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1 Macro-fiscal sustainability 
 
The advanced economies, in the context of the Covid-19 economic shock, have had access 
to debt finance at near-zero real interest rates. The financial architecture that has made this 
possible includes highly integrated global markets and the continuation of large-scale 
“quantitative easing” balance sheet interventions by major central banks. These measures 
were initiated in the wake of the 2019 recession, and have mitigated the risk of sovereign 
defaults, systemic financial institution failures and the associated contagion effects on 
business activity, employment and incomes. 
 
This financially accommodative environment is likely to continue through a protracted post-
Covid-19 recovery period. 
 
African economies do not typically have direct access to market-based funding at these low 
interest rates. Even in countries with currencies that are linked to the dollar or euro, or 
persistently low inflation, access to capital markets is constrained by low levels of sovereign 
bond liquidity, high risk premiums and limited access to long-term debt instruments. 
Partially offsetting these limitations, lower income countries have some access to 
concessionary and grant funding for budget support or dedicated purposes. 
 
The current economic shock has negative effects on government revenue, and requires 
compensatory spending measures, everywhere. For the recovery period ahead, which may 
extend over several years, fiscal sustainability in many countries will depend in part on 
access to finance at low cost.  
 
Multilateral financial institutions play a critical intermediary role in channelling global 
financial resources to developing countries on affordable terms, sometimes blended with 
concessionary elements. The African Development Bank is a leading partner in these efforts 
on the continent.  
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There is a difficult balance to be struck between common approaches to these financing 
facilities and their adaptation to local circumstances. There are important differences 
between countries to consider – some face negative balance of payments effects, others 
don’t; some are dealing with the impact of Covid-19 alongside drought or other food 
security challenges; some countries are able to absorb budget support funds through 
established institutions, others need accompanying technical support or more selective 
interventions. 
 
Several complementary objectives need to be pursued by the AfDB and its partners In their 
coordinating and advocacy efforts on both government funding support and financing of 
private sector investment and recovery: 

• Short- and medium-term relief finance will often be required, but this should not be 
at the expense of affordable long-term infrastructure and development funding. 

• Where joint efforts serve collective and global purposes, for example in health 
monitoring and preventive services and in climate mitigation programmes, joint 
governance and management arrangements should be sought, together with fair 
and enduring shared financing burdens. 

• Global and continent-wide initiatives have their place, but more rapid progress can 
often be made in regional neighbourhood partnerships. 

• Deliberate and concerted efforts are needed to ensure that the benefits of low-cost 
global finance initiative extend to all countries on fair and affordable terms. 

  
 

2 Budget Management 
 
Many countries face budget difficulties in the present circumstances, but for various 
reasons: 

• Revenue shortfalls associated with lower prices for oil or other exports, 
• Weak tourism related revenues, 
• Spending increases on health and social protection, 
• Public service wage and employment pressures, 
• Financing requirements of state-owned companies or public entities 
• Exchange rate depreciation and associated debt costs, 
• Amongst others. 

 
“Comprehensive” expenditure and tax reviews are often proposed in circumstances of fiscal 
stress. But the information and expertise requirements of these exercises are formidable. It 
is often more sensible to undertake broad diagnostic assessments to identify more obvious 
budgetary pressures and then focus efforts on the necessary remedial measures. 
 
Progress is unlikely to be made on significant tax and spending reforms without strong 
political support. An understanding of the political imperatives and ongoing engagement 
with political office-bearers is essential. 
 
Short-term measures to address budget constraints are sometimes counter-productive – 
wage freezes lead to pressure for large later adjustments; cutbacks in maintenance of 
infrastructure lead to higher future rehabilitation costs. But the budget is typically a one- to 
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three-year project; deliberate efforts are needed if longer term fiscal pressures or 
institutional reforms are needed. 
 
 

3 Public service delivery and development of markets 
 
Demand for government services always exceeds capacity – though priorities and 
circumstances differ greatly between countries, there is always a need to review and 
explore reforms in the balance between public service delivery and the development of 
markets. 
 
In the main social services – health, education and social insurance – the advanced country 
model favours comprehensive public funding and organisation of service delivery. But this is 
never fully achievable, even in rich countries. The central budget office and its analytical 
support capacity are critical to the ongoing realignment of the scope of public services and 
complementary support for or regulation of markets.  
 
The budget is so central to the Finance Ministry’s role that the tendency is to downplay or 
overlook the possibilities for blended funding, alternative service delivery arrangements or 
private sector development. 
 
This has many possible implications – examples include: 

• Business sector partnerships in funding and delivery of skills training and vocational 
education, 

• Cost recovery from higher income users of health and education services, 
• Regulation of retirement funding and insurance markets, 
• Co-funding of agricultural support, insurance and credit markets, 
• Tax measures that encourage investment and long-term market development 
• Joint government and business funding of local infrastructure improvements and 

enhanced services, 
• Public private partnerships that bring competitive market disciplines into service 

delivery and long-term infrastructure maintenance, 
• Licencing of transport, communication and other network industry operators. 

 
 

4 Urban development and municipal finance 
 
Cities are the great engines of social progress and industrial development. But if urban 
populations expand rapidly and infrastructure investment lags behind, or urban planning is 
weak, cities can be dangerous and unhealthy. Covid-19 has brought new anxieties to the 
urban landscape and its dense settlement features. 
 
Africa has many large fast-growing urban centres, with a myriad of planning problems, 
transport bottlenecks, water and sanitation shortfalls, power and communication backlogs 
and social service failures. 
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Sound, long-term urban planning and development require considerable expertise, and this 
should be prioritised in training and capacity building and international partnerships. Urban 
development also requires the evolution of strong municipal revenue sources. If these are in 
place and can be relied on, debt can be raised for substantial investments and urban 
improvements. 
 
Strengthening of municipal revenue capacity depends in part on how the national fiscal 
structure leaves “space” for local government. This can take various forms – property or 
land taxes, business levies, betterment charges, user charges for municipal services, for 
example. 
 
Without strategic and targeted national support for municipal fiscal development, economic 
and social progress will be held back by urban market failures and congestion. 
 
      

5 Modernisation and raising living standards 
 
With social interaction in lockdown, this year will be something of a turning point in the 
adoption of electronic communication, online commerce and virtual learning activities. 
These and other technological shifts represent a modernisation wave with possibilities and 
outcomes that we are still learning about. 
 
But we should not forget that higher living standards also depend on infrastructure, 
technologies and investment associated with earlier industrial revolutions. American 
macroeconomist Robert Gordon argues that the most important technological contributors 
to improving ordinary peoples’ lifespans and living standards had their roots in late 19th 
century inventions – the telephone, municipal water-borne sanitation, electricity, motorised 
transport, factory-made clothing and textiles, industrial building methods. 
 
There is a sense in which Africa faces an imponderable social investment dilemma – so 
much more is possible under modern communications and technological conditions, yet so 
much remains to be done in familiar, old-fashioned improvements in living standards. In 
both, there are many ways in which governments can complement market-based 
development, and many ways in which cross-border cooperation can expand markets and 
improve the efficiency of social investments. Both governments and our leading financial 
institutions need to seek a prudent balance between modernisation through new 
technologies, and modernisation through investment in basic infrastructure and services. 
 


