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First, I would like to thank Norfund for the possibility to comment on this very 

rich paper. It raises important issues. 

I have limited time, so I will first say that I enjoyed the analysis of developed 

economies. I agree to that demographics and productivity point at low GDP-

growth, and low return in the future. I also agree that GDP-growth, and the 

return to capital will be higher in emerging and frontier markets.  

But I think that Kapoor is overly optimistic, and does not sufficiently distinguish 

between more successful countries, and those struggling. 

I will focus on Sub Sahara Africa, since my interest, and the Norfund mission is 

much in this region. 27 of the 28 poorest countries in the World are here. Here 

GDP per capita is declining, and it is a risk of a new debt crisis. 

First, I will take a brief look back. 

The were good economic development in the region in the 1960s and 70s. But 

the policy of import substitution with too many “white elephants”, a decline in 

terms of trade, and irresponsible borrowing, ended with a debt crisis. GDP per 

capita declined in the 1980s and 90s.  

After 2000 many were talking about “Africa rising”.  But the positive 

developments mainly reflected an increase in demand for raw materials, and 

expansionary policy, which was partly financed by debt relief. We did not see 



positive structural change. In fact, in 2000 manufacturing was 13 per cent of 

GDP, now it is 10 per cent.  

In 2014 GDP per capita started to decline, and it was about 2 per cent lower in 

2018 than 2014. The picture is mixed. Developments are weak in large 

economies such as Nigeria, South Africa and Angola. In several low-income 

countries there are relatively high GDP growth.  

In 2000 median debt in in low income countries was almost 100 per cent of 

GDP. Debt relief reduced this to 33 per cent in 2013. Now debt is again 

increasing. Debt service in low income countries went from 7 per cent of public 

income in 2010 to 12 per cent in 2017. 

The number of low-income countries in debt distress and high risk of debt 

distress more than doubled between 2013 and 2019. Of the 38 IDA countries in 

Sub-Sahara Africa 6 are now in debt distress, and 12, including Ethiopia, are at 

high risk.   

I think Kapoor has a too optimistic view on the economic potenital of a large, 

young population.  

In Sub Sahara Africa population was 180 million in 1950. Now it is 6 times 

larger, above 1 billion. There are 5 children per woman. Population growth is 

almost 30 million a year.  

This is both a result of poverty, and is contributing to poverty, through 

malnutrition and stunting, low educational attainment, and problems of getting 

a job.  High fertility is also associated with low savings.  

The working age population increases by 12-14 million a year. The African 

Development Bank estimates that only 2-3 million get a job.  60 per cent of the 

population live in rural areas, and farm sizes decline. High population growth 



contibutes to ethnic competition over scare agricultural land and major 

displacement of people. It also makes the impact of climate change difficult to 

handle.  

The population in the cities are much in the informal sector, underemployed, 

and a potential force for social unrest.  We see that in many African countries, 

including Ethiopia, we also saw this in the Arab spring. 

I agree with Kapoor that the private sector is most important for employment. 

Also, I agree that low savings is a major obstacle for development. 

In the World Bank Enterprise Surveys firms in Sub Sahara Africa list finance as 

the largest single obstacle, followed by electricity, and corruption at third 

place. Credit to firms and stable electricity is important for employment and 

growth, so I will discuss this. 

The successful countries in East Asia took account of that investment does not 

only give return to the investor, but also increases GDP through employment, 

and moving labor from agriculture to higher productivity activities. They 

increased savings by rationing credit for households, and subsidized credit for 

infrastructure, export industries and agriculture. We also did the same in 

Norway after the war.  

The industrialization strategy in Africa with import substitution, and politicized 

finance, created many “white elephants”. The “Washington consensus” that 

followed, focused on liberalizing capital markets, allocating capital to the areas 

with highest private return. This does not take account of employment effects 

of finance, which might be large in countries with large underemployment, and 

need for economic transformation. In Africa, financial reforms may have 

contributed to low savings, and increase in credit to middle class households.  



Financial inclusion – giving poor people access to financial services – is a 

priority development target. This now happens rapidly in many countries 

through digital solutions. While inclusion in East Asia, and Norway after the 

war, gave access to payment services, and organized savings, in many countries 

in Africa it gives the possibility to borrow without collateral. In South Africa 8 

million people now have such loans. They are poor, only 10 per cent have other 

loans with collateral. Interest are up to about 200 per cent. Two thirds pay 

more than a quarter of income. 40 per cent of customers are in default. But 

high interest rates and aggressive collection, means that this business is very 

profitable. There are similar reports from other African countries.  

It matters for growth, employment and external balance if credit flows go to 

firms or to households. In Sub Sahara Africa credit to firms is victim to low 

savings, and it is caught between government and household borrowing. 

On average African firms face about two hours of power outages a day. The 

outages substantially reduce sales, profits and capacity and will to invest. Parts 

of investment is also used for diesel generators at high cost.  

An important cause for lack of security of supply is that one connects new 

customers and households to the grid, even if there is a lack of electricity, and 

prices are below market clearing levels.  This leads to rationing. Prices lower 

than cost further undermine the economy of the utilities, and poor 

maintenance results in more outages.  

The lack of secure power reduces tax income from business and the 

population. In addition, there are huge deficits in the power utilities. This 

combined contributes to the debt problems in the region. The approach of 

giving priority to households, and disregarding security of supply for business, 



has not been effective. Due to lack of finance, but also other factors, per capita 

electricity consumption in Sub-Sahara Africa today is not higher than in 1980.  

In Norway, other Western countries, and East Asia households were electrified 

on the back of business expansion. The countries gave priority to security of 

supply for business and industry. This contributed to rapid economic growth. 

The policy for rural electrification did not substantially compromise security of 

supply. 

This intervention has been a bit gloomy. There are of course big differences 

between the 49 countries in Sub Sahara Africa, and different opportunities in 

different sectors. 

Due to high risk, small projects demanding large overhead, and high cost of 

information, it is difficult to mobilize private capital. I agree that blended 

finance and DFIs might play an important role. I much agree with Kapoors 

advice om how to improve the role and efficiency of DFIs. 

Foreign investment face many of the same problems as African firms. It is very 

important that DFIs and others contribute to improving the general climate for 

job creation, because what is most important for development is to improve 

business conditions for African firms.  

 


