity for sub-Saharan
Africa. East Asia broke into large-scale global man-
ufacturing only around 1980. By that time, the

gap in per capita incomes, and hence wages,
between China and the OECDS5 countries had
widened exponentially. To a large extent, this huge
advantage in labor costs allowed China to become
competitive in manufacturing. As labor costs

rise, the advantage is likely to shift toward sub-
Saharan Africa.

A new risk reality is emerging in the aftermath of
the financial crisis, with continued demand for
commodities, climate change, and evolving demo-
graphics driving the way people do business
around the world. Sub-Saharan Africa stands to
play an important role in each of these major
trends. Many industries, while nascent, are already
emerging as success stories across the region.
From footwear in Ethiopia to emerging tourism in
Cape Verde and Rwanda, the menu of options for
profitable investments is growing.

There are, of course, many challenges to realizing
this great potential. As the world turns its atten-
tion to new markets for the next spring of growth,
sub-Saharan Africa must address the constraints

to its competitiveness. More opportunities will come
up as much-needed improvements in business
governance, infrastructure, logistics, and educa-
tion are implemented; critical policy areas
(including competition and access to finance and
land) are reformed and modernized; and reforms
and strategic investments in the underlying
foundations that nourish businesses continue.
Sub-Saharan Africa stands to be the new frontier
for profitable investments.® 0

Ngozi Okonjo-lweala is a managing director at the World Bank. Copyright © 2010 McKinsey & Company.

All rights reserved.
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The CEO of one of South Africa’s largest financial-services
companies discusses the state of business in Africa.

Maria Ramos could not have chosen a more
difficult moment to become chief executive officer of
Absa, a Barclays subsidiary that is one of South
Africa’s largest financial-services companies. Taking
over the job in March 2009 in the midst of the

global financial crisis, Ramos, an economist by train-
ing, has had to call upon the broad range of skills
she honed in a career split between the private sec-
tor and public service. Before joining Absa, Ramos
was CEO of Transnet, where she gained an interna-
tional reputation for her leadership in helping to

turn around that giant state-owned transport and
logistics company.

In an interview with McKinsey’s David Fine, Ramos
discusses Africa’s economic prospects, the status
of the continent’s financial sector and the way the
crisis has affected it, and the importance of financial
inclusiveness to economic development.

McKinsey: How would you describe the state

of the African economy?

Maria Ramos: Africa did not go through the
recession unscathed. That’s not possible; we're part
of the global economy. But we did relatively OK,
given the depth of the global recession. If you look
across the African economies, the biggest ones

do reflect the downturn. But we're starting to see
African economies come back—whether you look
at Botswana, Ghana, Nigeria, South Africa,
Tanzania, Zambia—and show some decent growth.
Going into the global crisis and recession, African
economies were already growing pretty strongly.

It’s also important to realize that it’s a vast continent,
with a lot of very different economies. But this is

a continent with solid growth opportunities in
many of those economies.

McKinsey: What are the drivers and enablers
of growth in Africa?

Maria Ramos: In many countries, there is abso-
lutely no doubt that the focus continues to be,

and will remain for some time, on commodities. But
we also need to understand that it’s not just the
commodity endowment that is driving the potential
of those economies. It’s also what’s happened in
the last decade and a half around the investment in
people, systems, and social and physical infra-
structure, as well as increasing government stabil-
ity and sounder fiscal policies. Those moves are
beginning to pay dividends.

McKinsey: Some people see Africa as the last
frontier, the last of the world’s really big growth
opportunities. Yet it’s the continent most in
need of aid. What is your view on the seemingly
contradictory nature of Africa’s situation?

Maria Ramos: We live on a continent where there
is still significant poverty and where we still need

to have the likes of nongovernmental agencies come
in and offer support. I think we should see that

not as a negative but rather as an enabler. Africa is
much more than a recipient of aid flows. We

have countries with large economies and the mak-
ings of an economic base that will be increas-

ingly attractive to foreign direct investment and

domestic investment.

The notion of the “last frontier” creates an image in
my mind that anything goes. It isn’t like that. It’s
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not an anything-goes kind of place. But it is a place
where there are many, many opportunities and

a heck of a lot of talent. I have always felt that the
biggest resource on our continent isn’t natural

resources—irrespective of how important those are.

It’s actually the talent, the people. And if we just
continue to invest in talent, that’s what’s going to
give Africa its comparative advantage.

McKinsey: What advice do you have for multi-
nationals seeking to invest in Africa?

Maria Ramos: The first piece of advice I give
our teams—and remind myself of—is that we need
to do very thorough due diligence. We need to
understand that if we are going to invest in another
country, we must understand that environment
well, irrespective of whether you're investing in

Africa or investing in any other geography.

You are going to find some challenges in Africa that
you probably wouldn’t be finding if you were
investing, for example, in parts of Europe. There

Fast facts

Served as an economist on the transitional executive
council for the African National Congress’s Department of
Economic Planning from 1989 to 1995

Lectured on economics at the University of the Witwa-
tersrand, the London School of Economics, and the
University of South Africa

Ranked by Fortune magazine as one of the “50 Most
Powerful Women in Business” from 2004 to 2007

Has served as a director on the boards of Sanlam and
Remgro

certainly will be challenges in some aspects of infra-
structure and in telecommunications—the World
Bank says that African countries lag behind their
peers in other parts of the developing world by

just about every measure of infrastructure coverage.
If you do encounter challenges, what’s required

is a thorough engagement and commitment to the
investment you're making. Sometimes invest-
ments have longer return horizons than they do at
other times, and that requires you to put some

of your best people, technology, and systems on the
job. There are no shortcuts. This is not one of
those places where you’re going to come in and
make a quick buck and leave. That said, we believe
that countries offering the strongest growth
potential in the coming years are Angola, Ghana,
Nigeria, Uganda, and Zambia, which are likely

to be the biggest gainers from development in the

mining, energy, and other infrastructure sectors.

The big issue is financing—for example, how
to cross the divide and provide funding solutions to
African countries and businesses. In some cases,
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there will be a need for governments to support
the financing solutions. This will reduce the risk
and naturally reduce the cost of funding. Public—
private partnerships, which are already being seen,
may become more prevalent on the continent.

McKinsey: How would you describe political

risk in Africa to corporate board members?

Maria Ramos: Most boards are pretty sophisti-
cated—they can distinguish between the different
countries and their political risks. But I also

want to make the point that most countries in
Africa have actually made great progress in the last
15 or 20 years in dealing with political risk. Of
course, there are still some countries where we are
currently experiencing political risk and uncer-
tainty and even war. But those are a minority.

McKinsey: How did the South African and
African financial systems fare in the crisis?

Maria Ramos: South Africa has come through
this crisis with a banking sector that has actually
done very well, thanks to regulators who acted
ahead of the curve. The fact that we’ve been disci-
plined about the implementation of Basel IL,! for
example, has been a good thing. South Africa as a
country committed itself to some of the IMF?
disciplines around reviewing its own banking sys-
tem and financial system. As a consequence,

South Africa has undergone several reviews through
the IMF’s and World Bank’s Financial Sector
Assessment Program and published the results.
Interestingly enough, many of the African
countries have not had their banking systems deci-
mated, in part because these systems were not

as sophisticated and as integrated into the global
financial system as banks in the developed part

of the world.

As we consider the proposed changes to the regula-

tory framework currently under discussion in the

aftermath of the global financial crisis and the
recession that has accompanied it, we need to
remind ourselves that we need a sounder, safer,
global financial system.

The regulation that we take on board has to be
suitable for the countries that we are operating in.
But you need to test that principle against the

need to be a global player and to keep up with and
be connected to the global financial system. The
measures that you adopt have to suit your domestic
economy but also have to keep you on the same
trajectory as what’s going on globally.

McKinsey: How do you assess the evolution of
the financial sector in Africa?

Maria Ramos: One of the barriers to doing busi-
ness for many years has been the fact that we
haven’t really had, in many countries, very well-
developed and very deep financial markets. In
some countries, we’re beginning to see some devel-
opment in that regard. In fact, we’re starting to

see more African countries get credit ratings, allow-
ing them to access capital markets and to raise
money. That’s a great development. We are starting
to see stock markets emerge and become better
traded, with more liquidity. I happen to believe that
we need more regionalization. You'll get more
liquidity if we were to have, for example, a regional
stock market as opposed to just individual coun-
try stock markets. But I'm also very conscious of the
fact that we’ve been talking about that for a long
time. I think this is probably one of the things that
we don’t do as well as we should—we often talk
about things but we don’t really get down to the
actual implementation fast enough, before people
in other parts of the world move ahead and take
the space from a market point of view.

McKinsey: What about the issue of financial
inclusiveness—moving people from the rolls of
the unbanked?
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Maria Ramos: If you want economic development,
you need to broaden financial access and inclu-
sion. We are beginning to see some of that, but not
to the extent and at the pace we ought to see

in many countries. Some reports suggest that only
around one-quarter of Africans have bank
accounts. As banks in South Africa, we have had to
think long and hard and were pushed to extend
services to the many South Africans who, often for
political reasons, had not been included in finan-
cial services. The more we move down the road of
inclusiveness—across many African countries—
the better we are going to get at finding the connec-
tion between economic development and econ-
omic opportunity. That would also create great
opportunities for financial institutions. And

there are lessons to be learned from India about

how to do entry-level banking.

McKinsey: What is your view on China’s
increasing role in Africa, and how do you see that
playing out over time?

Maria Ramos: It’s an interesting thing that
China attracts so much attention in relation to
Africa. China has become a more and more
dominant player in the global economy. You're
going to be hard-pressed to find a big global
company that looks at the world and doesn’t think
of having a presence in China. Yet when we
think about China in relation to Africa, we think
there’s something unnatural about the Chinese
investing in African countries.

The first point I want to make is that China’s rela-
tionship with Africa is not a new relationship. It is
an old relationship. What we have seen is China
looking at Africa and saying, what are the opportu-
nities? We need resources and commodities—

where are they available? Where do we look for
them? Are there business and investment opportu-
nities? So, of course, China is investing. Perhaps
they just see different opportunities. Maybe they
are able to respond to those opportunities faster.

I think they certainly respond to them without the
same conditions other investors look for.

We should not underestimate the Chinese—they
are smart investors. And in some cases they

are aggressive investors too, in the sense that when
they see an opportunity, they are going to pursue
it, and pursue it really hard.

McKinsey: How should foreigners, and
particularly potential investors, view the current
social and political situation in South Africa?

Maria Ramos: The important thing to remember
is that South Africa has a strong constitution.
We'’re a democracy. Our country has a solid legal
framework, and since this country became a
democracy, that actually has never failed us. Crime
is however still a concern. It’s incumbent on us,

as South Africans, to keep in perspective that we
need to put our trust in our legal system to

ensure that the perpetrators of crime will be judged
in an appropriate court and that the process will
be followed. Crime is one of the challenges we face,
and the government is trying to deal with it and
has put an enormous amount of resources behind
the effort. But as businesspeople, it’s one of the
things that we need to constantly remind the gov-
ernment of. South Africa isn’t going to fall apart
because we have experienced these events. They
are tragic. They grab the global headlines and
that’s not good. But this is not the way to judge our
country’s performance.o

David Fine is a director in McKinsey’s Johannesburg office. Copyright © 2010 McKinsey & Company.

All rights reserved.
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It’s time to move beyond sterile arguments and accept China’s role
in Africa. But it’s also time for China to enhance that role.

The debate over China’s role in Africa contin-
ues to rage. One side contends that China is a
rapacious neocolonial oppressor, while the other
sees it as a miraculous alternative to decades

of failed Western aid. To a large extent, however,
facts on the ground have rendered this debate
academic: China already has become an indisput-
ably significant force in Africa’s development,
with substantially increased commitments and
engagements just in the past few years. Prag-
matism argues for moving the discussion ahead, to
how China’s involvement can reap the greatest
benefit for both Africans and Chinese.

African and Chinese leaders—along with interested
outside parties, such as multilaterals, foundations,
and nongovernmental organizations (NGOs)—should
focus on three opportunities. The first is strength-
ening Africa’s economic-development strategies and
capabilities at the national and regional levels.
Second, China’s willingness to undertake additional
strategic-development projects in Africa, includ-

ing the recent emphasis on sustainable and results-
driven models, should be supported. Finally, col-
laboration between Chinese institutions working in
Africa and other donors or partners ought to be
developed and encouraged.

China’s role in Africa is dynamic, with deep historical
roots and a wide range of ever-changing engage-
ments and models that don’t lend themselves to black-
and-white categorization. By pursuing these three
opportunities, Africa and China can uncover new
ways to promote economic development and the
reduction of poverty on the continent.

China’s historical role

The People’s Republic of China started engaging with
African countries not long after it was founded.
Since the Bandung Conference, in 1955, its activities
in Africa have been rooted in their common
experience as developing regions. From then onward,
China has committed aid and support to various
African leaders and countries, despite its own eco-
nomic and political challenges and upheavals.
With inventive packages of aid, loans, and invest-
ments, the People’s Republic, in return, secured
votes to take China’s seat at the United Nations (held
by Taiwan’s government until 1971), opened up
channels for much-needed oil and mineral resources,
mitigated its food-security concerns, and gained

a strategic foothold on the continent.

Even in 1978, when China was just emerging from
the devastating effects of its Cultural Revolution
and was itself one of the world’s poorest countries,
it provided foreign aid to 74 countries—and to
more in Africa than the United States did. By 1984,
China was the eighth-largest bilateral donor to
sub-Saharan Africa, ranking higher than many
members of the Organisation for Economic Co-
operation and Development (OECD). From 2002 to
2007, China offered over $33 billion worth of
government-sponsored aid and investment, over
half for infrastructure projects, to African coun-
tries. Today the continent is dotted with Chinese-
sponsored projects, from railways to agricu-
Itural centers to clinics to stadiums.

Several attributes of China’s engagement in Africa
merit particular attention.
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Credibility as a fellow developing country

It’s no secret that some Chinese activities in Africa
have prompted concern and even hostility, part-
icularly the long-standing support of leaders in coun-
tries like Sudan and Zimbabwe, as well as ques-
tions about worker safety, community engagement,
and environmental degradation. Overall, how-
ever, the evidence suggests that many Africans wel-
come the involvement of China not only because

of the scale of its resources and commitments but
also because it has credibility. The Chinese see
themselves as a developing country, a view shared
by many Africans; indeed, China still ranks 97th

in the world for GDP per capita, according to the
International Monetary Fund (IMF).

Yet China’s recent development trajectory—lifting
hundreds of millions of its people from poverty

in the past 30 years—offers Africans lessons and
hope. Other factors adding to China’s credibility

are its pragmatic, business-like approach to develop-
ment and focus on much-needed infrastructure
projects. Also, Chinese workers are generally well-
respected because they are prepared to work

in Africa’s fields or factories, often at the locals’

salaries, in contrast to the wages, housing,

and approaches of Western aid organizations
or commercial enterprises. For this reason, China
still explicitly rejects the label of donor.

Project-based aid and investment models
Chinese aid generally focuses on specific projects
rather than the large programmatic models familiar
to Western donors, such as the President’s Emer-
gency Plan for AIDS Relief, a US-sponsored program
for HIV/AIDS prevention and treatment. This

US effort has a broad strategy, operating across sev-
eral countries, with a multiyear approach and
standardized practices. By contrast, China’s health
assistance generally involves commitments to
build a clinic or hospital in a country or region or to
send Chinese medical personnel or medicines

to specific countries. These efforts are sometimes
associated with a particular investment or a
Chinese official’s political commitment to a local
African leader. Such projects are not part of a
broader program to build networks of hospitals, for
example, or to develop a replicable and scalable
approach. Instead, the Chinese focus on an imme-
diate need—though sometimes a very large one,
such as dams or highways—which they generally
execute in a timely, effective way.

Also, the line between aid and investment is unclear
for many of these projects. Some of the ambi-
guity arises from China’s aid model: with no central
foreign-aid agency, Beijing often designates
different ministries (or, in some instances, prov-
inces) to tackle different projects in different
countries. China’s blended model of aid, investment,
trade, and technology as levers for development,
while less common in Western approaches, has an
antecedent: China’s own experience as a recip-
ient of aid and investment in the 1970s and 1980s.
At the time, China entered into deals with Japan
and many Western partners, bartering its own na-
ural resources and commodities for technolo-
gies, tools, and know-how.
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Broad-based interests

While access to natural resources and consumers

is an important goal for many of China’s African
projects, such a narrow view of its role risks mis-
sing the broader commitment. Today, China is
involved in almost every African country that does
not recognize Taiwan—even the resource-poor
ones. While the majority of China’s $107 billion-
a-year bilateral trade with African countries

still involves extractive industries, China’s reach
extends to almost every sector. In 2009, the
Chinese Ministry of Commerce reported that about
1,000 Chinese enterprises do business in Africa,
spanning fields such as trade, transportation,
agriculture, and the processing of agricultural
products. Even official Chinese development

aid does not appear to be disproportionately pro-
vided to countries with large endowments of

natural resources.

New approaches and enhanced
engagements

During the past few years, China has attracted con-
siderable attention for its commitments to Africa.

In November 2009, at the Forum on China—Africa
Cooperation (FOCAC), Chinese premier Wen
Jiabao announced a $10 billion package of loans and
aid, including programs in agriculture, educa-
tion, and health. In addition, the China—Africa
Development Fund has made more than $5 billion
of new money available for private-equity
investments in Africa and has an ever-growing pres-
ence of workers on the ground to develop an

investment pipeline.

In these and other announcements, we discern

a shift in tone and emphasis on both the Chinese
and African sides. China’s engagement with

the region appears to be growing not only in sectors
and geographies but also in a broader strategic
commitment. Premier Wen suggests as much in his
recent focus on support for African development

in the fields of agriculture, debt relief, expanded
market access, climate change, health, education,
environmental protection, and investment.
Similarly, African leaders increasingly seek more
comprehensive and heavily negotiated pack-

ages of aid and investments from China—a pre-
occupation reflected in recent deals with

Ghana and Malawi.

There have also been examples of better coordi-
nation and attention to measurable results

and strategic goals. New dialogues between China
and the aid and development programs of other
countries, multilateral organizations, and NGOs
are under way. Even collaborative opportuni-

ties with other foreign donors have opened up; most
recently, the Chinese Academy of Agriculture

has partnered with a number of Chinese and
African institutions to support an international
initiative by the Bill & Melinda Gates Founda-

tion to create green super rice, a new variety that
can survive in harsh environments.

Strengthening African development

strategies and capacity

Chinese leaders frequently make state visits

to Africa. On their return to Beijing, they often

take a “checkbook” approach to aid, charg-

ing Chinese government ministries with fulfilling

commitments to high-level African officials

for construction, infrastructure, health, agricul-

tural, or other projects. Although this approach

has led to random acts of kindness, they are often

not only unrelated to the recipient government’s

agricultural- or industrial-development strategies

but also not sustainable. What’s more, the

Chinese often rely on their own labor and mate-

rials, so projects may have little connection

or benefit to local workers or industries (see,
“South Africa in the spotlight: An interview

with Deputy President Kgalema Motlanthe,” in

this issue).
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China has, for example, launched over ten agri-
cultural demonstration centers in Africa to expand
R&D on African crops, irrigation, agricultural
engineering, or other potential drivers of agricul-
tural reform (as suggested by China’s own expe-
rience). To date, however, these centers often oper-
ate in a vacuum, poorly connected to the recip-
ient countries’ national programs and with limited
outreach to local farmers and slim chances of
scaling up nationally.

The Chinese approach to aid and investment presup-
poses that an effective public sector in the recip-
ient country exists, which is not always the case. That
approach has to change. African countries must
continue to take more responsibility for their devel-
opment agendas instead of leaving them in the
hands of others, even if well-meaning. It will there-
fore be necessary to create more explicit and com-
prehensive development strategies for agriculture
and other areas. Planning is a skill, and African
countries should develop it to make sure that the
aid they get from China can be readily used and
expanded. This view has gained currency and now
has the support of groups such as the African
Center for Economic Transformation, the Rockefeller
Foundation, and the African Union. Even Chinese
stakeholders, including China’s state planning
agency, recognize that many African countries lack
robust strategic-development plans and there-

fore can’t benefit fully from investments by China

and others.

Support China’s shift to programmatic
engagements

At the FOCAC meetings in Egypt last November,
Chinese leaders repeated their commitment

to connecting more closely with host communi-
ties, measuring results, and making them sus-
tainable. These comments may reflect an under-
standing, held by many who follow China’s

work in Africa, that projects often haven’t realized

their promise.

How to get more from these investments? They must
be more programmatic—that is, linked to a devel-
opment strategy for the relevant country—have clear
objectives, and span more than a single project.
China’s government and corporate leaders must
establish performance metrics from the outset of
engagements, provide appropriate and transparent
roadmaps for achieving goals, and develop a way

to measure outcomes. Depending on the project, the
performance metric might be its impact on pro-
duction, employment, the alleviation of poverty,
market development, health outcomes, or stu-

dent achievement.

Consider the fact that China has sent agricul-
tural experts to Africa since the 1950s, basing its
approach on the impact that hundreds of thou-
sands of local extension technicians had on
Chinese agricultural reform. Yet the country’s
current agricultural-extension efforts in Africa
are small (with fewer than 1,000 experts on the
continent), uncoordinated, and unsystematic.
Several Chinese agricultural experts believe that
these programs have had a negligible impact.
Teaching formats range from classroom lectures to
field schools, often without clear curricula or
objectives. Generally, each African country decides
on the technology, expertise, and training China
should provide.

Such programs could prove valuable, but they would
be more effective if planned and executed with a
better understanding of specific African conditions
and local issues. Other desirable features include
relevant best practices and evaluation systems to
measure a program’s short-term impact (such as
increases in productivity or the skills of farmers)
and long-term, sustainable gains (such as higher
levels of rural income).

Encourage more collaboration
While some believe that China wishes to go it alone
in Africa, there is increased evidence to the con-
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trary. China’s engagement with African national
and regional organizations and leaders on a vari-
ety of projects has significantly increased. A formal
dialogue among donors is taking place in the
OECD’s Development Assistance Committee (DAC).
Many NGOs, foundations, and academic insti-
tutions in China, Africa, and elsewhere are begin-
ning to work together. China invited academics,
African health officials, and international represen-
tatives to Beijing last December, for example,

to attend an international roundtable on China—
Africa health collaboration. The discussions
could promote greater cooperation between China
and other partners—through temporary staff
transfers, joint missions, and pilot projects—in deliv-

ering health assistance to Africa.

Enormous opportunities exist for shared learning
and improved models for programs in agricul-
ture, health, and financial services, to name just a
few fields. Collaboration also holds great prom-

ise in scientific R&D as China dramatically increases
its spending and capabilities. Moreover, the
impact of aid and investment projects run by China
could be enhanced if it worked with third parties
that can make things happen because of their local
staff and contacts and deep understanding of

the countries and sectors where they operate. Closer
collaboration between the Chinese Ministry of
Agriculture or the China—Africa Development
Fund and the Alliance for a Green Revolution in
Africa,! for example, could identify opportunities

for investment, aid, and trade.

China could catalyze the efforts of African coun-

tries to develop economically and lift their

people from poverty. Let’s move the debate beyond
“good versus bad” and “China versus the West”

to capitalize on the opportunity at hand.o

Steve Davis, who is based in Seattle and Beijing, is a senior adviser to McKinsey’s social sector practice; Jonathan
Woetzel is a director in McKinsey’s Shanghai office. Copyright © 2010 McKinsey & Company. All rights reserved.
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Jacko Maree describes his experiences working with a Chinese
investor—the giant Industrial and Commercial Bank of China.

Before 2007, Standard Bank Group, Africa’s
largest financial institution by assets, had done

its fair share of international deals. Over the years, it
had not only expanded northward into the conti-
nent from its base in South Africa but had also estab-
lished a presence in Hong Kong, Russia, and
South America. Still, Standard Bank could hardly be
considered a high-profile bank on the world finan-
cial stage. All that changed in October 2007, when
Standard Bank announced that it had sold a

20 percent stake to the giant Industrial and Commer-
cial Bank of China (ICBC) for $5.5 billion, the larg-
est Chinese foreign investment at the time.

The deal is enormously important to Standard
Bank, says Jacko Maree, the bank’s chief executive
officer since 1999, and it also has great symbolic
significance for Africa, demonstrating China’s growing
business commitment to the continent. In this
interview with McKinsey’s Michael Kloss and Vikas
Sagar, Maree reflects on the results of the deal

with ICBC—the world’s biggest bank by market cap-
italization at the end of 2009—China’s increasing

role in Africa, the continent’s economic prospects,
and how multinationals might approach doing
business there.

McKinsey: Globally, there’s increased optimism
and focus on Africa. Is it justified?

Jacko Maree: We have taken the view for a very
long time that Africa, coming off a low base,
should grow faster than many other parts of the
world. Not as fast as the “BRIC countries,”

but certainly faster than South Africa, where our
head office is located, and definitely faster than
the developed economies.

As a collective, the African economy is relatively
small. The question is, while Africa as a conti-
nent may have higher growth, will you be able to
earn enough to move the needle? There has to

be a dose of realism in this. You may do very well
in a small country, but the impact on your total
earnings may not be that significant. However, there
are also the obvious big growth opportunities
within developing economies in sectors like food,
infrastructure, telecommunications, commod-
ities, and energy. There are also a number of African
countries with vibrant and substantial consumer
markets, such as Nigeria.

In a number of these countries, there are certain
operational challenges that need to be met, so
certain costs will be higher. If you’re happy with
the size of the opportunity, we think that the
potential is there.

McKinsey: What advice would you have for
multinationals looking to do business in Africa?

Jacko Maree: The most important question is,
are you going it alone or are you going to work with
partners? Sometimes having a local partner is
really the most obvious way to go. Clearly, you always
need advice from someone who understands the
local environment. In a number of the countries in
which we operate, we have chosen to work in
formal partnerships. In some geographies, we have
tried to position ourselves firstly as a local player
and secondly as a multinational.

For major multinationals looking to expand on the
African continent, a key question is whether you have
sufficient resources to tackle the challenge. What



56

McKinsey on Africa June 2010

we have found in a number of these countries is that,
initially, you've got to use quite a lot of your own
resources rather than rely on local skills. Over time,
of course, that changes.

McKinsey: Africa has a reputation as a risky
place to do business. How should a multinational
think about risk there?

Jacko Maree: Whenever you go into developing
countries, you are exposed to different risks from
those you might be used to if you're sitting in
London or New York and thinking in a developed-
country paradigm. There are risks to doing busi-
ness in Africa, but no more so than some of the Latin
American economies or even Russia and Asia.

The question is how to manage those risks once
you've understood them. We spend a huge
amount of time getting to grips with the particular
risks that may occur in some of these countries
and then try to mitigate them.

In Nigeria, for example, we own 50.1 percent of
Stanbic IBTC Bank. The remaining shares are owned
by the general public and the founder of IBTC. We

feel that the structure helps mitigate the risks
because we have positioned ourselves as a local
institution with local shareholders. In Russia,
where we merged our bank with a very successful
investment-banking operation called Troika
Dialog in 2009, we were prepared to reduce our
economic interest to 36 percent. Our view was
that it was better for us to be in a strategic minority
position because we think that improves our risk
profile, not to mention the commercial benefits
we gain from having teamed up with an excel-
lent partner.

Understanding risk is more than just a financial con-
cern. One has to be mindful of ensuring that
you're seen to be helpful and relevant to the local
economies rather than just extracting profits

by providing a service. When you’re dealing with
developing countries, the issue of the social
relevance of your company is completely different
from when you're dealing with a developed
economy. For banks, more so than other enterprises,
the question that often comes up when you are
visiting government officials or major corporate cus-
tomers is: what are you doing for our country?
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A bank cannot typically turn around and say,
“Well, we're just here to help you with your trans-
actions or your financing requirements.” You
have to be involved and committed to the commu-

nities in which you operate.

McKinsey: What is Standard’s aspiration for
expansion in Africa?

Jacko Maree: We are trying to position ourselves
as the “go to” bank for the African continent.

As a growing financial-services group, you can build
domestic businesses, and you can also build
cross-border businesses. We are trying to do both.
We are trying to build scale businesses locally

and then use that platform to link those countries
to other emerging markets in a banking sense.

The question is, where do you start? For obvious
reasons, we started in southern Africa and expanded
northward. We haven’t yet really entered French-
speaking Africa. I have no doubt that, if our strategy
remains successful, it will only be a matter of
time before we do find ourselves in more countries.
North Africa will probably be the last move for

us because many of those countries probably see
themselves as closer culturally and economically

to the surrounding Mediterranean countries and
the Middle East.

Because we are present in 17 African countries, we've
got a significant enough base to position our-
selves as a bank that can assist multinationals with
the full spectrum of financial solutions across

the continent. We have the ability to link emerging
markets in Africa to our network in Argentina,
Brazil, China, Russia, and Turkey, to name a few.
You can’t do that if you've only got a small num-

ber of countries in your portfolio.

McKinsey: Perhaps that is one factor that
attracted the attention of the Chinese bank ICBC,
which took a 20 percent stake in Standard—

the biggest deal you’ve done. How do you assess
the early results of the tie-up?

Jacko Maree: The linking of our two institu-
tions had a significance way beyond the actual
monetary investment by ICBC. Symbolically for
Africa, this was extremely important. It was a
$5.5 billion investment by ICBC and, at the time,
the biggest foreign investment by a Chinese com-
pany. It signaled that Chinese companies had
substantial ambitions in Africa, which at the time,

in 2007, took a lot of commentators by surprise.

In so far as the benefits for Standard Bank are con-
cerned, clearly there was the initial one of raising
capital. The investment was fortuitous, just ahead
of the global financial crisis and the subsequent
turmoil in the global banking system. There was an
unquantifiable but very substantial benefit to
Standard Bank of entering that period of global tur-
moil very well capitalized, and with a partner

of the stature and size of ICBC as a 20 percent share-
holder. This was particularly important to
Standard Bank as we are a banking group that is
fairly dispersed around the world and therefore
susceptible to cross-border risks and to counter-
party issues that many of the other South

African banks were not exposed to.

When it comes to tangible business benefits,
many of these come from major Chinese companies
embarking on projects on the continent. A good
example was a highly publicized deal toward the
end of last year where a major power station

in Botswana was being built by a Chinese construc-
tion company. The funding is, to a large extent,
coming from China, but of course much of

the domestic advice and financing is coming from
ourselves because we have a bank in Botswana
and strong structuring skills in Johannesburg.
These sorts of opportunities wouldn’t have
arisen had it not been for the link that we had
with ICBC.
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We are currently working on numerous projects
across the continent in areas of commodities, infra-
structure, power, and telecoms. Oil is an obvious
sector where Chinese companies are investing or
interested in doing so, and where we are provid-
ing either advisory services or on-the-ground services
for them to actually complete the transactions.

So it will be very beneficial for us, but Rome wasn’t
built in a day. We reported in our results for the last
year that we had incremental revenues of some

$78 million coming out of the ICBC relationship.
That’s not to be sneezed at, but we think this is

just the tip of the iceberg.

McKinsey: What differences, if any, have
emerged in business practices between the Chinese
and yourselves? Any surprises?

Jacko Maree: No, not really. One of our group’s
competitive advantages is that we have for many
years operated in many different countries. When
you do that, you become attuned to the fact that

you have to be sensitive to local cultures, practices
and ways of doing business. In building relation-
ships with our Chinese partners and their customers,
we’ve really not found it particularly difficult.

Of course, one has a language issue but we have
managed to overcome that to a large extent.

McKinsey: Have you learned to speak Mandarin?

Jacko Maree: No. I haven’t had the time, and

it’s very difficult! However, we have many Mandarin
speakers working for Standard Bank in South
Africa, elsewhere in Africa, and in Beijing. Language
is an obvious problem but it’s not that big in our
view. We have found ICBC to be completely straight-
forward and extremely good partners. We haven't
found significant differences in our business prac-
tices. Of course we have had to adapt when
dealing with much smaller entrepreneurial compa-
nies on the continent where you can’t expect

the same level of professionalism. But certainly we

have found the major Chinese companies to be

professional and smart.

McKinsey: Are you spending much time in China?

Jacko Maree: I visit there a few times a year.
We have many people traveling back and forth on a
range of issues, but if you want to get deals done,
you’ve got to have deal-doing professionals on the
ground. My visiting there is not going to make

the difference. If you want to do business in China,
you've got to be represented there at a very senior
level. We made a strategic decision to relocate the
head of our African businesses outside of South
Africa to Beijing. Craig Bond is a member of our
executive committee, and when we did the deal

we said to Craig, “Go and live in Beijing.” Craig is
now our chief executive in charge of the ICBC
strategic partnership and he’s built an office of
20 professionals, who are Standard Bank employ-
ees. Their main purpose is to interface with ICBC

and ICBC’s major corporate clients.

McKinsey: Some people have expressed concern
about China’s growing involvement in Africa.

What's your view?

Jacko Maree: I think that the Chinese involve-
ment is overwhelmingly positive. In dealing
with Chinese companies, it’s pretty clear from the
word go what they want out of a particular
transaction. It is up to the local governments and
businesses concerned to decide whether that

is what they want or need.

In the case of ICBC’s investment in Standard Bank,
the South African government and the South
African Reserve Bank had very clear ideas of what
was good for South Africa. I think that it is
important to set ground rules. To the extent that
problems have arisen, they can often be traced
back to the fact that perhaps the ground rules weren’t
clearly laid out in advance. Countries do have to
think carefully about what they want out of their
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relationship with China and Chinese companies.
They come in with technology, skills, capital, and
so forth, and a lot of that is what this continent
needs. It comes back to what deals are negotiated.

Some press commentary presumes that Chinese
companies are not doing business according to, let’s
call it Western norms. I think if you look at the

way in which China has tackled some of the “green”
issues coming out of Copenhagen,? you could

argue that China is really on the front foot. Of course,
there are examples of smaller Chinese companies
where the conduct of business hasn’t been exemplary.
We’ve had no pressure from ICBC to do anything
that we wouldn’t have done ourselves. We are signa-
tories to the Equator Principles,3 and ICBC
supports that.

McKinsey: Have your dealings with ICBC affected
your view about emerging markets more broadly?

Jacko Maree: We have always believed in
emerging markets. We have had a presence in Russia
and Brazil since the mid-'90s. So it’s not as if
emerging markets outside of Africa are new to us.
Standard Bank has always had expertise in com-
modity financing, particularly in mining-related
transactions. Many of those sorts of transactions
occur in developing countries or emerging markets.
Has the ICBC deal changed our perceptions of
emerging markets? I think it’s probably just height-
ened our belief that the skill set that we have is
relevant to other developing countries.

We hold no competitive advantages in the developed
markets of the world. We are a smallish bank on
the global scene—ranked by market cap somewhere
around number 60 in the world. But our skill set

is relevant because South Africa has a world-class

financial sector and capital markets that can

be benchmarked against any developed market.

A number of South African companies found them-
selves in the same position: quite large companies

in a small domestic economy. Your alternatives are
to pay dividends or to grow. If you're going to
grow, you've got to look outside the borders of your
country. If you ask who our role model is, I'd say

it is the brewer, SABMiller. SAB grew in Africa, grew
into Eastern Europe and then into a number of
other emerging markets, and eventually earned the
right to do a major deal. We’ve long admired
SABMiller—they have the same sort of challenges
that we do.

McKinsey: The FIFA4 World Cup is being played
in South Africa in June and July. What are visitors,
particularly potential foreign investors, to make of
the recent political turmoil in South Africa?

Jacko Maree: What you've got in South Africa

is a very robust democracy born out of extremely
difficult times. Within this context we do have
many extremely divergent views that are discussed
and debated openly in a free press.

What we’ve really got to look at is the actual policies
rather than some of the rhetoric from politicians

or interest groups that one might be reading about
in the newspapers.

You'll generally find that South Africa’s policies have
been pretty conservative and very sound. But as

in many other developing countries, there are things
that are unpalatable, such as high crime levels.
Some of South Africa’s other issues that need
addressing include education challenges and

the high incidence of HIV/AIDS. These are the
major issues that the country is working on.o

Michael Kloss is a director in McKinsey’s Johannesburg office, where Vikas Sagar is a principal. Copyright © 2010

McKinsey & Company. All rights reserved.
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The continent is now growing much more rapidly than the OECD
nations. It may well be on the cusp of a reversal of fortunes.

Most international businesses are still not very
aware of Africa’s investment opportunities. Infor-
mation costs are high: Africa is fragmented into
many different countries, and even in aggregate
the continent is a fairly small economy. For several
decades, investor ignorance did not matter: with
few exceptions Africa’s economies were too badly
run for there to be many opportunities for firms

of integrity. But there has been a sea change—Africa
is on the move. There will be ups and downs, but
investors from the countries of the Organisation for
Economic Co-operation and Development (OECD)
who remain set in their ways may be missing a giant
business opportunity if they fail to pay attention

to the changes afoot.

The situation in Africa quietly began to change
during the period 1995—-2005. Profound macroeco-
nomic reforms tamed inflation and opened eco-
nomies to international trade. More patchily, the
regulatory environment facing international
business also improved. Public ratings, such as the
World Bank’s Doing Business surveys, enabled
African governments to benchmark their perfor-
mance and began to put pressure on those that
were recalcitrant. As the global commodity boom
built to its 2008 crescendo, many African coun-
tries were well positioned to harness the spike in
their export revenues for growth beyond the
resource extraction sector itself.

That upturn in national growth rates was mirrored
in the increased profitability of companies oper-
ating in Africa. Indeed, three distinct sources of data
indicate that returns on investment are higher
there than in other regions. One was a comprehen-
sive study of the publicly traded companies oper-

ating in Africa for the period 2002-07, mostly

in the manufacturing and services sectors. It found
that these companies’ average return on capital
was around two-thirds higher than that of compa-
rable companies in China, India, Indonesia, and
Vietnam. Another source, on the foreign direct invest-
ment of US companies, showed that they were
getting a higher return on their African investments
than on those in other regions. Finally, analysis

of a series of surveys of several thousand manufac-
turing firms around the developing world found
that, at the margin, capital investment had a higher
return in Africa.l

This was the scene in the years leading up to the
global crisis. Although its origins had nothing to
do with the continent, the crisis did not bypass
Africa. Its effect was to collapse commodity prices—
for example, the price of oil initially tumbled by
more than $100 a barrel. More subtly, the interna-
tional appetite for risk collapsed, and since

Africa is still generally viewed as the riskiest region,
investors got scared; for example, international
banks curtailed letters of credit to African exporters
far more drastically than to those in other regions.

These effects were severe. However, with a few
exceptions—inevitable in a region with so many
countries—Africa weathered the economic
storms well. Led by its two largest economies, South
Africa and Nigeria, most countries had built
prudent fiscal positions: in a remarkable break with
its past, Nigeria had freed itself from debt and
built up over $70 billion of foreign-exchange reserves.
Further, the adverse impact of the crisis through
commodity prices lasted less than a year for Africa.
Globally, commodity prices rapidly bounced back
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and seem to have stabilized around levels markedly
higher than those in the decades before the
boom, underwritten by growing Asian economies
and their corresponding need for commodities.

Revenues from commodity exports have been aug-
mented not just by high prices but also by the
resource discoveries that high prices have triggered.
Yet the recent discoveries are merely the begin-
ning: the scale of what is likely to happen is not
widely appreciated. As I show in The Plundered
Planet, Africa is the last major region on Earth that
remains largely unexplored. In the long-explored
countries of the OECD, the average square kilometer
of territory still has beneath it around $114,000

of known subsoil assets, despite two centuries of
intense extraction. In contrast, the average
square kilometer of sub-Saharan Africa has a mere
$23,000 of known sub-soil assets. It is highly
unlikely that this massive difference is due to a cor-
responding difference in what is actually there.
Rather, the difference in known assets is likely to
indicate an offsetting difference in what is await-
ing discovery.

It is reasonable to suppose that what is actually
under the soil in the average square kilometer of
Africa is at least as valuable as what is known

still to be available in the OECD. An implication is
that once these untapped resources have been
discovered, Africa’s commodity exports will be
around five times their present level. In turn,

this has three profound implications. One is that
many of the countries in which resources are
discovered will be those that currently are not
significant resource exporters: the economic

map of Africa will change quite drastically as new
opportunities open. A second is that such a
radically higher level of commodity exports across
the region will support correspondingly larger
economies. The final implication is that in the pro-
cess of getting to this much higher level, Africa

will have a prolonged phase of rapid growth.

Now for the reality check. During the commodity
booms of the 1970s, Africa also had a wave of
resource discoveries. With a few exceptions, most
notably Botswana, these opportunities were

not harnessed for transformative growth. Indeed,
the more common experience was an ugly and
costly political contest for control of the revenues.
If history repeats itself, the forthcoming much
larger wave of resource discoveries in Africa will

leave a legacy of scarred landscapes and scarred lives.

Yet the contrast between Nigeria’s dysfunctional
management of its first oil boom of 1973—83 and

its brilliant management of the second boom of
2003-08 cautions against the gloomy cynicism
that until recently bedeviled investor thinking about
Africa. The road to economic transformation is
undoubtedly likely to be a bumpy one, but many
African societies have learned both from their

own histories and from the prosperity of other once-
poor countries. Unlike the externally dictated
structural-adjustment programs of the 1980s, the
key struggles over economic policy will be inter-

nal to African societies. They will not all be won,
but nor will they all be lost: some societies will
decisively adopt progrowth economic strategies.

To date, Africa has lacked the spectacular regional
role models of economic success that so benefited
Asia. But it is now starting to get them. Even in
Rwanda, a landlocked, crowded country lacking in
natural resources, a leadership committed to eco-
nomic transformation has been able to sustain a
growth rate of 10 percent. In some of the coun-
tries with more favorable fundamentals, even faster
growth rates will be sustained. Such successes

will have a profound influence on the neighbors, just
as occurred in Asia.

As in Asia, I doubt that there will be a close corre-
spondence between the struggles for democracy
and the struggles for economic transformation. The
struggles for democracy do indeed have an impor-
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tant economic dimension: many African rulers have
accumulated excessive personal power and abused

it to sacrifice the common good of national prosperity
for narrow sectional self-interest. But more recently,
some African leaders, such as President Museveni of
Uganda, President Kagame of Rwanda, and Prime
Minister Meles of Ethiopia, have built strong creden-
tials for a commitment to the economic transfor-
mation of their societies while being somewhat hesi-
tant democrats. Some of Africa’s coming economic
successes will be in societies that have won the strug-
gle for accountable democratic government. But
others will be in societies in which autocratic leaders
have become ambitious for national goals rather
than merely for power and privilege; expect some

African repetitions of Malaysia’s experience.

Africa’s economic potential extends well beyond com-
modity exporting. Per capita GDP in China is
already above the global average, so its days as the
low-wage factory of the world are limited. Africa
will soon be the last remaining major low-wage
region. It has an enormous coastline, more proximate
to both European and North American markets
than Asia is. Over the past three decades, offshoring
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shifted labor-intensive manufacturing from the
OECD countries to Asia. In the next decade, expect
the same process to begin shifting these activities
from Asia to Africa. Contrary to fears that the “Dutch

disease™

must inevitably make nonresource
exports uncompetitive, the Asian examples of
Malaysia and Indonesia have demonstrated

that successful exporting of natural resources can
be entirely compatible with successful exporting

of light manufactures.

From African independence, beginning in the early
1960s, until around the turn of the millennium,

the OECD prospered while Africa stagnated. A legacy
of this divergent experience is that OECD inves-
tors are skeptical of Africa’s future. Their skepticism
is not shared by the new entrants to international
investment, who missed this sorry phase of African
economic performance. It may be that Africans
will use their history to learn from it, while OECD
investors end up being trapped by it. Africa may be
on the cusp of a reversal of fortunes. Indeed, Africa
is now growing markedly more rapidly than the
OECD. A future of continued rapidly rising pros-
perity for the OECD looks less assured than it

did before the global crisis, whereas several decades
of high growth look to be quite a likely scenario

for Africa. At present, the typical investment port-
folio has massive exposure to the OECD coun-
tries and negligible exposure to Africa. This looks
unlikely to be appropriate for the coming decades. ©

Paul Collier is a professor of economics at Oxford University. His new book, The Plundered Planet: Why We Must—
and How We Can—Manage Nature for Global Prosperity, was published by Oxford University Press in April 2010.

Copyright © 2010 McKinsey & Company. All rights reserved.
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Counting Africa’s unlbanked

Percentage of total adult population who do not use formal or
semiformal financial services
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Co-operation and Development)
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Fully 80 percent of sub-Saharan Africa’s adult
population doesn’t use formal banks or semiformal
microfinance institutions to save or borrow money—
the highest such proportion anywhere in the world.
Moreover, our research finds that almost 90 per-
cent of the world’s 2.5 billion unserved adults live in
Africa, Asia, Latin America, and the Middle East.

Unserved, however, does not mean unservable. The
microfinance movement, for example, has long
helped expand credit use among the world’s poor—

reaching more than 150 million clients in 2008 alone.
Similarly, we find that of the approximately 1.2 bil-
lion adults in Africa, Asia, and the Middle East who
use formal or semiformal credit or savings prod-
ucts, about 800 million live on less than $5 a day.

Large unserved populations represent opportunities
for institutions that are able to offer an innovative
range of high-quality, affordable financial products
and services. Moreover, with the right financial
education and support to make good choices, lower-



The unbanked are not unservable
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income consumers in Africa and elsewhere will bene-
fit from credit, savings, insurance, and payments
products that help them invest in economic oppor-
tunities, better manage their money, reduce risks,
and plan for the future.o

Source: McKinsey research conducted in partnership with
the Financial Access Initiative (a consortium of researchers at
New York University, Harvard, Yale, and Innovations for
Poverty Action); we relied on financial usage data from Patrick
Honohan, “Cross-country variation in household access

to financial services,” Journal of Banking & Finance, 2008,
Volume 32, Number 11, pp. 2493-500.

Alberto Chaia is a principal in McKinsey’s Mexico City office, Tony Goland is a director in the
Washington, DC, office, and Robert Schiff is a consultant in the New York office. Copyright © 2010 McKinsey

& Company. All rights reserved.
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In the aftermath of the global crisis, Africa no longer seems
uniquely risky. The opportunities are huge.

Africa was among the fastest-growing parts
of the world between 2001 and 2008, with aver-
age growth of 5.6 percent a year. While the commod-
ity boom played a role, stable macroeconomic
conditions coupled with structural reforms—including
the privatization of state-owned enterprises and
lowered barriers to competition—underpinned the
impressive growth. It was accompanied by large
amounts of foreign direct investment (which more
than tripled during these years), including inflows
from the Gulf countries and from emerging Asia
(China and India).

Resource-rich countries such as Nigeria and South
Africa received most of the foreign direct invest-
ment during the decade, but new patterns have
emerged in the last three to four years. In east-
ern and northern Africa, for example, new invest-
ment has arrived in nonresource sectors such

as tourism, manufacturing, financial services, tele-
communications, and construction. Also, a sec-
ond tier of smaller but high-performing countries,
including Ghana, Namibia, and Zambia, has
caught investors’ attention.

In sum, foreign investment has diversified in
recent years as a number of African governments
undertook structural reforms to make their eco-
nomies more attractive. But to sustain foreign invest-
ment inflows, governments must pursue mea-
sures for strengthening governance and legal frame-
works, building financial markets, investing in
human capital, developing infrastructure, and deep-

ening regional integration.

Overcoming the global recession
Even though Africa was hit by the global financial
and economic crisis, and growth slowed sharply

in 2009, to 2.5 percent, the continent avoided

the recession. The impact of the crisis varied across
regions and countries, though on the whole the
decline in growth was less severe than expected,
allowing for a faster recovery. In sharp contrast

to other parts of the continent, southern Africa has
been directly affected by the global crisis because

its resource-rich countries are dependent on exports
and subject to the “neighborhood effect” ema-
nating from South Africa. But many of these coun-
tries should recover quickly as commodity and
financial markets rebound. The group of middle-
income countries in North Africa, despite their
close integration with the European Union, fared
much better, partly because of their less open
capital accounts and more diversified economies.

Countries with built-up reserves implemented
stimulus packages and measures aimed mostly at
easing supply-side bottlenecks. African policy
makers have resisted the protectionist tendencies
that often accompany a crisis of this magnitude.
Instead, most countries maintained a prudent macro-
economic stance during the crisis, steered clear

of protectionist measures, and in several cases accel-
erated reforms to create a favorable investment
climate. Some countries, such as Botswana, Ghana,
and Seychelles, took advantage of financial-aid
packages that helped them adjust their economies
significantly.

Having weathered the downturn, the continent faces
the challenge of returning quickly to high and
sustainable growth. In March 2010, the African
Development Bank forecast 4.5 percent real

GDP growth for Africa in 2010 and 5.2 percent in
2011, in line with the global recovery. While

these growth rates are below pre-crisis levels, the
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recovery is broad-based, with more than 15 coun-
tries projected to grow by upward of 5 percent
in 2010.

It remains to be seen if the recovery in the advanced
economies, a key factor in Africa’s own recovery,
will be robust and if adequate financial aid to low-
income countries follows in a timely manner. So

it is even more important that African countries
create an economic and business climate to attract

stable private capital flows.

Challenges and opportunities ahead
While Africa’s growth from 2001 to 2008 marked

a turnaround relative to the previous three decades,
it was more subdued when measured in terms of
per capita GDP growth. In this respect, Africa still
lagged behind most parts of the world, and the
income gap between Africa and developing coun-
tries in other areas closed only slightly. The key
question is when Africa’s low-income countries will
reach a high, sustainable growth path that would
allow them to narrow the income and productivity
gaps with the more advanced economies.

Poor infrastructure is a major impediment to growth.
A recent study? of 24 countries, conducted by

the African Development Bank and its Africa Infra-
structure Country Diagnostic (AICD) partners,
estimated that the total cost of bridging Africa’s infra-
structure gap over the next decade will be about

$93 billion a year, with about 40 percent in the power
sector. Furthermore, it found that the continent
has the weakest infrastructure on the planet, with
Africans in some countries paying twice as much

for basic services as people do elsewhere. The study
argues that a well-functioning infrastructure is
essential to Africa’s economic performance and that
reducing inefficiencies and waste could result in

major improvements in African lives.

Despite the significant progress in creating an
environment for private-sector development, more

can be done to achieve high and broad-based growth
in Africa. Differences across African countries
notwithstanding, the African Development Bank’s
experience suggests that critical reforms would
enhance Africa’s competitiveness:

» Governance and legal frameworks should be
strengthened, including property rights, which
facilitate transparency and accountability in

the management of public resources.

» Encouragement should be given to the develop-
ment of financial markets and the creation of
access to credit for private-sector projects, which
require funding from sound banking sectors,
well-regulated stock exchanges, and venture capital.

The quality of human capital should be enhanced—
in particular, by improving the quality of ter-
tiary education and stemming the loss of talented
citizens to emigration. The gender gap in edu-
cation could be closed further.

The infrastructure gap should be narrowed
through the development of energy and
transportation, which are the main obstacles to
competitiveness in Africa and put African
entrepreneurs at a disadvantage to the major
competitors in Asia. Challenges in the energy
sector are particularly complex, requiring the
harmonization of the activities of donors

and countries, as well as the creation of proper
institutional and legal frameworks.

Regional integration to create economies of scale
and to leverage the strengths of individual
countries should increase. Power pools, transport
corridors, and cross-border climate change
problems are among the areas to be addressed.

In addition, Africa’s fragile states face unique
challenges. Given these countries’ weaknesses and
market failures, the development of a vibrant
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private sector cannot be left to free markets
alone. Experience in many countries shows that an
improving business environment is just one
condition for private-sector growth. The problem is
that in countries with small productive bases,
private-sector development often involves entering
into completely new activities and hence incur-
ring large fixed costs and risks, which private actors
may not want to shoulder alone. Industrial policy
aimed at encouraging the most profitable activities
and easing the constraints to productive entre-
preneurship can facilitate the private sector’s takeoff.

The African Development Bank and other multi-
lateral institutions have done their share by working
with investors and recipient governments to
improve Africa’s business climate. To demonstrate
that successful projects can be undertaken in
African countries, the bank has raised its capacity
to finance private enterprises and public—private
partnerships. During the past three years, it has
approved nonsovereign financing (including
about 15 percent in equity) totaling $4.7 billion for
80 projects, primarily in infrastructure and
financial services. This financing, with its typical
multiplier of about five, has helped mobilize
$23.5 billion from private and multilateral investors.
Examples of such flagship infrastructure oper-
ations financed by the bank include a power gene-
ration, transmission, and distribution project

in southern Africa, two submarine cables along the
east and west coasts of the continent, and two
communications satellite projects.

Africa continues to offer numerous opportunities
to investors in the post-crisis world, with the options
as varied as the countries. On the one hand, some,
such as Botswana, Mauritius, Morocco, and South

Africa, have investment-grade ratings on the
sovereign and corporate levels. On the other, certain
countries perform below their potential but

offer some highly attractive projects in mining,
pharmaceuticals, and telecommunications.

While minerals, particularly hydrocarbons, will
most likely attract the bulk of the investment

in the medium term, other sectors with growth
potential include renewable energy, financial
services, and food production. These sectors have
registered rapid growth in the last five years,
largely because of Africa’s rising urban population.
Growing global demand for food and the poten-

tial of Africa’s land make the agricultural sector
attractive for investment. The telecommuni-
cations sector has continued to draw investment
despite the crisis, given Africa’s large potential
market and the limited impact of the crisis on demand.

Over the last ten years, macroeconomic and gover-
nance reforms on the continent have changed

the institutional context of social and infrastructure
development markedly, including the roles of
various actors. Projects and sectors that in the past
would have been entirely funded, owned, and
operated by the public sector now involve partner-
ships with the private sector. The private sector
invests in development and helps secure financing,
diversify risk, and bring in management know-
how for such projects. The reassessment of African
risk in the aftermath of the global financial and
economic crisis is creating a unique window of oppor-
tunity for making the continent an attractive

place for profitable investment. o

Donald Kaberuka is president of the African Development Bank. Copyright © 2010 McKinsey & Company.

All rights reserved.
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A democratic, prosperous, and peaceful Africa is now

within sight.

Africa is blessed with an abundance of resources,
both natural and human. The governance chal-
lenge is to harness these resources to transform the
living standards of people across the continent.

It is for this reason that I launched the Mo Ibrahim
Foundation in 2006. We aim to stimulate debate
about governance in Africa and to foster excellence
in African leadership. Our core initiatives include
the Ibrahim Index of African Governance, a compre-
hensive ranking of African countries according

to governance quality. The index was designed as a
tool to help civil society and government monitor
national progress.

The premise behind our work is an acute aware-
ness of Africa’s potential: a youthful population,
30 percent of the world’s mineral reserves, and

a wealth of renewable-energy sources. Yet we con-
tinue to underperform and fail to realize our
potential. The lack of development progress during
the past 50 years can be attributed only to a fail-
ure of governance and leadership on our continent.

What Africa requires is excellent leadership that can
entrench good governance at an institutional
level. This goal requires a broader conception of
good governance, which moves beyond the tra-
ditional emphasis on elections and legitimacy to
an understanding of the components of a well-
governed society. The index currently aggregates
more than 80 outcome-oriented indicators; the
foundation looks at the on-the-ground reality for
citizens rather than at governments’ claims,
intentions, or spending. Moreover, citizens’ experi-
ences are assessed across the fullest range of
public goods and services—from human devel-
opment (poverty, health, education) to the rule

of law and from economic opportunity to physical
security. It is worth noting that in measuring out-
comes for citizens, we make no distinction whether
services are delivered by governments, the private
sector, or nongovernmental organizations (NGOs).

This, then, is our definition of good governance: the
successful delivery, by government or nonstate
actors, of those public goods and services that citi-
zens have a right to expect. By producing a robust,
data-driven analysis to measure progress against
this definition, we help citizens enter into a more
constructive dialogue with the leadership and gov-
ernments to assess their own performance more
accurately. Encouragingly, our index has shown a
broad upward trend in governance performance
since its inception, so we can confidently assert that
governance in Africa is improving.

Producing this annual index is a challenge, given the
weakness of most national statistical offices in
Africa. For example, we were forced to drop poverty
indicators from our index because the available
data did not meet our reliability criteria. This problem
raises some interesting questions. How do you
manage a developing country without reliable pov-
erty data? How do you track progress toward the
United Nations’ Millennium Development Goals,
the first of which is a pledge to halve extreme
poverty? We are working with other stakeholders to
begin solving this data problem, but any solution
will be slow and costly.

In addition to tracking the progress of govern-
ments, we recognize excellence in African leader-
ship by offering an annual prize for exceptional per-
formance in office. The Ibrahim Prize for Achieve-
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ment in African Leadership is awarded to an African
executive head of state or government who has
been elected democratically and leaves office within
the constitutionally mandated term.

Our first three laureates—Joaquim Chissano
(Mozambique, 2007), Festus Mogae (Botswana,
2008), and Nelson Mandela (South Africa,
honorary)—exemplify the kind of leadership that
Africa is capable of producing. President
Chissano spent his term in office negotiating a
peaceful settlement to Mozambique’s long-running
conflict and then initiating the process of
reconciliation and reconstruction. His time

since leaving office has been dedicated to medi-
ating conflicts, including those in northern Uganda
and Madagascar. President Mogae, building

Ibrahim Index of African Governance: Safety and rule of law,
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on the solid foundations of his predecessors’ work
when Botswana’s HIV prevalence rate was among
the world’s highest, demonstrated how natural
resources can be a blessing to Africa instead of a
curse. His work since leaving office has continued
to focus on HIV/AIDS and on the governance of
natural resources, and he is one of the UN secretary-
general’s special envoys on climate change. The
career of President Mandela is well known to all.

The achievements of these men, in the most chal-
lenging of circumstances, are too often over-
shadowed by the continent’s leadership failures,
which meant that African presidents became syno-
nymous in the media with despotism. It is impor-
tant, however, to understand the political context.
Most African countries gained independence at

Countries in order of rank
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2Niger’s president Mamadou
Tandja attempted to extend
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the peak of the Cold War—a devastating concurrence.
While African political institutions were still
weak, the colonial norms of autocratic leadership
still prevailed, and the values of citizenship had

not yet been established. Furthermore, leaders were
courted by superpowers engaged in a quest for
both resources and strategic allies. This exacerbated
Africa’s “big man” culture and allowed corruption

to flourish. The inevitable cost of that ideologically
oriented external support was a failure to develop
institutions, infrastructure, and the economy, as

well as the tragic loss of millions of African lives.

It is no coincidence that from 1989 onward, Africa
has experienced its most significant period of
political liberalization since the independence move-
ments of the 1960s. Between 1989 and 1991,

more than 20 countries encouraged greater politi-
cal participation by changing their constitutions
or political practices. In the absence of the cor-
rosive influence of the superpowers, the continent
has been given another chance to build its insti-
tutions and develop.

The first decade of the present century saw the
creation of the African Union (in 2002) out of

the former Organization of African Unity. Regional
Economic Communities are also gaining in
capacity and clout, and the principle of noninter-
ference in the affairs of neighboring states has
been replaced by adherence to international norms.
The recent coup in Guinea! and the recent uncon-
stitutional conduct of Niger’s president® have led to
the expulsion of both countries from ECOWAS

(the Economic Community of West African States).
Among other things, ECOWAS provides sub-
stantial numbers of peacekeepers in conflict zones
throughout the continent. Governance at the
continental level is improving and reinforcing the

positive trend at the national level.

We are also witnessing the dramatic rise of African
civil society—from media to parliaments to
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community-based organizations. At independence,
all African governments held a monopoly over
broadcast media. Today the situation has completely
changed. Almost every nation in Africa has pri-

vate media organizations, and laws governing free-
dom of the press and freedom of expression have
been written into the majority of African constitu-
tions. The Democratic Republic of the Congo

has over 150 private commercial radio stations.

The unprecedented growth of community organi-
zations has educated citizens about their rights

and responsibilities and mobilized civil society to
demand more accountable government. Afro-
barometer, an African-led opinion-polling initiative,
recently found that in the 19 countries where

it conducts surveys, 65 percent of the respondents
reported attending community meetings and

55 percent were active in joining with others to raise
issues. Afrobarometer also found that 70 percent

of Africans support democracy and that 62 percent
believe they should question leaders’ actions.

What’s more, the past decade has seen mobile tele-
phony revolutionize Africa. By 2009, there were
400 million mobile-phone subscribers where there
had previously been very few functioning land-
lines. The ability to communicate freely, easily, and
cheaply has undermined the last vestiges of state
control of information. Moreover, the availability of
mobile telephones is intersecting with the rise

of African civil society in unforeseen ways.

In Zimbabwe, for example, citizen election
monitors visited polling stations across the country
during the presidential election of 2008 and

took photographs of the preliminary results there.
Zimbabwean electoral law dictates that these
preliminary results must be posted outside every
polling station. They were then sent, by citizen
groups via mobile phones, to a centralized database
that produced a total. This information was

instrumental in ensuring that the government was



McKinsey on Africa June 2010

not able to completely falsify the election result.
During the violence after the 2007 election

in Kenya, a brand-new tool for crisis mapping was
created: ordinary citizens could send text messages
about violent incidents that were then cross-
checked, verified, and posted on an online map.

Crucially, the communications revolution and
many of the major civil society developments were
accompanied—and driven—by a large increase

in the number of people able to take advantage of
these changes. Africa’s much-anticipated middle
class is finally becoming a reality as more and more
Africans escape the poverty trap and enjoy a
greater degree of physical and financial security.
These are the people who will further Africa’s
development; educated and hard-working, they
are in a position to demand change and to

know what changes they should be demanding.

We now find ourselves in a time when democracy is
the accepted governance norm. Even govern-
ments that came to power by undemocratic means
want to demonstrate their democratic creden-
tials. While elections are by no means a proxy for a
well-governed country, they are an important
milestone in the transformation of Africa. It is clear
that we are making sustained progress toward
better governance on the continent and are now
closer than ever to our shared goal of a well-
governed, prosperous, and peaceful Africa.o

Mo Ibrahim is founder and chairman of the Mo Ibrahim Foundation. Copyright © 2010 McKinsey & Company.

All rights reserved.
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Three practical steps
to better health for Africans
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! Among other social, educa-
tional, and health targets, the
United Nations seeks to reduce
child- and maternal-mortality
rates and drastically reverse
the spread of HIV/AIDS and
malaria by 2015. For details,
see un.org/millenniumgoals.

2A 2007 analysis by our
McKinsey colleagues found that
meeting sub-Saharan Africa’s
need for health workers solely
using traditional doctors
and nurses would require about
600 additional medical and
nursing schools and take more
than two decades to train the
requisite numbers of personnel.
See Michael D. Conway, Srishti
Gupta, and Kamiar Khajavi,

“Addressing Africa’s health
workforce crisis,” mckinsey-
quarterly.com, November 2007.

3Bolivia, Brazil, Ethiopia,
Iran, Peru, Rwanda, Uganda,
and Vietnam.
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A new model to make care more accessible to Africa’s people is

not only possible but affordable.

Despite improvements in recent years, the
health of the vast majority of sub-Saharan Africans
remains in jeopardy. The figures are sobering.

One in six children born in the region today will die
before age five. African women face more than

100 times the risk of maternal mortality than do
women in the developed world. And the average

life expectancy in sub-Saharan Africa is a mere

51 years. Sadly, most countries in the region appear
unlikely to meet the United Nations’ Millennium
Development Goals for health,! let alone to address

significant chronic issues beyond their scope.

The fundamental problem is a pervasive lack of
access to primary health care. Conservative
estimates suggest that four in ten people in sub-
Saharan Africa have no access to medical facili-
ties or personnel. Our experience in the region sug-
gests that the actual figures are often much
higher. Moreover, because of Africa’s vast distances
and large rural populations, solving its access
problem using only traditional clinics staffed with
doctors and nurses would be prohibitively expen-
sive and require decades to accomplish.2 Meanwhile,
millions of Africans would continue to suffer

from diseases that are relatively simple to prevent,
treat, and cure.

This need not happen. Our work in recent years
suggests that a combination of three delivery
approaches could catalyze Africa’s health systems
and boost access across the continent, thus
dramatically improving the lives of its people. The
keys are to employ community-based health

officers who would provide essential primary care

at the village level, to adopt mobile phone—based
“telemedicine” approaches that connect health

officers and rural patients with specialized care,

and to create networks of mobile health clinics

that transport diagnostics and other technologies

to remote places. Together, these approaches

could quickly save many lives at relatively low cost—

about $2 to $3 per person a year, compared with

about $8 for traditional clinics.

No access

Access to primary care drives health outcomes.
Here’s how: quality access brings treatment

and prevention; with treatment and prevention
comes education; and with education comes
demand. Greater demand for health care, in turn,
creates more opportunities for successful and
timely treatments that boost demand still further.
All of this leads to healthier populations and
saves lives.

This cycle is broken across much of sub-Saharan
Africa, however, since access to health care

is limited or nonexistent. Only 60 percent of the
region’s population has even nominal access

to health facilities, and the effective figure is often
much lower after you factor in the number of
doctors, actual access to drugs and equipment, and
the productivity of health workers. In Tanzania,

for instance, fully 80 percent of the people will never
see a doctor in their lifetimes.

To see what might be done, we studied the experi-
ence of eight countries3 that have improved on
more than one of the United Nations’ Millennium
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4The activities of the eight coun-
tries were consistent with the
Declaration of Alma-Ata, ad-
opted at the International Con-
ference on Primary Health Care
in Kazakhstan in 1978, which
called for effective action to
implement a universal standard
of primary care. The princi-
ples—broad-based care cover-
ing the essential preventive
and curative needs of local
populations—are relevant today
and were reendorsed in the
2008 World Health Organiza-
tion report Primary Health
Care: Now More than Ever.

5BRAC (Building Resources
Across Communities), a nongov-
ernmental organization based
in Bangladesh.
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Development Goals for health. Along the way, we
interviewed upward of 100 health experts,
including African health ministers, academics,
specialists from health organizations, and
representatives of donor agencies. Notably, we
found that each of the eight countries (regard-
less of income level, geography, or political system)
had succeeded by delivering a thorough yet
pragmatic range of primary-care services# to the
“last mile” in rural areas.

Encouraged by what we learned, we next looked
for novel ideas that might extend these successes.
The effort led us to examine 100 or so delivery
methods being explored by private, public, and
nonprofit groups around the world. From these,
we identified the three most promising approaches
for Africa.

A new model

While there is no “silver bullet” solution, our work
suggests that a model combining local health
officers, telemedicine, and, where possible, mobile
clinics could help African countries leverage

their existing health systems to scale up access to
primary health care quickly, effectively, and
cheaply. While the model’s individual components
aren’t new, together they could help revolu-
tionize health care in African and other low-

income countries.

Local health officers

Africa suffers about one-quarter of the world’s
burden of disease yet has barely three percent of
its health workers. By complementing standard
medical doctors with less intensively—though
professionally—trained local health officers who
serve their home communities, African coun-
tries could dramatically improve access to health
care. Several practical lessons emerged from
our research.

« Successful programs hire local women as health
officers whenever possible. Rural women are
perceived as more trusted (and trustworthy) than
men by other rural women, and women are
already the focal point of many health initiatives,
including reproductive ones. While an ideal
candidate would be well educated, health officers
need only be literate, with a primary education.
Countries that have tried to relocate more skilled
urbanites to rural areas have struggled both to

hire and retain them.

Training will vary according to the specifics of

a country’s program but should include about 9 to
12 months of formal instruction (classroom and
field work) paired with practical apprenticeships
to build comprehension, confidence, and inde-
pendent work habits. Supplemental training is
essential. In Bangladesh, for instance, BRAC5
complements its basic training with monthly
refresher courses to keep health workers current
on best practices in treatment and prevention,

as well as to teach new skills.

Health workers should have manageable territo-
ries—roughly one health officer for every 1,000 to
1,500 people. This ratio ensures that workers

can visit patients regularly to monitor them, check
compliance, and follow up over time. Bigger
territories jeopardize a worker’s ability to serve
and build trust with patients.

Local health officers must be paid, with com-
pensation ranging from perhaps one-sixth of an
average nurse’s salary to 125 percent of the
country’s average salary. Volunteer models suffer
retention problems and are unlikely to be
sustainable. Indeed, Ethiopia’s decision to pay its
health extension workers (after initially treat-

ing them as volunteers) helped it add 30,000 of

them in just five years.



6Clinical officers are health care
providers with three years of
vocational training in clinical

medicine and community health.

While the training of clinical
officers is similar throughout
Africa, the scope of responsibili-
ties varies by country.
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« Health services should be focused enough to be
manageable and affordable yet broad enough
to cover a range of essential needs. These will
include first aid, basic preventive and diag-
nostic services, the distribution of materials (say,
nutritional supplements or condoms), and
essential curative care—as well as the monitoring
and, occasionally, treatment of chronic con-
ditions. If the services provided are too narrow,
patients will ultimately disregard them. Fur-
thermore, services must be offered at low cost.
Small out-of-pocket costs for drugs appear to
be bearable, but charging higher sums for services,
drugs, and other supplies appears to be impos-
sible on a large scale, at least today.

Programs should aspire to an eight-to-one

ratio of health workers to supervisors. At these
levels, a supervisor can accommodate often
lengthy travel times yet still meet with workers
at least two to four times a month. In our
experience, this level of contact gives health
workers enough time to sharpen their skills

and even to start viewing their positions as prom-
ising careers. (Our work in Tanzania suggests
that career development can be more important
than financial considerations to health officers.)
Best-practice programs will focus on supervision
and performance management—using check-
lists and other simple tools to keep guidance fair
and thorough—while striving to create oppor-
tunities for professional growth.

By applying these best practices and employing
groups of local health officers, African countries
could address the bulk of the most important
clinical conditions they face. Furthermore, meeting
this goal would require just a single local health
officer per every 1,000 to 1,500 people, at a cost
of about $1 a year per capita. This staffing level
would give patients more than three meaningful

interactions a year with trained medical
personnel—a dramatic improvement over the

status quo.

Telemedicine

Once African countries establish a critical mass of
local health officers to serve as first responders,
they could harness the power of mobile telephony
to dramatically increase the scope of more exten-
sively trained health workers, such as doctors and
nurses. The technology is readily available. In
fact, most people in sub-Saharan Africa already
have access to mobile phones through friends,
family, or group sharing agreements. Moreover,
typical African countries have 2G and 3G data
service and coverage rivaling that of the United
States, often with better reception.

A successful model, we believe, would employ
urban call centers staffed by clinical officers,®
nurses, and doctors. Instead of serving patients
directly, these centers would act as hubs that
increase the impact of local health officers by pro-
viding them with advanced clinical support
(exhibit)—for example, in making diagnoses in the
field. (Mozambique has successfully used mobile
phone—based diagnostic tools for this purpose.)

Just as important, call centers could also support
the personalized training and supervision

of health workers by giving them access to more
skilled advisers than they could get locally. Local
health officers could submit medical data and
updates to a call center on an ongoing basis (for
example, by voice or text message), and super-
visors could follow up with 30-minute calls every
one or two weeks. The combination of better

data and better interactions with supervisors could
help health workers improve the quality and tim-
ing of their interventions (say, by creating improved
vaccination schedules for a community). Supervi-
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Exhibit

A district-level call center staffed with doctors and nurses functions as a support hub

that makes local health officers more effective.
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For more on improving
health care in Africa,

read “Strengthening
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health systems:

A practical approach” and
“Closing the R&D gap

in African health care,”
both available on
mckinseyquarterly.com.
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sors could manage the performance of local health
workers more effectively—a common challenge

in systems using them in hard-to-reach rural areas.

All this comes at quite a low cost. Assuming one
check-in a week, a supervisor could support 50 or
60 health officers; biweekly check-ins would
double the span of control. Such call centers, which
would cost about $0.75 a year per person,

are affordable.

Private models serving patients directly will be
increasingly viable, as well. While no business
model has won the race to deliver telemedicine at
scale in Africa, some promising experiments sug-
gest what’s possible. In Mexico, for instance,
MedicallHome (partly owned by the telecom pro-
vider Telmex) successfully provides over-the-
phone medical advice and triage services to about
one million households (five million people) for

a flat $5 a month each. The company, which fields
about 90,000 calls a month, uses triage proto-
cols developed by the Cleveland Clinic, a leading
US medical institution, to help its doctors serve
patients quickly and effectively. Many cases are
resolved by doctors over the phone and don’t
require further consultation or emergency care.

Mobile health clinics

The third piece of the puzzle is the use of mobile
clinics to bring diagnostic tools, medicines,

and supplies to local communities where possible.
Mobile clinics have long served this function. In
recent years, however, various organizations have
begun employing them at scale. This suggests

that they could play an important role in maximiz-
ing the reach of local health officers, while fur-
ther lowering the transport barriers that keep many
Africans from receiving care.

In India, for example, the nonprofit Health Manage-
ment and Research Institute deployed 475 mobile
clinics across Andhra Pradesh in just one year and

is using them to improve medical coverage for

the state’s massive rural population. Turkey’s gov-
ernment has used mobile clinics to give large
portions of the country’s rural population greater
access to about 80 medical services. Egypt’s gov-
ernment uses truck convoys to transport temporary
hospitals around the country. Comparable experi-
ments are under way elsewhere in India, as well as
in Namibia, Nigeria, and other African countries.

While no single best-practice template will work
across Africa—budgets, infrastructure con-
straints, and terrain vary too dramatically—our
research suggests that successful models will

embody several characteristics.

» Smaller is generally better: vans can cover more
of Africa’s diverse terrain and poor roads than
larger vehicles can. The vans should be equipped
with coolers to transport refrigerated vaccines,
medicines, and lab samples to and from faraway
health clinics. They should also have a bed
to treat patients and to accommodate a doctor or

nurse-practitioner on multiday journeys.

» The vans can focus on providing care for chronic
conditions and more complex follow-up
interventions (say, antenatal care). They should
play a primary role in providing direct support
for health officers’ activities, as well. A van’s sup-
plies will therefore include test kits, basic
medicines, and some equipment (higher-end gear
like ultrasounds would be ideal). Services could
include education and awareness, screening,
diagnosis, treatment, the delivery of supplies, and
supplemental training for local health officers.

Routes must be chosen carefully so that each
community can receive a visit at least every four
weeks. The key is to minimize travel time and
maximize treatment time. Health clinics can
serve as a natural base of operations and resupply
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for mobile journeys, which might take two or
three days and cover a number of villages. When-
ever possible, trained schedulers in call centers
should coordinate scheduling, with input from
local health officers.

 Routes must be well advertised and timetables
kept so that patients are properly screened
and paperwork doesn't eat into treatment time.

« Finally, maintenance and running costs must
not be overlooked. When mobile clinics fail
to show up in villages because of breakdowns,
patients quickly become disillusioned and a
program’s potential declines.

Despite the versatility of mobile clinics, their oper-
ating costs are quite reasonable when programs
are designed to supplement the work of local health
officers (through monthly visits, for example). In

fact, we estimate that a mobile clinic staffed by
two nurses would cost less than $0.75 per person a
year in most African countries.

The way ahead

The model we propose would deploy a significant—
but feasible—level of resources in areas that

are now poorly served. A rural region of one mil-
lion people, for instance, would require 700 to
1,000 village health officers, a call center with 40 to
50 clinicians (a mix of clinical officers, para-
medics, nurses, and doctors to support inbound
calls from village health officers and the gen-

eral public), 10 to 15 supervisors responsible for
outbound planning and follow-up calls to village
health officers, and 20 to 25 mobile clinics, each
staffed by one or two nurses. This model would
require one-fifth to one-tenth as many nurses and
doctors as traditional clinics do. And since
nurses and doctors in call centers can be located in
major urban areas, where many of them live,

the approach is practical given the current distri-
bution of resources.

It’s important that the model we propose would
not—and must not—replace Africa’s existing
national health systems and infrastructure but
should instead help extend their reach by making
better use of their doctors, nurses, and other
health care workers. Moreover, this is not a “lesser”
model for the developing world. In fact, some
governments and private entrepreneurs in devel-
oped countries are not only introducing tele-
medicine call centers and mobile clinics but also
experimenting with the idea of shifting many
tasks to nurse-practitioners.

To make the model work, African governments
should start by determining the package of services
they can afford and then explore practical ways

to deliver them. The private sector will have a
significant role, as it is a “natural owner” of some
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elements (notably call centers) and already plays
an important role in delivering health care

in Africa. With the right investments, the private
sector could do even more.

Finally, assistance and investments from donors
will be vital in taking the model to scale, since
donors are well positioned to support promising
(but subscale) ventures by providing start-

up capital and funds to support implementation.

By embracing a model combining local health
officers, telemedicine, and mobile clinics, Africa
can radically improve access to basic health

care and provide essential, life-saving services to
its people at low cost. Making the model scal-
able and sustainable will require significant and
concerted efforts from both the public and
private sectors. Nonetheless, the goal of radically
improving health outcomes in Africa is now
firmly within reach.o

The authors wish to acknowledge the contributions of Maximilian Bittner, Philipp Buddemeier, Samuel Cleminson,

Tania Holt, Timothy Kern, Angus O’Shea, and Evan Rice to the research underlying this article and the article itself.
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Namibia’s ongoing efforts offer lessons for other countries
seeking to improve maternal health, as well as for health programs
tackling HIV/AIDS, malaria, tuberculosis, or other conditions.

Up to a half a million women die each year
around the world because of complications arising
from pregnancy or childbirth. The majority of
these deaths occur in sub-Saharan Africa.! Since
they are largely preventable, they represent a
tragedy playing out every day across the continent.
Progress on maternal health there is hampered

by health systems that are understaffed, under-
funded, and overwhelmed—and thus too fragile
and fragmented to deliver the required level or
quality of care. Consequently, many countries in
sub-Saharan Africa will struggle to meet the
United Nations’ Millennium Development Goals for
reducing child and maternal mortality by 2015.2

Nonetheless, some countries are making headway.
Our recent work in Namibia, for example, suggests
that coordinated, targeted interventions led by
local stakeholders can accelerate improvements in
maternal-health outcomes. The key is to work
with local health leaders to develop solutions that
improve the quality of health care, increase access
to it, and promote its early uptake.

The resulting interventions being pursued in
Namibia are straightforward and practical—
improvements in the training of midwives, cheaper
antenatal clinics inspired by the design of ship-
ping containers, operational fixes to reduce ambu-
lance response times and wait times at clinics,
aradio talk show to educate patients and stimulate
demand—yet are collectively powerful. A closer
look at Namibia’s ongoing efforts offers lessons for
other countries seeking to improve maternal health,
as well as for health programs tackling HIV/AIDS,
malaria, tuberculosis, or other conditions.

Preventable tragedies

The global health community has long understood
that improving the health of women during
pregnancy, childbirth, and the postpartum period
represents a massive opportunity not only to

save women’s lives but also to improve neonatal,
infant, and child health outcomes directly.
Further, most maternal deaths in low-income coun-
tries are preventable—arising largely from
pregnancy-induced hypertension, hemorrhage, or
sepsis. Still, up to a quarter of a million women
die in sub-Saharan Africa each year because of

problems associated with pregnancy or childbirth.

In Namibia, the incidence of maternal and neonatal
mortality has doubled in recent years (Exhibit 1).

A woman in Namibia today is almost 100 times more
likely to die during pregnancy than a woman in
Europe. This difference partly reflects Namibia’s
high rate of HIV/AIDS infection (more than

20 percent of the women at the country’s antenatal
clinics are HIV-positive) and partly reflects
limited access to health facilities (Namibia has the
world’s second-lowest population density, with
barely two people per square kilometer).

In a bid to stem Namibia’s rising maternal-mortality
rate, the country’s Ministry of Health and Social
Services (MOHSS), in partnership with McKinsey,
the Synergos Institute, and the Presencing
Institute from the Massachusetts Institute of Tech-
nology (MIT), established the Maternal Health
Initiative, or MHI (see sidebar, “About the initia-
tive”). It focuses on a microcosm of Namibia’s
health system to develop a replicable approach for
improving maternal health care across the country.
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Exhibit 1
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The incidence of maternal mortality, a largely preventable
tragedy, has doubled in recent years in Namibia.

3Common antenatal services
include measuring blood pres-
sure, conducting blood and
urine tests, monitoring weight,
taking fundal height measure-
ments, and answering general
questions about diet and fetal
movements.

Namibia’s maternal-mortality ratio,
deaths per 100,000 live births

225
in 1992

271
in 2000

449
in 2006

Source: Health and Social System Services Review,
2008, Namibia’s Ministry of Health and Social
Services; Monitoring Emergency Obstetric Care,
2006; McKinsey analysis

The MHI chose to set up its pilot project in the
Khomas region, the most populous of
Namibia’s 13 regions and the one with the worst
uptake of antenatal services.3 (Less than 7 per-
cent of pregnant women there receive antenatal
checkups during the first trimester.) Within
Khomas, the team focused on four of the largest
suburbs of Namibia’s capital, Windhoek:
Hakahana, Katutura, Okuryangava, and Samora
Machel, which have a collective population

of about 80,000. It focused in particular on these
areas’ busiest hospital and primary—health care
clinic, Katutura Hospital and Okuryangava Clinic,
respectively (Exhibit 2).

Next, three subteams were formed to design and
develop prototype maternal-health solutions
for problems associated with community mobili-

zation, the capabilities of health workers, and

health system operations, respectively. Each sub-
team included a variety of local frontline health
leaders and other stakeholders—for instance, nurses,
social workers, ambulance drivers, and middle

managers.

Finally, to ensure local ownership and accountabil-
ity (as well as to expand future initiatives across
Khomas) a regional delivery unit was established
under the guidance of the chief medical officer

in Khomas. It provides managerial oversight, mon-
itors the performance of the region’s improvement
in maternal health service delivery, and integrates
the activities of the subteams with those of the

health ministry’s regional team.

The subteams quickly identified and implemented
several interventions to improve the supply of
maternal care in Khomas and to raise demand for
care among local women. While it’s too soon

to claim victory over Namibia’s maternal-health
problems, the results thus far are encouraging.

Supply-side interventions

Improving the access of patients to quality care is
a vital step in improving health outcomes. In
Khomas, the MHI and its local partners helped to
bolster the quality of maternal care and to pilot
novel ways of adding capacity to the system. They
also introduced efforts to squeeze greater
capacity out of the region’s existing health assets.

Raising the bar on quality

In Namibia, the quality of maternal care has
deteriorated in recent years—a fact reflected in a
2006 survey from the MOHSS, which found

that less than 20 percent of the country’s midwives
could reliably diagnose and manage postpartum
hemorrhage. Further, the ministry found that less
than 40 percent of Namibia’s midwives correctly
monitored women in labor. What’s more, the MHI
team observed that, not uncommonly, more
than five different midwives attended to a woman



Improving lives in Africa: Saving mothers’ lives in Namibia

Exhibit 2

Where we worked: Inside the Maternal Health Initiative.

Omusati Oshana Ohangwena

Oshikoto Kavango
‘ . Kunene Otjozondjupa
Omaheke
Erongo

Note: Figures are for 2006 unless indicated.
Source: World Health Statistics 2008

Caprivi

Namibia

Total population:
2,047,000

Life expectancy at birth:
59 years (men)
63 years (women)

Total expenditure on health
per capita: $338

49% of population lives
below international
poverty line of $1.25 per
day (2007)

An estimated 160,000 to
230,000 people (all ages)
live with HIV (2007)

More than 60% of rural
population lives farther
than 5 km from a health
facility and cannot afford
transport; pregnant
women often must travel
on foot to reach a health
care facility
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Khomas region

Most densely populated of
Namibia’s 13 regions

Region with highest
number of facility-based
deliveries (8,915);

nearly 19% of all such
births in country

Around 7% of women get
antenatal checkups in the
first trimester

4]

Katutura Hospital

Situated in Katutura,
one of the largest
communities in Khomas,
with ~40% of total
population of the region
(~80,000 people)

Largest hospital in
the region, with 400-500
beds

Waiting time at antenatal-
care clinic: ~6 hours

Antenatal patients in
2007: 4,997

+]

Okuryangava Clinic

The busiest clinic in
Khomas

Situated in the heart of
Katutura, the clinic’s
full-time nursing comple-
ment of 8 registered

and staff nurses attend to
~120 patients per day

Antenatal patients in
2007: 0
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The Maternal Health Initiative (MHI) is part of a larger
project designed and supported by a partner-

ship among Synergos Institute (an international NGO
and the in-country partner in Namibia), the
Presencing Institute from the Massachusetts Institute
of Technology (MIT), and McKinsey. The project,
funded by the Bill & Melinda Gates Foundation, is
testing ways to improve health service delivery

in developing countries rapidly by combining leader-
ship development with coordinated operational

and organizational changes. The goal is to create a
replicable model that can be applied within or

across disease programs in national health systems.

in labor during her delivery (global best practice
promotes individualized care).

The quality of care during pregnancy was found to
be significantly constrained by the lack of con-
tinuing education as well as by apathy and poor
motivation among nursing staff. Mentoring

and coaching practices have gradually fallen away
as a result of staff shortages and turnover in
critical positions. Katutura Hospital, for example,
has only one full-time gynecologist, and doc-
tors there typically don’t stay in the department
for more than two or three years.

In response, the MHI subteams worked with

the hospital’s superintendent and with nurses and
doctors in the obstetrics department to develop
and institute a skill-building program for clinical
personnel. One important component was the
creation of a mentoring role so that senior nurses
could identify, coordinate, and offer in-service
training for nurses and nursing students. Next,
health workers at the hospital engaged with

MHI was created in partnership with Namibia’s
Ministry of Health and Social Services (MOHSS).
The aim was to promote locally developed
maternal-health-improvement initiatives, build local
leadership capacity, and improve alignment
among the MOHSS, the country’s civil society orga-
nizations, the private sector, and other develop-
ment partners. The 20 participants of the pilot MHI
team, from a range of backgrounds and levels
within the health system, include nurses, doctors,
private health care providers, NGOs, and aca-
demic institutions.

nearby private hospitals and local training insti-
tutions to learn best-practice training and clinical
techniques. The team also visited training
institutions in Cape Town, South Africa, where its
members met with colleagues who had developed
a best-practice curriculum and training manuals
for midwives. These moves led to efforts to stan-
dardize midwifery training in the region and to the
development of a skills-accreditation system.

Within six weeks, Katutura Hospital had developed
its own in-service training curriculum and
concluded its first training program. Subsequently,
the nurses we interviewed reported feeling more
confident in their ability to coach and mentor one
another and to provide better care to patients.
In-service training sessions are now held weekly,
and program coordinators continue to look

for best practices and innovative training methods.
Further, to keep quality high, the MHI is intro-
ducing a formal process to investigate maternal
deaths so that their causes can be determined

and similar deaths prevented.
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Expectant mothers wait for
their first antenatal checkups at
Katutura Hospital (June 2009).

A health ministry official discusses the
new performance-measurement
system with employees at the Katutura

Finally, the hospital set its sights on shortening the
antenatal unit’s waiting times—over six hours,

in most cases. The unit reduced them by 30 percent
in less than a month by making a series of

simple process changes: for instance, introducing
a numbered ticket system for people arriving

at the hospital and allowing patients to keep their
records instead of handing them back to the
charge nurse upon completing each of the nine
stages of consultation. To encourage staff to focus
on customer service, the unit created a patient
satisfaction survey, whose results are posted daily,
along with average waiting times, to encourage
further improvement.

Expand access by adding capacity

More than 60 percent of Namibia’s rural population
lives five kilometers or further from a health
facility, and many people can’t afford transport to
faraway clinics or hospitals. This reality was
driven home for us when we encountered a group
of pregnant women living under a tree outside a

hospital in largely rural northern Namibia. Some of

ambulance station (September 2009).

the women had been living there five months
because they were afraid that they wouldn’t
be able to reach the hospital in time once they
went into labor.

The situation is nominally better in urban
Katutura, where only the two hospitals provided
antenatal care before the MHI. To get proper
treatment, most women in the Khomas region had
to walk more than five kilometers to reach a
medical facility—and repeat the journey at least
five or six times during their pregnancies.

A team of MHI participants therefore worked with
alocal NGO to help design a “container clinic”
prototype that could be set up in outlying areas to
increase access to care for rural women. The
clinic—dubbed “CWIClinic” as a play on the word

“quick” and an acronym for child, women, and
infant clinic—is a modular, prefabricated, 15-square-
meter structure the size and shape of a ship-

ping container. It can be assembled in just 48 hours,
includes a fully equipped examining room and a
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Opening time at Okuryangava
Clinic (October 2009).

small administrative office, and costs 25 per-
cent less than a similarly sized permanent building
(Exhibit 3). Nurses employed by the NGO (the
Namibia Planned Parenthood Association) staff the
clinic and receive special refresher training

at Katutura Hospital to ensure high-quality care.

In anticipation of efforts to test the concept’s
feasibility in rural areas, different versions of the
clinic are being equipped with solar panels, a
septic tank, and a stand-alone tank to supply fresh
water. The results have been promising. In fact,
Namibia’s health ministry, in partnership with the
NGO, now aspires to roll out such clinics across

the country and has submitted plans to Namibia’s
finance ministry to mobilize funding for 16 addi-
tional clinics. The health ministry has also identified
a site for a second CWIClinic in Khomas.

Improve efficiency
Another powerful means of expanding access to
health care in Africa would be to use existing

The Okuryangava Clinic’s
staffers see its first antenatal
patient (October 2009).

facilities and resources more efficiently, so that
they can serve larger numbers of patients.
During the project, the MHI team attempted to
realize this goal in two ways.

First, the team worked with Okuryangava Clinic to
see if it could offer antenatal care. Namibia’s
health ministry had long wanted to provide it in
urban clinics to make access easier and more
affordable for patients but had been frustrated by
shortages of staff and space.

While these shortages were a constraint, so was
the mind-set of clinic staff. Many nurses felt

that offering antenatal care at the clinic was simply
impossible given existing staff levels. Therefore,

a big task was to get the local nurses energized and
involved. The team achieved this goal, in part,

by working with nurses at clinics to show how
simple operational changes could free up time. By
using straightforward diagnostic tools common

in lean-manufacturing environments (for instance,
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Exhibit 3
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The prototype container clinic—the first of a number
of planned CWIClinics (child, women, and infant clinics)—
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spaghetti diagrams to pinpoint wasted process
steps visually) the nurses identified bottlenecks
and addressed them. As the nurses saw the
improvements take hold, they changed their minds
about what was possible and began enthusias-
tically backing the antenatal-care pilots. Within
four weeks, the nurses had found ways to free

up space and staff schedules and had seen their
first antenatal patient (after receiving refresher
antenatal training at Katutura Hospital). In large
part because of the nurses’ enthusiasm as “change
agents,” other clinics in the region began investi-
gating similar changes. Within five months, all of
the region’s 11 primary-care clinics were offering
antenatal care.

The second way the MHI team used efficiency gains
to expand access was to cut the excessively long
response times of ambulances (90 minutes, on
average). In fact, ambulances failed to answer about
half of all emergency calls because they were
otherwise occupied. When the team looked closer,

Setting up a CWIClinic
is truly quick

Basin

Within 48 hours of pur-
chase: a modular, prefab-
Bed ricated 15-square-meter
structure is transported to
and assembled on site

Within 72 hours on site:

the structure is connected

to electricity and water

it found that up to 70 percent of the trips of the
community’s five ambulances involved non-
emergency cases. Moreover, critical radio commu-
nication equipment was broken, dispatching
procedures were largely ad hoc, and ambulance
repairs took several weeks. The MHI team

helped ambulance drivers work with the health
ministry to prioritize the repair of radio equip-
ment, streamline requests for vehicle repairs, train
a specialized dispatcher, and develop a simple
dispatch protocol. Moreover, the team helped to
mobilize funding (through the health ministry)
for a minibus specifically intended to provide non-
essential medical transport, thus freeing up
ambulance capacity.

Within a month, average response times had
decreased by 60 percent and the proportion of
emergencies handled within 30 minutes had
more than doubled, to 55 percent, from 23 percent.
To encourage improvement and keep drivers

focused on results, the ambulance service began
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using performance-management whiteboards to
track drivers’ response times and the availability
of ambulances. Consequently, average response
times have consistently remained below half an
hour for more than six months.

Demand-side interventions

Improving the supply and quality of health care

is the first priority for governments seeking better
maternal-health outcomes. However, health
systems must also educate patients so that they
know about and seek the potential life-saving
interventions and treatments available to them.
Stimulating demand for services is therefore
critical. In Khomas, the central challenge was to
spur demand for antenatal services.

Raising awareness

Less than 77 percent of the pregnant women in
Khomas receive antenatal check-ups during
the first trimester of pregnancy. Almost 40 per-
cent of the women who receive antenatal care
present themselves for their first visit well into
the third trimester—when it’s often too late to
manage problems.

On closer examination, the MHI team found that
this behavior reflected not only poor access to
antenatal care but also the prevailing lack of aware-
ness among local women about its importance.
Many women the team talked to didn’t, for exam-
ple, know the basic risks associated with preg-
nancy, including the potential transmission of HIV/
AIDS to their babies.

To address these knowledge gaps, the team worked
with Namibian education and health officials

to create a weekly, 45-minute reproductive-health
show for a local radio station. (Radio is well

suited to spread information effectively among
rural populations that may be widely dispersed or
have low literacy rates.) The show, which first

aired in August 2009 and is hosted by influential
radio personalities with strong ties to the local
community, focuses on promoting good maternal-
health practices. The messages include the
benefits of early antenatal care and deliveries in
hospitals, the danger signs during pregnancy,

and family-planning options and postnatal care.

The show’s format includes call-in segments when
listeners anonymously share their stories, ask
questions, and receive immediate expert medical
input from a guest panel of health workers.
Broadcast in six different local languages, the show
appears to be quickly gaining popularity among
local women and is a hot topic of conversation
among women in Khomas’s antenatal clinics.
Encouragingly, the MHI team observed that a high
proportion of callers are men, suggesting that

the anonymity of the show’s format encourages
them to ask candid questions about reproduc-
tive health. This is good news, because one reason
the region’s women don’t seek antenatal care is

a fear that their partners won’t approve.

To increase the show’s impact, members of the
MHI team are creating a spin-off radio serial
drama in a “soap opera” format to reinforce the
messages. Students at the Katutura media school
will support this new show, which will feature
fictitious Namibian characters displaying both good
and bad health habits. The show has generated
interest from four national radio stations, as well as
from local newspapers that plan to introduce

the fictional radio characters into their comic strips
to promote the show and its messages.

User incentives

The use of simple incentives is the last way the
team is attempting to stimulate demand for antena-
tal services in Khomas. The radio show, for
instance, plans to introduce quizzes on family
health—related topics. These quizzes can be
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quite powerful: in Uganda, for example, the mobile
provider Celtel recently supported an interac-

tive, text message—based quiz about HIV/AIDS that
used free airtime as an inducement for users to
play. During the pilot, the number of people seek-
ing HIV tests increased by 40 percent.

Other incentives are less obvious, though surpris-
ingly powerful. The MHI team quickly discovered,
for instance, that what women in Khomas par-
ticularly valued during their antenatal checkups
was the ultrasound, as it allowed them to see
their babies for the first time. Consequently, the
team is arranging for the antenatal clinic at
Katutura Hospital to offer women one free ultra-
sound picture during their pregnancies to
encourage earlier and greater participation. The
prospect of getting that first baby picture

has thus far proved a potent incentive to seek
antenatal care.

While much work remains be done in Namibia, our
experience there demonstrates that focused
interventions harnessing the efforts of local leaders,
together with simple changes in operating
practices, can free up significant capacity in health
systems and quickly improve health outcomes

for mothers and their babies.o
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Africa’s climate already poses grave risks to the continent’s
people and economies, and global warming promises to intensify
the problem. A factual risk-management solution can help.

Even before global warming became an issue,
many African countries were unusually vulner-
able to floods, droughts, and heat waves. Indeed, if
there were to be no further change in Africa’s
climate, its current state already presents grave
risks to the continent’s people and economies.
Global warming could trigger more frequent and
severe weather disasters, shifts in rainfall patterns
and climate zones, and rising sea levels.

For African nations, adapting to these possibilities
is an urgent necessity. To do so, their leaders

must answer some difficult questions. What climate-
related losses could these economies sustain over
the coming decades? How much can be averted and
through what measures? Which investments

will be required to finance them? Will the benefits
outweigh the costs? We believe that such questions
can be answered systematically through a factual
risk-management approach that African leaders
can use to assess climate’s impact on their countries
and to find ways of minimizing it at the lowest

cost to society.

Knowledge about future climate trends—particularly
their local impact—is incomplete, so policy and
investment choices must be made under uncertainty.
Yet enough is known to build plausible climate
change scenarios as a basis for these decisions, even
in developing countries. Such scenarios can help
decision makers to identify adaptation measures
useful against a range of climate change outcomes.
Cost-effective responses can address much of the
identified risk: depending on the country studied,*
40 to 70 percent of the losses expected by 2030
could be averted—even under severe climate change
scenarios—through adaptation measures whose

economic benefits outweigh their costs. In
almost all cases, however, at least some risk cannot
be averted through known measures.

Many adaptation measures would strengthen
economic growth in developing countries; in Mali,
for instance, climate-resilient agricultural devel-
opment could generate millions of dollars annually
in additional revenues. Measures with demon-
strated net economic benefits could also attract
investments and trigger valuable new innova-
tions and partnerships. Indeed, well-targeted, early
investments to improve climate resilience—
through infrastructure development, technological
advances, capacity improvements, new systems
and behavior, and risk transfer measures—will
probably be cheaper and more effective for

the world community than complex disaster relief
efforts after the event.

A fact-based approach can provide valuable input
into the overall decision-making process. Among
other things, it recognizes the importance of cost—
benefit considerations, makes it possible to put
“price tags” on current and future climate risks, and
lets decision makers develop plans to help busi-
nesses adapt to them.

Mali: Climate zone shift

In northwestern Africa, stretching deep into the
Sahara, Mali is a mostly dry nation, subject to
frequent droughts. Increasing temperatures and
decreasing rainfall tell of a shift in climate zones

as the desert moves south over productive land. In
these regions, farmers dependent on agriculture
and livestock already face trying periods of drought
and have few options to overcome them. Many
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Exhibit 1
Mali has a wide variety of natural environments, from
the arid north to the more tropical south.

Desertification and climate zone shift have multiple
causes, with complex interactions. The impact
from climate change is aggravated by farming and

Tombouctou

Kidal

Inner Niger
Delta

are moving to the cities, others to the country’s less
arid south. Our study focused on Mopti, an
important agricultural area in the central region.

Mali has a wide variety of natural environments,
ranging from a Saharan climate in the north to the
more tropical south. From year to year, its rainfall
levels are among the world’s most variable. Annual
floods during the rainy season in the Niger River’s
interior delta benefit agriculture but may harm
local populations (Exhibit 1). Mali also faces
additional hazards from climate change: drought is
expected to increase in frequency and severity,
weakening the country’s agriculture and GDP. The
climate zone shift—the combined effect of rising
average temperatures and declining average rain-
fall—has already pushed the country’s agroecologi-
cal zones to the south over the past 50 years,

with average rainfall down by about 200 millimeters
and average temperatures up by 0.5°C over the

same period.

domestic practices, such as slash-and-burn
agriculture (which erodes the soil) and deforestation,
mostly to meet 9o percent of Mali’s cooking and
heating requirements. (Forest cover has decreased
by almost 50 percent since the 1980s.) Nonethe-
less, local adaptations could eliminate a significant
share of the loss due to climate change, and it is
important to recognize that farmers have already
developed the kinds of techniques that will help
them cope. Diversity in crop cycles—already widely
practiced by Malian farmers—will be essential.
Genetic variation in plants helps to make agricul-
ture in areas with higher climate risks more
resilient to them. Also advantageous will be the
farmers’ tendency to spread out geographically for
access to different types of soils and water sources.

In 2006, the value of Mali’s crops and livestock was
estimated at $840 million and $620 million,
respectively. Projections to 2030 take into account
the most valuable agricultural crops (cotton,
maize, millet, rice, and sorghum) and livestock (for
eggs, meat, and milk). Following historical expec-
tations, the five main crops’ value would increase by
46 percent, to $1,220 million (1.6 percent annual
growth). In a more optimistic scenario, that level
would more than double, to $2,470 million

(4.6 percent annual growth).

Scenarios and responses

The significant uncertainty about climate change
has spawned a range of climate projections for rain-
fall, while temperatures are consistently projected

to increase significantly. Local climate models
allowed us to consider three scenarios for a climate
zone shift by 2030. Under the moderate-change
one, temperatures would rise by 1.2°C and annual
rainfall would decrease by 2.2 percent. The high-
change positive scenario projects an increase in
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rainfall and temperatures of 8.1 percent and 0.9°C,
respectively, while the high-change negative sce-
nario anticipates a decrease in rainfall of 10.6 per-
cent and an increase in temperatures of 1.4°C.
Under all three, Mali would suffer economic losses
by 2030. The pessimistic high-change scenario
could involve losses of about $300 million annually
(some 15 percent of the value of agriculture

and livestock); the optimistic scenario, losses of
$120 million annually (6 percent).

These losses will probably be offset, to some extent,
even in the absence of specific adaptation mea-
sures. Agricultural production in Mali is likely to
increase in value through the encouragement of
farming in the regions best suited to it and the pro-
motion of the right mix of crops. The human
migrations required should happen naturally. Still,
such measures would not cover the full expected
climate-related economic decline.

Measures to increase productivity by encouraging
the development of assets primarily in the most
promising areas could compensate for losses else-
where. Simulations show that by 2030, a migra-
tion of one million people could raise agricultural
production by 6 percent more than population
growth spread evenly across regions would. The
migration of 1.5 million people by 2030 could raise
production by an additional 8 percent—an over-
all 14 percent increase compared with the base case.
But such controversial measures might promote
conflict and increase competition for resources.
Infrastructure and asset-based measures could
make semi-arid areas substantially more resilient,
however, so accelerated migration isn’t essential.

Such measures depend on the specifics of each
natural environment, so we assessed a few promis-
ing possibilities for the Mopti region (in the
middle of the country), which well represents Mali’s
diverse agroecological zones. The southwest of
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Mopti, near the Niger River’s internal delta, is suit-
able for rice cultivation, horticulture, fishing, and
livestock. The east and north, with a hotter and
drier climate typical of the Sahel (the region

on the fringe of the Sahara), is more appropriate for
dry crops such as millet and sorghum—and
threatened by the desert’s advance and the struggle
to find water.

Asset-based adaptation measures, such as soil
techniques, irrigation systems, and the provision of
additional water for cattle, would help to “climate
proof” yields. Of the measures reversing the losses,
about three-quarters would have benefits higher
than their costs. Other measures would generate
additional agricultural revenues—for instance,

by extending the land area suited to horticulture,
providing for two harvests a year rather than one,
or encouraging additional products and practices
(for instance, by mixing agriculture and forestry

in crop fields). The generation of new revenue, essen-
tially another adaptation alternative, has massive
potential but requires careful consideration of its
secondary effects on society. For the Mopti region
alone, revenue-generating cash crops could cover
much if not all of the expected loss for the entire
country. In other words, these measures are essen-
tially economic-development activities.

Enablers and barriers

Many measures we identified are labor-intensive,
so the availability and use of local workers

can constrain both the potential and the speed of
deployment. Labor is an additional cost, but non-
governmental organizations (NGOs) often finance
measures in exchange for free work by farmers.
Since machinery frequently produces better cost—
benefit ratios, however, the desire to help the local
workforce must be weighed against the advantages
of using more efficient but expensive machines.
Building local water holes for livestock close to vil-
lages during the dry season, for example, can take



McKinsey on Africa June 2010

two months for a team; a bulldozer can dig one in
a day. The workforce is usually idle during the
dry season, though, so the choices are quite complex.

The many cost-effective measures—which were ana-
lyzed, through local experiences and suggestions,
and which make sense from a purely developmental
perspective—should be led by the players typically
involved. Government engagement will be required
for larger-scale infrastructure measures, such as
irrigation in the delta. NGOs are likely best suited
for smaller-scale measures. International institutes
can provide important expertise on issues such as
crop engineering and meteorology. Given the com-
plexity and magnitude of the challenges, support
from the international community will be critical.

An effective portfolio of climate resilience measures
can be assembled at limited cost. The key is to
create the right enabling environment to provide
for effective adaptation to climate change as well

as economic development.

Tanzania: The impact of drought
During the past 30 years, Tanzania has experienced
six major droughts. The most recent, in 2006, is
estimated to have cut GDP growth by 1 percent. Two
specific effects of drought are of special concern.
The first is the threat to human health posed by mal-
nutrition and the spread of cholera and other
water-borne diseases resulting from fresh-water
shortages. Second, power generation in Tanzania
depends predominantly on hydroelectric plants;
during the 2006 drought, for example, the coun-
try faced severe power rationing because of a short-
fall of water in reservoirs.

Our study focused on the drought-prone central
regions (Dodoma, Singida, and Tabora)—where var-
ious local climate models allowed us to build realis-
tic scenarios for climate evolution. Under the mod-
erate-change scenario, these regions are projected
to experience a 10 percent decrease in annual rain-
fall and a 25 percent increase in the variability of

the amount of rainfall—changes that would lead to
more severe and frequent droughts. Under the high-
change negative scenario, rainfall would decline by
20 percent and variability increase by 50 percent.

The central regions are primarily rural, and a major-
ity of their 4.4 million inhabitants are poor sub-
sistence farmers. This population faces a range of
serious drought-related health risks: for example,

in 2003 a survey reported that 19 percent of children
under five had suffered from diarrhea during the
previous two weeks to the survey. Hydropower gen-
eration is also critically important in the central
regions: the Kidatu and Mtera dams, located in or
near them, contribute 50 percent of Tanzania’s
hydropower production capacity.

Health: Effects and adaptation measures

The most important drought-related diseases preva-
lent in the central regions are cholera, diarrhea,
dysentery, malnutrition, and trachoma (which causes
blindness). By 2030, even if the frequency or inten-
sity of droughts doesn’t change, 5 percent of the
regions’ population is projected to endure hunger
from poor yields; the same percentage will suffer
from trachoma. Cholera and dysentery will be com-
mon as well, and diarrhea will afflict almost
200,000 children under five.

In the moderate-climate-change scenario, by 2030
a 10 percent decrease in average rainfall levels
could raise the proportion of the population under
food stress by 60 percent, with a significant
increase in the number of cases of cholera and dys-
entery. Trachoma cases could double. The high-
climate-change scenario worsens the prognosis,
particularly for trachoma.

Our study analyzed measures that could protect
Tanzanians against drought-related health

risks. Some are preventive: for instance educational
programs for hygiene, sanitation, and breastfeed-
ing; the building of covered wells with pipes and
ventilated pit latrines; and the harvesting of
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The Kidatu and Mtera dams, in or near Tanzania’s
drought-prone central regions, provide half the country’s
hydropower capacity.
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rainwater. Others are treatments, such as oral
rehydration therapy and the administration of anti-

microbials and zinc supplements.

It will not always be easy to distinguish spending
for adaptation to climate change from development
spending on health. Water access measures, for
instance, could prevent thousands of cases of chol-
era, diarrhea, dysentery, and trachoma but could
be considered sound policy no matter how the
region’s climate evolves. Health spending should
become more forward-looking rather than reactive.

Power generation: Impacts and adaptation
In 2030, Tanzania is predicted to rely on hydropower
for more than half of its electricity. Ninety-five
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percent of this hydropower will come from the cen-
tral regions, but drought will decrease the water
flow in rivers and thus cut the amount of electricity
generated. The Tanzania Electricity Supply Com-
pany will have to make greater use of more expensive
natural gas and coal—thus also increasing green-
house gas emissions—or cut the supply of electricity.
In the latter case, companies with diesel genera-
tors will bear the extra cost of using them, and the
production of other 40 percent will fall.

In the high-change negative scenario, the expected
losses would cut the national GDP by 1.7 percent

in 2030. Even in the moderate-climate-change
scenario, GDP will fall by 0.7 percent, solely because
of climate change—induced droughts. Tanzania
could close most of the expected shortfall in power
production if it were to implement energy efficiency
measures, such as reducing demand by encourag-
ing less (or more careful) usage in the residential and
commercial sectors—moves that would save more
money than they would cost. In addition, reducing
spillage at hydro stations could significantly
increase the power supply almost free of charge.
No-regrets energy efficiency measures such as these

could be implemented immediately.

We do not know how much or how soon the global
climate will change because of rising greenhouse gas
emissions, but we do know that a country’s ability
to cope with climate change will depend on its socio-
economic position. The poorest developing eco-
nomies face especially difficult challenges both in
addressing their current climate risks and adapt-
ing to new ones. For them, linking climate responses
with economic-development strategies will be
vital. A fact-based approach that considers both costs
and benefits can help.o

The authors wish to thank Greg Hintz and Humayun Tai for their contributions to this article.
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South Africa faces a growing gap between water supply and demand.
The most effective solutions will cater to the specific agricultural,
industrial, and domestic needs of the country’s different basins.

Water resource management looms as one of
the greatest global challenges of the 21st century.
Around the world, businesses, governments, and
policy makers alike must work together to move
beyond business as usual not only to increase the
supply and improve the productivity of current
resources but also to reduce withdrawals by reshap-
ing underlying economic activities. In South
Africa, the challenge is complex: a semiarid country
characterized by low rainfall, limited under-
ground aquifers, and a reliance on significant water
transfers from neighboring nations, South Africa
will face difficult economic and social choices
between the demands of agriculture, key industrial
activities such as mining and power generation,
and large and growing urban centers. However, a
recent report by the 2030 Water Resources Group,
for which McKinsey provided analytical support,
finds that solutions are possible and need not be
prohibitively expensive if they are addressed now.!

Exploding growth in world populations and
increased agricultural and industrial production
are putting a strain on existing water supplies
worldwide. According to estimates by the Water
Resources Group, global water demand is on
track to outpace supply by 40 percent within the
next two decades. When compounded with

the potential effects of climate change, the stakes
are raised even higher. Further complicating

this challenge is the reality that there is no singular
water crisis: different countries, even in the
same region, face very different problems. India,
for instance, faces demand fueled largely by the
agricultural sector as a growing population increas-
ingly moves toward a middle-class diet that relies

more heavily on wheat and sugar. In China, by
contrast, a large agricultural sector is coupled
with a fast-growing economy that is driving rapid
industrial growth and domestic urbanization.

The situation in South Africa is similarly complex.
According to our base-case scenario, esti-

mated demand for water in South Africa will reach
17.7 billion cubic meters in 2030. Current supply,

by contrast, will equal only 15 billion cubic meters
and is severely constrained by low levels of
highly seasonal rainfall (about 50 percent of the
world average), insufficient aquifers, and a
dependency on water transfers between basins and
from other countries (for example, South Africa
purchases nearly 25 percent of its total water sup-
ply from nearby Lesotho). What’s more, the
effects of climate change could exacerbate the prob-
lem significantly: even a small decrease in rain-

fall (and a corresponding increase in irrigation
requirements) could result in a gap as large as

3.8 billion cubic meters (Exhibit 1).

In order to understand the water resource problem
currently facing business and governments
around the world, a sector-level understanding of
the supply and demand challenges is useful.

In South Africa, the agricultural, industrial, and
urban sectors account for a majority of overall
demand: 8.4 billion cubic meters, 3.3 billion cubic
meters, and 6.0 billion cubic meters, respec-
tively. However, each region faces challenges that are
unique to the set of economic activities prevalent
in that area. The basins that supply the largest cities
(Johannesburg, Cape Town, Durban, and Pretoria)
are expected to face severe gaps brought about by
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Exhibit 1
According to our base-case scenario, demand for water in South Africa will reach
nearly 18 billion cubic meters by 2030.

Estimated 2030 water demand, billion cubic meters
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A projected 2030 supply of 15 billion cubic
meters leaves a net deficit of 2.7 billion
cubic meters. That gap between supply and
demand could grow to 3.8 billion cubic
meters under a plausible climate change
scenario.?

1 Afforestation is considered a demand, as it reduces the supply available for delivery to reservoirs and then to demand centers.
2Assumes yield of existing supply sources drops by 10%, effective rainfall drops by ~3%, and irrigation requirements increase by

10%, compared with today.

Source: National Water Resource Strategy, September 2004; McKinsey analysis

increased household and industrial demand. The
Berg water management area—which includes
Cape Town—must close an estimated gap of 28 per-

cent to meet future demand.

Household demand is driven largely by rising
income levels and population growth, as well as a
national drive to improve basic living conditions
(for example, broader use of showers, toilets, and
landscaping in residential areas). Projections for
2030 indicate that household demand will account
for 3.6 billion cubic meters, with the wealthiest
quintile of the population accounting for half of
total withdrawals. At the same time, demand
from industries such as mining and power genera-
tion will be an increasingly significant factor:

by 2030, demand could amount for as much as

3.3 billion cubic meters. Power generation will
account for 12 percent of total demand, mining for
18 percent, and manufacturing for the remain-
ing 70 percent. Meeting the demand for power gen-
eration poses yet another challenge: much of

the additional power generation capacity planned
for 2025 will come from coal-fired power

plants, located where much of the coal beds are. As
local water supplies are typically insufficient

for both coal mining and power generation, a reli-
ance on water transfers from other areas will
likely develop.

By contrast, in regions such as the Lower Vaal
water-management area (Exhibit 2) growing
agricultural demand places additional strain on

supplies, despite caps on irrigation levels.
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Agriculture makes up a key part of South Africa’s
economy, contributing 3.7 percent of the country’s
GDP and employing more than 1.6 million people,
or 13.5 percent of the labor force. South Africa
relies on rain-fed land for 80 percent of its agricul-
tural needs and is 90 percent self-sufficient for
food. Yields are high, and more than 50 percent of
the irrigated area (10 percent of arable land) is
served through relatively efficient sprinklers and
drip irrigation. However, against fixed with-
drawals set by the Department of Water Affairs,
demand for food and feed is still expected to

Exhibit 2

increase significantly. This will create a strong need
for greater efficiency and productivity of rain-

fed production—or a shift in trade in order to avoid
additional water being seized for agricultural use.

Despite the depth and breadth of the challenge at
hand, economical solutions are within reach.
Closing the gap across these sectors will involve a
sustainable and cost-effective combination of
three levers—two of which make use of technical
improvements (increasing supply and improv-

ing water productivity), while the third is related to

South Africa faces various shortages across its water basins.

Gap between existing supply and projected’ demand in 2030,

% of 2030 demand
Surplus

® Moderate (0 to -20%)
® Severe (-20% to —-80%)

Lower Vaal

Lower Orange

Berg
Breede

Crocodile West
and Marico

Upper Orange

Luvuvhu-
Letaba
Limpopo

Swaziland
Upper Vaal
Middle Vaal

Lesotho

Mvoti to Umzimkulu

Mzimvubu-
Keiskamma
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the underlying economic choices a country faces
and involves actively reducing withdrawals by
changing the set of underlying economic activities.
For South Africa, the cost-effective measures

that are available across supply (50 percent), agri-
cultural efficiency and productivity improve-
ments (30 percent), and industrial and domestic
levers (20 percent) form a balanced approach.

As a key tool to support decision making, we devel-
oped a basin-level optimization cost curve, which
provides a microeconomic analysis of the cost and
potential of a range of existing technical measures
to maintain water-dependent activities while closing
the projected gap between supply and demand.
Our analysis consisted of 50 measures across

Exhibit 3

19 water-management areas and 12 different crops.
Each of these technical measures is represented

as a block on the curve. The width of the block rep-
resents the amount of additional water that
becomes available from adoption of the measure.
The height of the block represents its unit cost
(Exhibit 3).

The cost curve shows that South Africa can imple-
ment a balanced solution for closing its demand—
supply gap by seizing an array of cost-effective
measures available across supply, agricultural
efficiency and productivity improvements, and
industrial and domestic levers. A significant source
of savings will come from more productive

water usage and increased energy efficiency across

A range of existing technical measures within each sector can be implemented to close the

projected gap between water supply and demand.

Gap in 2030 = 2,970 million cubic meters
Cost to close gap = 1.2 billion rand’
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the board. These solutions must be localized to
cater to the specific economic and social needs of
each particular region. For example, the focus

of at least seven water-management areas in South
Africa will be almost entirely on agricultural
improvements, whereas economic centers such as
Johannesburg and Cape Town will need to adopt
industrial and domestic solutions. In the aggregate,
however, South Africa’s plan to double its power
generation capacity by 2025 will constrain water
resources, as will challenges brought about

by demand centers that are often geographically
removed from additional supply.

The issue of water scarcity is hugely important for
businesses and nations the world over. Given

the historic difficulty of providing enough water to
meet society’s needs, it is clear that governments
and the private sector must partner to develop
effective policies and sustainable solutions. In South

Africa, the challenge will involve tough trade-

offs between the competing demands of agriculture,
key industrial activities, and large and growing
urban centers. Managing these trade-offs based on
comparative cost data across all economic sectors
will help South Africa achieve the required water
savings with minimum downsides to the eco-
nomy. The blend of solutions will include technical
improvements to increase supply (as well as mea-
sures to enhance productivity and efficiency), to
balance competing demands on a finite resource,
and to ensure that the country is able to meet its
water needs both today and in the future.o

Guilio Boccaletti is an associate principal in McKinsey’s London office, Martin Stuchtey is a principal in the
Munich office, and Mare van Olst is a principal in the Johannesburg office. Copyright © 2010 McKinsey & Company.
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The ANC veteran discusses the state of the South African economy,
the country’s progress in fighting HIV/AIDS, China’s role on
the continent, and the important part that values have to play in the

business world.

With the 2010 World Cup set to begin June 11,
it is a proud moment for the host country, South
Africa. And, as its deputy president, Kgalema
Motlanthe, suggests in this interview, it is also an
important opportunity to bring the country together
20 years after Nelson Mandela’s release from
prison and the unraveling of the apartheid regime.
Motlanthe, a former trade unionist, served ten years
in prison (1977-87) on Robben Island for violations

of South Africa’s Terrorism Act. He was named presi-
dent of South Africa in September 2008, after
President Thabo Mbeki stepped down, and remained
in office until the following May, when Jacob Zuma
became president following a national election.
Motlanthe was subsequently named deputy presi-
dent. He is also deputy president of the African
National Congress, South Africa’s ruling party.

In an interview on April 30 with McKinsey’s Norbert
Dorr and David Fine, Motlanthe reflects on

the state of South Africa’s economy, the country’s
battle against HIV/AIDS, how the world perceives
Africa, and China’s role in Africa. He also offers some
thoughts about values and business in the after-
math of the financial crisis: “We are struggling our-
selves, as a new democracy in South Africa, to
restore values,” Motlanthe says. “I’'m saying from our
own experiences, what we can share with busi-
ness leaders is that values are never a given.”

McKinsey: What does the World Cup mean to
South Africa?

Kgalema Motlanthe: The World Cup was really a
bonus in the sense that we started investing in the
construction of stadiums and expansion of the road

network ahead of the economic meltdown. So it
served as a countercyclical measure. And of all the
sectors of the economy, only the construction
sector continued to show growth even during the
recession. So it actually served a very useful
purpose. But on a broader note, it also offers us an
opportunity to consolidate the national cohesion,
because we come from a past where we were divided
along color lines. And sporting events such as

the World Cup always serve to cement the sense of
belonging, the sense of being one nation. So that

is a very important benefit.

McKinsey: How would you describe the state
of South Africa’s economy, and what are its main
attractions to outside investors?

Kgalema Motlanthe: The South African economy
is just about coming out of the recession, which
was a global phenomenon, and we are now seeing
new jobs being created. The automotive sector

of the economy, which was adversely affected by
the recession, is now beginning to pick up, along
with sales of new vehicles. So, we are technically
out of the recession.

We have a well-regulated banking system—such
that, even with all the toxic products, South African
banks were not affected. And we have a stable
democracy. There’s predictability; investors can
invest in South Africa and use it as a springboard

to the rest of the sister countries on the continent.

McKinsey: When people talk about China and
India, you hear a lot about growth opportunities.
On the contrary, when Africa is mentioned, you
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hear about all the problems: poverty, joblessness,
poor health. Why is this the case?

Kgalema Motlanthe: The underlying reason

for this negative perception about Africa isn’t really
the fact that many African countries have had
unstable governments. We've had coups and so on.
[The real reason is] there’s genuine underdevelop-
ment—not enough road networks and railways. It’s
very common to find that if you're in a country
such as Cameroon and you want to go to Bangui,
the capital of the Central African Republic,

you've got to fly to Europe. It is those kinds of bottle-
necks that give rise to this perception that Africa

is just a continent of problems.

But we all know that there’s a new generation of
governments and leaders. The African Union has
a policy of not recognizing any government that

is not elected, so that has brought about stability

on the continent. There’s therefore an opportunity
to address those problems. All of these problems—
infrastructure, education, health—are in fact
opportunities to do business. If you look at coun-
tries such as India, they invested a lot in educa-
tion, IT, and ICT! and reap the benefits of those
investments. That’s what Africa needs to do as well.

McKinsey: Speaking of investment, some
people have expressed concerns about the role of
China in Africa. What is your view?

Kgalema Motlanthe: China has been pursuing
opportunities on the African continent, informed
more by their own interests, because they have

set themselves the goal of quadrupling the size of
their own economy, which means they have the
appetite and capacity to absorb whatever any of
the African countries can produce for export
purposes. But they also need lots of raw materials.

Kgalema Motlanthe
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Because they take a long-term view, they secure
supplies for up to 20 years, 30 years, and the people
who are signing those kinds of supply agreements
only take a short-term view. Of course, on the posi-
tive side, China has been very helpful to a number

of African countries in the sense that they bring the
capital and, in the majority of cases, they bring

the personnel as well.

T know that in Angola, they went to see the Angolan
government and the Angolan government said
they have three rail lines to rehabilitate that were
damaged during the civil war. So the Chinese
agreed to rehabilitate the railway lines and gave
them a loan of $2 billion for that purpose. And
within 18 months, all three railway lines had been
rehabilitated.

So if you look at the manner in which the Chinese
are able to address a challenge like that, it’s a
positive development. But on the negative side, they,
of course, then remain. They don’t go back to
China. They had a contract with the Angolans that
they would provide for every project. The Chinese
will provide 70 percent of the workforce and

the Angolans should provide 30 percent of the
workforce—which, when you look at it from

the point of view of job creation and employment,

is a bit skewed.

Then, of course, the Chinese workers used the
platoon system—this was told to me by the Angolan
authorities. They said they signed off on the

70/30 percent and their own people, the Angolans,
only worked one month. The workers would

work one month and desert because they’re not
used to working on a platoon system—with no
Sunday off, it’s a seven-day week. The Chinese didn’t
come back to them to complain about the deserters;
they simply replaced them. So, whereas on paper,
they had 70/30, in reality they ended up with
Chinese workers doing 100 percent of the work. It
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addresses China’s problem of employment at the
disadvantage of the African countries.

So, as sister countries, we’ve got to compare notes
and perhaps interact with China bilaterally but
also collectively. That way I think we can ameliorate
the chances of most of the African countries being

completely outsmarted.

McKinsey: To what extent do businesses in South
Africa have responsibilities to society such as
Jjob creation, good health, and poverty alleviation?

Kgalema Motlanthe: Most companies that oper-
ate in South Africa take their social responsibilities
very seriously. They pay attention to some of them,
even build schools in poor communities. If it were
possible, I would rather they—the ones that are

in the mining sector, for instance—empower local
communities and also improve on general infra-
structure in those communities. At the moment,
you’ll find that they create a compound—a small
town with all the resources that you find in a mod-
ern city—next to villages that are characterized

by the ravages of poverty and backwardness. I'd
hope that they would more or less have the same
impact as a university; if you build a university in
any location, it has an impact that advances the
rest of the community around it.

But with the mines, we’ve found that they construct
the road, which is only useful to the interests of
the mine, construct a rail line, which is only useful
to the mining interests, to the exclusion of the
local economy. And even with our black economic-
empowerment policy, it’s very rare that you find
the local community collectively is taken on board
as an empowerment partner in a broad-based
fashion. These companies tend to look for sophisti-
cated people who come from urban areas to take
on board as partners, to the exclusion of the local
communities. Even on simple matters like sporting



McKinsey on Africa June 2010

facilities for the youngsters and so on, they’ll have
sporting facilities for their own employees to the
exclusion of the rest of the communities. Therefore
the impact that they have is very limited.

McKinsey: Where does South Africa stand with
respect to private—public partnerships?

Kgalema Motlanthe: We already have examples
of private—public partnerships. One of the

best managed public hospitals in South Africa is
the Inkosi Albert Luthuli Central Hospital, in
KwaZulu-Natal, which is a private—public partner-
ship. And it works better than most private clinics.

We also have examples of that in the correctional
services, the prisons, right from construction

to completion of the project and the management
thereof. We are looking at private power produc-
ers in the energy sector. We are creating a new body
that would enable private power producers to
come onto the grid. In these days of challenges of
climate change and carbon dioxide emissions,
there are private power producers that develop

technology to extract gas from coal without mining
it. And we think it’s a great prospect; in the
future, that’s the way to go because most research
and development and manufacture of technology
happen in the private sector. There are only certain
areas where the public sector leads in that regard,
and the partnership, I think, can benefit the econ-
omy going forward.

McKinsey: South Africa has the highest number of
people infected with HIV in the world. The new
government undertook a broad-based campaign
to address HIV and AIDS—quite a different
stance from the previous government. How much
progress has the country made?

Kgalema Motlanthe: I chair a body called the
South Africa National AIDS Council and it brings
together all stakeholders: researchers, health
professionals, entertainment and sports personali-
ties, women, nongovernmental organizations,
people living with AIDS, religious leaders, and so
on. It brings together the broadest cross-section

of the South African population. We use that struc-
ture to lead and coordinate the government’s
efforts toward addressing the scourge of AIDS. On
World AIDS Day, on the first of December last
year, [president Zuma] announced a wonderful pro-
gram and only a week ago led the public launch

of a counseling and testing campaign. We want
people to know their status. We also have a men’s
sector in the South African National AIDS
Council. The men have been in the forefront of
championing circumecision because it is now
proved that with just male circumcision, the risk
of infection is reduced by about 60 percent.

So the campaign is going fairly well, I must say.
The awareness levels are very high. What we also
came to notice was that whereas [we had] this
great awareness, knowledge was still very low about
behavior. It’s about how people conduct them-
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selves. So it’s not just a question of treatment.

It’s more in prevention, so our messaging has been
focusing on prevention as well as ensuring

that those who are already infected receive the
antiretrovirals.

McKinsey: The recent economic crisis has raised
a lot of questions about the importance of values
in business. What is your advice to business on
how to think about values, as the representative of
a nation that has gone through a great struggle

in which values have played an important part?

Kgalema Motlanthe: Values are never a given.
They have got to be developed, worked upon,

and consolidated on an ongoing basis. Because if at
any given time we as a society or as sections of
society become complacent about them, we run the
risk of losing them.

It’s important to always understand that business
is about people. It’s about good will, and that

good will depends on integrity. It depends on ensur-
ing that there is good in what we do, rather than
doing business as though you are in a casino, as it
were. It’s important for businesspeople to under-
stand that business stands to gain better if they take
a long-term view, rather than to try and make
quick profits, which would just be spikes, and
tomorrow, once you lose the good will, the business
is bound to flounder. And that is why values are
very, very important.
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We are struggling ourselves, as a new democracy in
South Africa, to restore values. It’s an ongoing
struggle that we have to wage because we have just
embarked on our transition from an order that
was characterized by divisions—along racial lines,
along ethnic lines. We are therefore duty bound

to try at all times to bring to the fore the values that
bring us together as fellow South Africans, as
human beings, united in our diversity.

It’s been a struggle for us to embrace our common
history. We still find that even the history of this
country is looked at in a divided fashion. And we
say, it’s our common history. Whatever we did,

we must take ownership of this history. That’s how
we will be able to prevent ourselves and future
generations from sliding back into any system that
would once again divide our people. So, in a

sense, I'm saying from our own experiences, what
we can share with business leaders is that values
are never a given. They have got to be worked on
and consolidated on an ongoing basis. 0

Norbert D6rr and David Fine are directors in McKinsey’s Johannesburg office. Copyright © 2010

McKinsey & Company. All rights reserved.
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Helping Africans to jump-start
their industries



Bruce McNamer

! TechnoServe helps people in
developing countries to
build businesses that break the
cycle of poverty by generating
jobs and other income opportu-
nities. Over the past four
decades, the organization has
worked in more than 30 coun-
tries. In 2008 alone, it assisted
more than 1,300 businesses
across Africa, India, and Latin
America.
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A nonprofit’s work in Mozambique and other developing countries
shows how businesses there can break the cycle of poverty.

In 2004, 65 percent of the frozen broiler
chickens for sale in Mozambique were imported
from Brazil. To get to Mozambique, the chickens
were frozen and shipped through the Middle East.
By the time they arrived, they were often past
their sell-by date, in violation of Mozambican import
restrictions. Incredibly, the Brazilian product

was cheaper than the Mozambican one. Why?
Brazil’s agribusiness productivity and efficiency
are certainly the envy of the world. But if the
Mozambican poultry sector were at all competitive,
it would surely be able to sell home-raised

chicken more cheaply into a growing domestic
market than the Brazilians can.

Such situations are not limited to Mozambique.
There are significant possibilities in Africa

to unlock value in different industry sectors, and
these possibilities will grow over time. Success,
however, will require the government and business
to adopt a strategy based on an analytical and
market-oriented approach, customized for the sec-
tor and focused on helping enterprises and people
make money. While ultimately reliant on commer-
cial incentives and viability, this strategy will
probably require up-front, subsidized investments
to seed the market, as well as the coordina-

tion of stakeholders and interventions across the
value chain.

In the case of Mozambique’s poultry sector, our
nonprofit organization, TechnoServe,! with

a mandate and funding from the US government,
undertook a comprehensive value chain analy-

sis starting with demand and working through the
supply of feed, to layer and egg production, the
feeding and growing of chicks, processing, market-

ing, and, ultimately, retail consumption. Qur team
interviewed hundreds of participants in the
poultry and feed sectors and eventually assembled
a strategic plan that identified and quantified
potential demand, the major constraints along the
value chain, the high-leverage (and other)

points of intervention, and a specific industry-
development program.

As is so often the case, the constraints were multiple
and interrelated—a lack of locally available feed,
poor models for “outgrower schemes” to contract
with small-scale local farmers to raise chicks,

few successful entrepreneurs operating hatcheries
or abattoirs, few standards to ensure high quality
and sanitary compliance, no industry organization,
no retail marketing, and ineffective enforcement
of tariff and import regulations. Moreover, while the
overall economic returns were very attractive

if the hurdles could be overcome, gaining these
returns required an up-front investment and cross-
sector coordination that no single commercial
actor could undertake. But TechnoServe was able to
help the sector move forward with an approach
that emphasized pilots, learning, and expanding at
multiple points along the value chain, as well

as coordinating the involvement and integration of
multiple stakeholders.

That effort, involving thousands of soy and maize
farmers, took place in the feed grains sector, which
has grown into a $60 million business, from

$15 million, in five years. Work was undertaken to
provide business and technical training for small-
holder poultry farmers so that they could improve
their production practices and to help 11 com-

mercial poultry businesses upgrade processing
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machinery, expand production capacity, improve
the quality of broilers, and strengthen links

to smallholders. A trade group, the Mozambican
Aviculture Association (AMA), was organized

to represent the industry’s interests and to launch
a multimedia campaign throughout the country
promoting the consumption of locally produced
poultry. Producers increasingly use the AMA

seal on their products, as consumers associate it
with a quality, standardized product. Mozambique’s
government played an extensive role in the
enforcement of import regulations. Along with
Cargill, Michigan State University, and the
University of Minnesota, the government also
helped introduce bio-security measures and
contingency planning for food safety in response to
the threat of avian influenza.

Between 2004 and 2009, the Mozambican poultry
industry grew more than fourfold, with annual
production reaching upward of 23,000 tons of
chicken meat in 2009 and consumption of locally
produced chicken rising to 76 percent of the total
market. More than 1,200 poultry jobs have been
created. More than 2,500 small-scale farmers were
trained and began participating in outgrower
production operations, leading to two- to tenfold
increases in these farmers’ household incomes.
Poultry processors’ annual revenues have increased
to $80 million, from $20 million. And the
industry continues to grow. TechnoServe’s focus in

Mozambique is now upstream (on a host of oppor-
tunities for the broader commercialization of

the soy sector) and downstream (on the potential
for retail chicken franchise stores).

In the past ten years, TechnoServe has similarly
engaged with the cashew, fruit, forestry, and
tourism sectors. Each of those interventions was
different—customized for the particular oppor-
tunities and constraints of the individual sector.
Yet all looked to apply donor funding to a rigor-
ous analysis of the sector and to targeted, time-
limited, and integrated interventions across

the value chain to catalyze longer-term industry
growth. The overall impact for Mozambique

was substantial: an estimated GDP boost of 5 per-
cent, more than 8,000 new jobs, the integration

of nearly 100,000 farmers into commercially viable
value chains, and more than $50 million in
capital mobilized in support of new opportunities.

Mozambique is just one example. This is not easy
work. But it is important and if done right can
catalyze vibrant, substantial, and poverty-reducing
economic growth.o

Bruce McNamer is president and chief executive officer of TechnoServe. Copyright © 2010 McKinsey & Company.

All rights reserved.
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