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1.1 Background Information
• Globally, there is wide recognition of the importance of education 

in socioeconomic development of countries in general and those in the 
developing world in particular. 

• However, This study  is relevant  in Nigeria now than ever before. Nigeria, 
like the rest of the developing nations  is undergoing  fundamental social, 
economic  and  political  reforms.  In  Education,  the  impetus  for  these 
reforms  derives  from  the  commitment  to  the  implementation  of 
international protocols such as Education for All (EFA), the United Nations’
Millennium Development Goals (MDGs) as well as the National Economic 
Empowerment  and  Development  Strategies  (NEEDS)  and  the  7‐ Point 
Agenda of this administration. These are challenges that have enormous 
implications  on  the  education  system.  The  study  on  progressivity of 
spending  is  relevant  in  facing  these  challenges  because  the  study  will 
demonstrate the central role the education funding will play  in achieving 
some of these goals.



Background Information(ctd)

• In addition,  the on‐going education sector  reform has 
resulted in the evolution of new policies, initiatives and 
strategies  required  to  put Nigerian  education  system 
on the desired pedestal of efficiency and  functionality 
to meet  the  challenges of  carrying Nigeria  country  to 
the threshold of one of the top economies of the world 
by  the  year  2020.  However,  according  to  Nigerian 
Minister for Education there are some policy gaps and 
implementation  backlog  that  need  to  be  addressed 
(FME,  2009).  These  can  be  handled  by  analytical 
information  of  education  in Nigeria which  a  study  of 
this type can provide.



Background Information (ctd)
• At the E‐9 Education Ministers Review Meeting held in 
Bali,  Indonesia  in  April  2008  it  was  revealed  that 
Nigeria was one of only two countries that were at risk 
of not meeting the targets of EFA. 

• There is therefore need for concerted efforts from the 
part of  researchers on  education,  education  planners 
and government. 

• However,  for  education  planners  and  government  to 
be effective  in the formulation and  implementation of 
education  policies,  they  require  scientific  information 
on economics of education which  is  limited  in Nigeria. 
This  study  will  fill  this  vacuum  of  lack  of  scientific 
information  on  the  distributional  impacts  of 
educational efforts and spending in Nigeria.



Background Information (ctd)
• Moreover, In the interest of economic and social progress, 

the use of public resources must emphasize efficiency and 
equity. 

• The efficient management of  these  resources  is critical  to 
growth, to human capital formation, and to the welfare of 
the poor. 

• Public  expenditures  offer  significant  opportunities  for 
promoting  growth  and  the  equitable  distribution  of  its 
fruits (Mainardi, 2007). 

• The  issue  of  equity  in  distribution  of  economic  benefits 
from  public  investment  in  human  capital  development  is 
critical  in Nigeria because of pervasive poverty (more than 
54% of population have been officially reported to be poor) 
with  high  inequality  (income  inequality,  education  access 
inequality, health access inequality etc).



Background Information (ctd)

• In  Nigeria,  accompanying  economic  growth 
that  was  experienced  in  80s  and  90s  was 
serious  income  inequality, disparity  in  access 
to  basic  education  and  health,  which  are 
believed  to  have  widened  substantially 
(Oyekale,  et  al,  2006).  All  these  make  the 
study  on  distributional  effect  of  public 
spending  on  education  not  only  timely  but 
also  essential  for  economic  development  of 
Nigeria. 



Theoretical Framework
• Benefit  incidence  analysis  (BIA)  is  better  understood  in  relation  to  the 

concepts of targeting and progressivity of social spending

• One way to assess the targeting of government subsidies is with reference 
to  the  graphical representation  of  the  distribution  of  benefits,  i.e., 
concentration curve or benefit concentration curve. A concentration curve 
is generated by plotting the cumulative distribution of “benefits” of public 
spending  on  the  y‐axis  against  the  cumulative  distribution  of 
population sorted by per capita income on the x‐axis. One can assess the 
progressivity or regressivity of a public subsidy by comparing the benefit 
concentration curve with the 45‐degree diagonal and the Lorenz curve of 
income/ consumption 

• The  diagonal  indicates  neutrality  in  the distribution  of  benefits.  If  the 
distribution of benefits  lies along this  line, the poorest 10 percent of the 
population  gets 10 percent of  the  subsidy  (could be  income, benefit  or 
consumption); poorest  20  percent  account  for  20  percent  of  the 
expenditure; and so on. 



Theoretical Framework (Ctd)
• The distribution of benefits  is said to be progressive  if the  lower  income 

groups receive a  larger share of  the benefits  from government spending 
than  the  richer  income  groups.  For  instance,  if  the  concentration  curve 
lies above the diagonal, then the poorest 10% of the population receives 
more than 10% of the benefits and the distribution of benefits  is said to 
be progressive in absolute terms (Figure 1). 

• Conversely,  if  the  benefit  concentration  curve  lies  below  the 
diagonal,  then  the  poorest  10%  of  the  population  captures  less 
than 10% of the benefits and the distribution of benefits  is said to 
be regressive in absolute terms.

• On  the other hand, a benefit  concentration  curve  that  lies above
the Lorenz curve of income signifies progressivity of public subsidy 
relative to income. To wit, the benefits share of the poorest 10% of 
the population  is  larger  than  its  income  share  (Hakro and Akram, 
2007).



Figure 1:  Lorenz and Concentration Curves



Brief Literature Review of Progressivity of 
Government Spending

• A  vast  body  of  literature  exists  on  the  incidence  of  government 
expenditures.  Most  of  the  studies  have  used  the  benefit  incidence 
approach  on  household  data.  Findings  demonstrate  that  public 
expenditures  are  either  progressive  or  regressive  and  the  share  of 
different  income  groups  varies  depending  on  the  distribution  of  the 
benefits of the public expenditures across region, caste, religions, gender 
etc (Hakro and Akram, 2007).

• The  studies  which  demonstrate  progressiveness  such  as  Rasmus  et  al. 
(2001) focus on the incidence of the public expenditure on education and 
health (Mozambique data). Their result indicates that the poorest quintile 
of  income  groups  receives  14  percent  of  total  education  spending;  the 
poorest  half  receives  36  percent,  and  the  richest  quintile  receives  33 
percent.



Literature Review (Ctd)
• Hyun  (2006)  by  using  household  data  from  Thailand  concluded  that

government subsidies (in‐kind transfer  income) benefit the poor and can 
reduce  poverty. With  a  data  set  from  Ecuador,  Younger  (1999)  used  a 
combination of benefit and behavioral approaches and found that public 
spending  improves  health  and  education  indicators  in  developing 
countries.

• Cross  country  studies  such  as  Gupta  et  al  (2002)  used  56  data  sets 
(developing  countries)  and  showed  that  the  increase  in  public 
expenditures on education is associated with improvement in both access 
to and enrollment in schools

• Studies  that  determine  the  regressiveness  of  the  incidence  of  public 
expenditure  such  as  Norman  (1985)  concluded  that many  government
expenditures on education and health benefit upper  income more  than 
the lower income groups. 



Literature Review (Ctd)

• Hamid et al. (2003) has also shown evidence of substantial cross‐country
heterogeneity.  The  subsidies  in  education  can  be  progressive  or 
regressive; normally these subsidies are progressive at the lower levels of 
education and regressive at higher levels. 

• Demery and Verghis (1994), using a data set from Kenya, concluded that 
primary education spending was strongly progressive  in absolute as well 
as  in  relative  terms while  secondary  and  university  education  spending 
were  regressive  in  absolute  terms,  and  weakly  progressive  relative  to 
income. 

• A  review  of  evidence  from  benefit  incidence  of  public  spending  in 
developing countries  (Chu et al. 2000, covering 55 such studies; see also 
the  summary by Killick 2002) highlights  some  important  findings.  In  the 
majority  of  cases,  overall  public spending  in  each  of  the  areas  of 
education, health and transfer payments was found to be progressive, but 
it was often poorly targeted, most often in sub‐Saharan Africa.



Literature Review(Ctd)
• Targeting  was  poorest  in  transition  countries  and  sub‐Saharan 

Africa,  the  latter  fact is  consistent with  the  findings  reported  by 
Castro‐Leal et al. (2000), who survey several African countries.

• How  progressive  and  well‐targeted  education  spending  is  also 
depends on the  level under consideration. Thus primary education
is  everywhere  progressive  and  well  targeted in many  instances, 
although again the record of targeting is less good in Africa, even at 
primary level (as also reported Castro‐Leal et al. 2000). 

• This  poor  targeting becomes  more  apparent  once  allowance  is 
made for the fact that poorer groups often have more school‐aged 
children, something many benefit  incidence studies do not do. Of 
course this reflects differences in enrolment rates according to the 
income  group.  As a  consequence  of  this,  spending  on  secondary 
education in Africa is still less well targeted to the poor.

• However,  in  Asia  and  Latin  America  spending  on 
secondary education  is  quite  well  targeted  (Killick  2002);  this  is 
partly  a  consequence  of  the  higher overall  level  of  secondary 
enrolment in these regions.



Literature Review(Ctd)

• In  the  vast  majority  of  countries  the direct 
benefits of  spending  in  higher  education  accrue 
predominantly  to  those  in  the richest  groups; 
again patterns of enrolment lie behind this.

• As  might  be  expected,  public  spending  on 
transfers  is more  likely  to benefit poorer groups 
disproportionately where measures are designed 
to build targeting into their delivery (such as food 
stamps  in  Jamaica;  Grosh  1995a  and  1995b). 
Otherwise they are often not well targeted, even 
if progressive (Chu et al. 2000).



Research Methodology

Data Collection and Sources
The  study  made  used  of  primary  and  secondary  data  from 

Nigeria. The primary data were obtained from National Living 
Household  Survey  of  2004  and  Core  Welfare  Indicator 
Questionnaire  of  2006  from National Bureau  of  Statistics  in 
Nigeria. The secondary data were obtained from Central Bank 
of Nigeria  Statistical  Bulletin  and Abstract  of  Statistics  from 
National Bureau of Statistics. The relevant data were analyzed 
using  Graphical  Analysis,  Benefit  Incidence  Analysis  and 
Kakwani Progressivity Index. 



Benefit Incidence Analysis

• The purpose of benefit incidence is to identify who benefits 
from public spending and how much. The benefit incidence 
approach measures how much the income of a household 
would have to be raised if the household had to pay for the 
subsidized public services at full cost. The beauty of this 
approach is that it uses the information on the cost of the 
publicly provided goods and services, taking into 
consideration the uses of goods and services by the 
different income groups and finally finds out the estimates 
of the distribution of benefits. The individual beneficiaries 
are grouped by their income level, but they can also be 
grouped by geographical area, ethnic group, urban and 
rural location, gender and so on. In analyzing the incidence 
of public expenditures in education in Nigeria, this 
grouping is formulated on the basis of income.



Benefit Incidence Analysis
In practice, the conduct of  incidence analysis generally  involves three steps. 

The steps I took are the following:
• 1.  I obtained the estimates of the unit cost of education expenditure on 

primary and secondary schooling from public expenditure accounts. 
• 2.  I  imputed  the  subsidies  to  the  households  identified  as  user  of  the 

service by using information available on use by different income groups. I 
obtained  enrollment  rates  in  public  schools  across  population  quintile 
ordered by income level ranging from poor to rich as reported by different 
households in the surveys. The improvement I made here to improve the 
estimation  of  Benefit  Incidence  Analysis  is  to  use  the  net  school 
enrolment  in  the household  instead of gross enrolment. This  is because 
poor families may have more school‐aged children than the rich families. 
According  to  Castro‐Leal  et  al.  (2000),  the  progressivity  and  targeting 
estimations will become more apparent once allowance  is made  for the 
fact that poorer groups often have more school‐aged children. 

• 3.  I  aggregated  households  in  groups  ordered  by  income  and  then 
distributed  the  benefits  among  the  different  groups  to  arrive  at an 
estimate of the  incidence of per capita subsidies accruing to each group. 
This is presented in Table 11



Measurement of Progressivity Index

Kakwani (1977) defined progressivity in terms of the elasticity of tax function 
T (x) with respect to income (x). It is derived from the principle of Lorenz 
curve. Let Lx(P) be Lorenz curve( a graph depicting the variance of the size 
distribution of income from perfect equality) for prepayment income. Let 
Lc(P)  be  the  payment  concentration  curve  obtained  by  plotting  the 
cumulative  percentage  of  the  population  ranked  according  to  pre‐
payment  income on  x‐axis, and  the  cumulative percentage of education 
payments  on  the  vertical  axis.  For  a  proportional  education  payment 
system, then the Lx(P) curve and Lc(P) curve must coincide. Progressivity 
is  then measured  by  departure  of  Lc(P)  from  Lx(P).  Thus,  the  Kakwani 
index of progressivity of education payment on prepayment is:

dpPLPLKorPLPLK xcxc )()(2)()(
1

0

−=−= ∫



Measurement of Progressivity(Ctd)
• For  a  progressive  education  payment  system  K  is  positive.  For  a 

proportional system K is zero and for a regressive system K is negative.

• K has limits between –2.0 and 1.0. It is –2.0 when all pre‐payment income 
is concentrated  in the hand of one  individual while  the payment burden 
falls on somebody else.

• It  is 1.0 when pre‐payment  income  is shared equally while  the payment 
burden falls on someone else. 

• It should be noted  that  the Kakwani  Index of Progressivity could also be 
zero  if  the Concentration and Lorenz curves were  to cross;  the negative 
and positive differences between them cancel. 

• Given  this,  it  is  important  to use Kakwani  Index of Progressivity, or any 
summary  measure  of  progressivity,  as  a  supplement  to,  and  not  a 
replacement  of,  the more  general  graphical  analysis  ( O’Donnelle  et  al, 
2007). 



Measurement of Progressivity(Ctd)
• I  adopted  the  approach  of  O’Donnelle  et  al  (2007)  by  comparing  the 

Lorenz curve of prepayment income [G] with post payment concentration 
curve [C]. 

• Therefore the progressivity is given as: C ‐ G, 

• Where  C  is  the  concentration  index  for  post  payment  income  for 
education, 

• G  is  the  Gini  coefficient  of  prepayment  income.  This  is  twice  the  area 
between post payment concentration curve and the Lorenz curve. 

• A  negative  number  indicates  regressivity  and  a  positive  value  indicates 
progressivity. 

• In the case of proportionality, the concentration curve  lies on  top of the 
Lorenz curve and the Kakawani Index is zero. 



Results and Discussions of Benefit Incidence 

Table 11: Benefit Incidence of Education Spending in Primary and Secondary Education in 2004 

 Primary School Secondary School 
Quintile Net 

Enrolment 
Relative 
Enrolment 

Share of 
Government 
Expenditure 

Net 
Enrolment 

Relative 
Enrolment 

Share of Government 
Expenditure in billion 
Naira 

Poorest 20% 61.05 18.58 6.21 37.58 18.49 5.05 
             20% 63.73 19.40 6.48 43.25 21.28 5.82 
             20% 68.78 20.90 6.99 40.97 20.15 5.50 
             20% 64.74 19.70 6.58 31.90 15.69 4.29 
Richest 20%  70.36 21.41 7.16 49.59 24.39 6.66 
Total 328.66 99.99 33.42 203.29 100.00 27.32 
Source: Author’s Computation Based on Central Bank of Nigeria Statistical Bulletin, 2008 

 



Graph of Progressivity of Primary Schooling in 
Nigeria
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Graph of Progressivity of Secondary Schooling in 
Nigeria
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The Dominance of Progressivity of Primary 
schooling Over Secondary Schooling in Nigeria
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Results and Discussions of Progressivity Indices
As a result of poor education  funding  in Nigeria by the government, people 

have to bear the burden of payment for education by themselves.

In  fact,  apart  from  period  of  1970  to  early  1980s  (before  Structural 
Adjustment  Program,  SAP),  Imahe  and  Alabi(2005)  have  shown  that 
almost  all  the    educational  institution,  right  from  kindergarten up  to 
University charges one form of fees or the other. 

This out of pocket payment  for education  for  individual  implies  that  school 
enrolment discussed previously is not automatic. 

The parents have to pay one form of charges or the other for their children to 
be enrolled. 

The way this out of pocket payments are distributed can increase or increase 
income inequality. 

In order to test that, we need to examine the income distribution before the 
education payment (pre payment Gini) and  income distribution after the 
education payment (post payment Gini). 

The next section of the paper is devoted to that. 



Results and Discussions of Progressivity Indices 
(Ctd)

Table 13:  Indices of Progressivity in Education Spending in Nigeria 

Index Estimate 

Gini of Pre-payment Income(G) 0.58 

Concentration Index  of Post-payment Income for Primary School(Cp) 0.61 

Concentration Index  of Post-payment Income for Secondary School(Cs) 0.63 

Kakawani Index of Progressivity for Spending in Primary School (Cp – G) 0.03 

Kakawani Index of Progressivity for Spending in Secondary School (Cs – G) 0.05 

Concentration Index for Enrolment in Primary School 0.16 

Concentration Index for Enrolment in Secondary School 0.22 

Source: Author’s Computation Based on NBS (2004) and CWIQ (2006) 



CONCLUSION
• The  study  reveals  that  the  richest  group  benefits more  than  the 

poorest group  in public education expenditure  in Nigeria and they 
spend more on their children than the poor. 

• The study also demonstrates that education spending  in Nigeria  is 
progressive  in  relative  terms,  primary  education  being  more 
progressive than the secondary schools. 

• This  estimate  of  progressivity  implies  that  the  educational 
opportunities are more evenly distributed than the income. 

• However,  the spending  is  regressive  in absolute  terms, suggesting 
that the spending is not strongly income equity enhancing. 

• It  also  shows  that  the  spending  is not well  targeted  at  the  poor, 
hence is not pro‐poor.  

• Therefore  as  a  result  of  the  existence of  a  positive  link  between 
access to, and  level of, education on one hand and  involvement  in 
the  more  remunerative  activities on  the  other  it  can  be 
recommended that education spending  in Nigeria should be made 
pro‐ poor. 



POLICY RECOMMENDATIONS
• Pro‐poorness  demands  that  equity  should  be  at  the  centre  of 

education financing strategies  in order to reach the disadvantaged 
households and children in Nigeria.

• A focused education programme for the children of the farmer and
the  fishermen  in  the  rural areas may also be  relevant  to  increase 
the pro‐poorness of education funding in Nigeria.

• There should be need to increase spending on education with focus 
on primary education. The percentage of GDP devoted to education
should be  increased  to an average of 5% which  is  the average  for
the  Sub  Sahara  African  countries.  The  proportion  of  education 
budget allocated to basic education should be increased to 50% as 
the case  in other Sub Sahara African countries and as  the case  in 
Nigeria before independence. 

• The policy of Public‐ Private Partnership of Obasanjo’s government 
should be rigorously pursued.  In the partnership arrangement, the 
private organizations  are expected  to  take  care  (provide  financial 
support)  of  the primary  schools  located  close  to  their  firms.  This 
serve as community and social responsibility.
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Introduction
• Investing massively in the education of the poor is one of few instruments 

through which it seems possible to both accelerated growth and improved 
income distribution  (Bourguignon, et al, 2005). Such a strategy has been 
repeatedly recommended in the development  literature over the past 30 
years

• According to EFA (2009), education is basic human right and is also crucial 
for  improving  child  and  maternal  health,  individual  incomes, 
environmental  sustainability, economic  growth, and  for driving progress 
towards  all  the  Millennium  Development  Goals  (MDGs).  Accelerated
progress in education could play an important role in getting the world on 
track to achieve  the wider MDGs. Recent research has reinforced earlier 
evidence  on  the  key  role  of  education  as  a  catalyst  for  human 
development  (EFA, 2009). The  links run  two ways. Progress  in education 
can unlock progress  in health, nutrition and poverty  reduction, and vice 
versa. This has important implications in areas where the MDG outcomes 
are  lagging  far  behind  target  levels(reduction  in  poverty  and  child 
mortality and nutrition).



Introduction (Ctd)
Labour  force  is  one  of  the  factors  that  Nigeria  has  in 

abundance(157 m population)
However,  for  labour  force  to  be  of  significant  resource,  it 

must  be  of  good  quality,  and  this  is  what  is  limited  in 
Nigeria (Nnadozie, 2003). The only way to improve the skill 
of  labour force  is by  increasing and  improving educational 
and training opportunities. The problem arises when these 
educational opportunities are not evenly distributed.

Datta  (1984)  shows  that educational opportunities  in Africa 
are  neither  equitably  distributed  among  different  region 
and sections of the population, nor are they evenly utilized. 

Alabi (2008) has demonstrated that accessibility to education 
in Nigeria  is biased  in  favour of Southwestern  region,  the 
wealthy and urban areas in Nigeria. 

The  question  is  that  what  are  the  consequences  of  this 
uneven distribution of educational opportunities?



Introduction(Ctd)
Unequal opportunities in education are problematic for at  least three 

reasons. First, they are intrinsically unfair. 
They  run  counter  to basic precept about what a  socially  just  society 

should  look  like‐ and  violate  the  idea  of  education  as  a  basic, 
universal human right. 

Second,  inequalities  in  education  are  undermining  progress  towards 
Education for All and specified goal of Universal Primary Education 
(UPE) by 2015. 

Third,  apart  from  consideration  of  fairness,  equity  and  compliance 
with  global  development  commitments,  extreme  inequality  in 
education are inefficient. 

They  contribute  to  reduced  opportunities  for  social  and  economic
progress in many areas. 

In short, overcoming inequalities in education is not just the right thing 
to do; it is also the smart thing to do. 

Removing  these  inequalities  is  the  cornerstone  of  Education  for  All 
Goals



Introduction (Ctd)
However, in order to remedy these inequalities, we need to know the 

extent of these inequalities, investigate the underpinning causes of 
these  inequalities,  and make  policy  recommendations  on  how  to 
redistribute the education  in Nigeria. This  is the main focus of this 
study. This study investigates the extent of inequality in distribution 
of  educational  opportunities  in  Nigeria.  It  examines  the 
redistributive  effect  of  the  spending  and  makes  policy 
recommendations  on  how  the  educational  opportunities  can  be 
redistributed and to improve its redistributive effect in Nigeria. 

This  is  study  is  relevant  now  in  Nigeria  considering  the  present
problems Nigerian  education  system Nigerian  is  passing  through. 
Some of these problems are discussed in the next section. More so, 
the  gap  between  the  rich  that  is  already  wide  in  Nigeria  can 
continue  to  increase  if  the  way  the  resources  utilized  in  basic 
services  such  as  education  are  not  used  in  equality  enhancing 
manner. This can be possible through the  information the analysis 
from a study like this will provide. 



Current Problems in Nigerian Education System
Table 1: Estimated Number of out-of-School Children in the World, Sub Sahara Africa (SSA) 

and Nigeria 1999 and 2006 

Region Total (1999) 
(000) 

% 
Of the 
World 

% 
Female 

2006 
Total 
(000) 

% 
by region 

% 
Female 

World 103223 100 58 75177 100 55 
Developing 
countries 98877 97 58 71911 96 55 

Developed 
countries 1791 2 50 2368 3 43 

SSA 45021 44 54 35156 47 54 
Nigeria 8218 8 57 8097 11 56 

Source: Computed From EFA (2009) 



Current Problems in Nigerian Education System 
(Ctd)

Table 2: Primary School Net Enrolment in Nigeria Compared With the Rest of the World (%) 

 

 

 

 

 

 Source: Computed From EFA (2009) 

Region 1991 1999 2006 
World 81 82 86 
Developing 78 81 85 
Developed 96 97 95 
SSA 54 56 70 
Nigeria - 58 62 



Current Problems in Nigerian Education System 
(Ctd)

Table 3: Projections of Out-of-School Populations in 2015 for Countries with High Out-of -

School Children based on 2006. 

Country TNER 
(2004-
2007) 
 

Children out of 
school(2004-2007) 
(000) 

Projected 
TNER 
(2015) 

Estimated out of 
School children in 
2015 (000) 

India 94 7208 99 626 
Bangladesh 92 1371 98 322 
Brazil 96 597 98 248 
Nigeria 65 8097 73 7605 
Pakistan 66 6821 81 3707 
Burkina Faso 48 1215 64 1062 
Ethiopia 72 3721 93 1053 
Philippines 92 953 93 919 
Niger 44 1245 72 873 
Kenya 76 1371 89 859 
Ghana 65 967 81 712 
Turkey 91 729 91 710 
Mali 61 793 76 628 
Mozambique 76 954 94 689 
Yemen 75 906 94 265 
Iraq 89 508 95 246 
Senegal 72 513 90 228 
Sub total  37969  20352 
Remaining 117 
Countries 
included in 
projection 

 10387  8341 

Total  48356  28693 
Source: Computed from EFA (2009). 



Current Problems in Nigerian Education System 
(Ctd)

Table 4: Estimated number of illiterates (15+) in 1994 and 2006 with projection to 2015 

Region 1994 2006 2015 
 Total 

(000) 
Female 
(%) 

Total 
(000) 

Female 
(%) 

Total 
(000) 

Female 
(%) 

World 871096 63 775894 64 706130 64 

Developing 
Countries 

858680 63 766716 64 698332 64 

Developed 
countries 

8686 64 7660 62 7047 59 

SSA 133013 61 161088 62 147669 60 

Nigeria 23296 64 23451 65 21577 63 
Source: Computed from EFA (2009). 



Current Problems in Nigerian Education System 
(Ctd)

Table 5: Total public expenditure as a % of total government expenditure, 2006 

Region Minimum Median Maximum 
World 4 15 31 
Developing Countries 4 16 31 
Developed countries 6 12 17 
SSA 4 18 30 
Nigeria 11 12 13 
Source: Computed From EFA (2009) 



Theoretical Framework

Contributions  toward  the  finance  of  education may  redistribute disposable 
income.

This  redistribution may be  intended or unintended. Even  in  the  latter  case, 
policy makers may be interested in the degree to which it occurs because 
of  consequences  for  the  distribution  of  good  and  services  other  than 
education and ultimately for welfare. 

Redistribution can occur when payments  toward  the  financing of education 
are  compulsory  and  independent  utilization,  most  obviously  when 
education is partly financed from government tax revenues.

If  tax  liabilities  rise  proportionately with  gross  incomes,  then the  post  tax 
distribution of  income will be more equal  than  the pre  tax distribution. 
Redistribution  can  be  vertical  and  horizontal.  The  former  occurs when 
payments are disproportionately related to ability to pay.

The  extent  of  vertical  redistribution  can  be  inferred  from  measures  of 
progressivity. Horizontal  redistribution  occurs when  persons with  equal 
ability to pay contribute unequally to education payments. 



Theoretical Framework(Ctd)
One  way  of measuring  the  redistributive  effect  of  any  compulsory

payment on the distribution of incomes is to compare inequality in 
prepayment  incomes  as  measured  by,  for  instance,  the  Gini 
coefficient  – with  inequality  in  post  payment  incomes  (Lambert, 
2001).  According  to  O’Donnel,  et  al  (2007),  the  redistributive 
impact  can  be  defined  as  the  reduction  in  the  Gini  Coefficient 
caused by the payment. 

Thus : 
Pxx GGRE −−=   

Where, RE is the redistributive effect,  Gx and Gx-P are the prepayment and post payment Gini

coefficients respectively, X denotes prepayment income or more generally some measure of

ability to pay, an P denotes the payment(amount paid for education).  



Redistribution
Redistribution  is  the  transfer  of  income,  wealth  or  property  from  some 

individuals to others (Benabou, 2000). 
One premise of redistribution is that money should be distributed to benefit 

the poorer members of  society, and  that  the  rich have an obligation  to 
assist the poor, thus creating a more financially egalitarian society. 

The  idea  is  that  the  rich exploit the poor or otherwise  gain unfair benefits 
(Benabou and Ok, 2001). 

Another  reason  for  redistribution  is  that  a  larger middle  class benefits  an 
economy by enabling more people to be consumers, while providing equal 
opportunities for individuals to reach a better standard of living. 

Some proponents of redistribution argue that capitalism results in an unequal 
wealth distribution (Plotnick, 1986). 

They also show that economic  inequality contributes to crime. There  is also 
the  issue of equal opportunity to access  services  such as education and 
health care. 

The  objective  of  moderate  income  redistribution  is  to  avoid  the  unjust 
equalization of incomes on one side and unjust extremes of concentration 
on the other sides.

http://en.wikipedia.org/wiki/Egalitarianism
http://en.wikipedia.org/wiki/Exploitation
http://en.wikipedia.org/wiki/Middle_class
http://en.wikipedia.org/wiki/Capitalism
http://en.wikipedia.org/wiki/Equal_opportunity


Constraints to Redistribution

The  literature  stresses  that  what  prevents  the  government  from 
redistributing along the first‐best UPF is imperfect information (Nichol and 
Zeckhauser, 1982). The government cannot directly discern the better‐off 
from  the  less well‐off must  induce  individuals  to  reveal  their  true  types 
through their behaviour. The well‐being of individuals depends on the set 
of circumstances facing them‐their preferences, the state of their health, 
the effort they exert, their attitude toward risk, their productivity, and so 
on. Some of  these are  likely  to be private  information  to  the  individual, 
and this inhibits the government from pursuing its welfaristic objectives. It 
does not preclude redistribution entirely because the government may be 
able  to observe behavioural and other characteristics of  individuals  that 
are  correlated  with  these  underlying  circumstances.  But  imperfect 
information  restricts  the utility possibilities, or  the  efficiency – equity  –
trade‐off, available to the government (Mirrlees, 1974). The otherwise ill‐
informed government can observe all tax payers incomes. But income tax 
liabilities  are  typically  based  on  self‐assessment  by  tax  payers,  so  the 
accuracy  of  this  procedure  relies  on  the  tax  payers  truthfully  reporting 
their incomes. 



Constraints to Redistribution (Ctd)
Whatever the case may be, it is typically assumed in most of the tax evasion 

literature  that  there  is  some  limit  to  the penalty  for  tax evasion, a  limit 
that is below the maximal sanction (Cowell, 1990). 

All these discussions point to the fact that there is limit to which taxation can 
be used to redistribute income, particularly in Nigeria where the problem 
of tax evasion is pronounced.

Nigerian  governments  spend  considerable  resources  to  provide  private 
goods at prices that are substantially below marginal cost, and often zero.

Basic health and education services, for example, have many characteristics 
of private goods yet are often provided  free. This  implies  redistribution. 
However, the issue is that does the way this basic serviced are financed in 
Nigeria redistribute income?

This study will attempt answer to this question.



Changes in Wage Inequality and Education
According to standard market economics, it is normally thought that, starting from a 

position where the demand and supply are perfectly equalized (in a competitive 
market),  a  boost  in  the  supply  of  graduate  should,  ceteris  paribus,  lead  to  a 
reduction  in  the  relative wage  between  graduates  and  non‐graduates  because 
employers  have  a  wide  range  of  similarly  qualified  people  to  choose  from 
(Machin, 2009). 

However, reductions in relative wages need not occur if demand for graduates is also 
rising and, in fact, they could rise if relative demand outpaces relative supply. 

If,  for  whatever  reason,  employers  demand  more  tertiary  graduates,  then  the 
expansion may not cause a fall in the wage premium that graduates receive. 

In fact, if demand is increasing faster than supply, the wage premium can increase, 
that  is,  although  the  number  of  graduates  is  rising,  graduate‐level  jobs  are 
increasing at a faster rate and so are commensurate with higher relative wage.

The  case  in  Nigeria  is  that  the  demand  for  graduate  is  declining or  constant, 
therefore  an  increase  in  supply  of  graduate  in  Nigeria  can  lower the  relative 
wage.



The Role of Policy in Education Redistribution in 
Developing Countries

• The Case of Tanzania 
A  strong  partnership  of  government,  donors  and  civil  society  has been 

instrumental in the rapid improvement in access to and completion of primary 
education in the United Republic of Tanzania. 

In  2001,  the  government  abolished  primary  school  fees  and  launched  a 
programme to simultaneously improve access and quality at the primary level. 

The main components of the programme according to World Bank (2005) were: 

(1) Increased spending on education with focus on primary education.
(2) School construction and rehabilitation through school development grants. 
(3) Introduction of double shifts. Splitting shifts made it possible to accommodate 

the large, rapid enrolment increases after fee abolition.
(4) Recruitment of teachers and upgrading of current staff. 
(5) Introduction of school capital grants



The Role of Policy in Education Redistribution in 
Developing Countries

• The case of Ethiopia
Moving into the UPE fast lane, Ethiopia faces daunting development challenges, 

including high levels of poverty, chronic malnutrition and recurrent drought. Yet 
the country has sustained and impressive push towards UPE. 

The push started in 1997 with the adoption of the first Education Sector Development 
Plan (ESDP I), which prioritized increased access, greater equity and improved 
quality. 

Through the subsequent ESDP II and ESDP III, overall enrolment has increased from 
3.7 million to 12 million in 2007. 

Ethiopia has registered one of the fastest NER increases in SSA. It has cut the number 
of out of school children by over 3 million. 

Efforts to improve equity have also produced results. T
he gross enrolment rate (GER) in rural areas increased from 45% to 67% between 

2001 and 2005. 
Secondary education has expanded too with numbers doubling since ESDP I (Ethiopia 

Ministry of Finance and Economic Development, 2006)



The Role of Policy in Education Redistribution in 
Developing Countries
The case of Ethiopia (Ctd)

The priority attached to education  in public spending has  increased steadily 
since 1999: The education budget grew  from 3.6% of GNP to 6%. Within 
the  education  budget, more weight  has  been  attached  to  the  primary 
sector. It accounts for 55% of spending under ESDP III compared with 46% 
under ESDP I. A key target for increased public spending in education has 
been  rural  school  construction,  of  the  nearly  6000  schools  built since 
1997,  85%  are  in  rural  areas.  This  has  reduced  distance  to  school  and 
unlocked  demand  for  education,  especially  for  girls  (distance  being 
significant  barrier  to  girls’ participation  in  education).  Textbooks 
distribution  has  improved  and  contents  revised  to  enhance  quality  and 
relevance: School books are now published in twenty‐two local languages.

However,  the  substantial  expansion of enrolment has  created  system‐wide 
pressures.  Instead of going down as planned,  the average Pupil/Teacher 
Ratio  (PTR)  increased  from  42:1  in  1997  to  65:1  in  2006.  A  national 
learning  assessment  conducted  in  2004  recorded  no  improvement  in
quality. Drop out remains high, households’ contribution to financing are 
high, both for school construction and recurrent costs, leading to concerns 
that this could further foster inequality.



Education Subsidies and Redistribution
Most  OECD  countries  heavily  subsidize  higher  education.  These  education 

subsidies are typically  justified on the basis of perceived external effects 
of  human  capital  accumulation,  capital  market  imperfections  and 
redistribution concerns. 

Positive  external  effects  of  higher  education,  however,  are  difficult  to 
establish empirically (Krueger and Lindahl, 2002).  

Also market  imperfections  do  not  seem  to  be  very  important  in  practice 
(Carneiro and Heckman, 2003). 

Education  subsidies,  moreover,  typically  transfer  resources  away from 
unskilled towards skilled, educated  individuals so that their distributional 
effect appears perverse. 

Why, then, is education subsidized? 
Dur  and  Teulings  (2001),  however,  argue  that  education  subsidies benefit 

unskilled  individuals by boosting  the supply of skilled workers compared 
to that of unskilled workers, thereby reducing wage differentials between 
skilled and unskilled workers. 

For  realistic parameter values,  they  find  that  this general equilibrium effect 
broadly offset the direct regressive impact of educational subsidies. 



Education Subsidies and Redistribution (Ctd)
Broadway et al., (1996) and Anderson and Konrad (2001) offer 

an alternative explanation for education subsidies. 
They  argue  that  education  subsidies  are  called  for  if  the 

government  commit  and  engages  in  excessive 
redistribution  after  investments  in  human  capital  have 
been made. 

Bovenberg and  Jacobs  (2003)  show  that education  subsidies 
are  part  of  an  optimal  policy  package  even  if  the 
government can commit to announced policies.

Although  the able bodies benefit more  than proportionately 
from education subsidies 

Bovenberg and  Jacobs  (2003)  show  that education  subsidies 
play an  important  role  in alleviating  the  tax distortions  in 
human  capital  accumulation  induced  by  redistributive 
policies (Bovenberg and Jacobs, 2003). 



Targeting and Redistribution
Targeting  is  here  defined  as  a  deliberate  attempt  to  shift  the  benefits  of 

public expenditures  to  the poor by means which aim  to  screen  them as 
the direct beneficiaries. 

The  anti‐targeting  view  argues  that  finely  targeted  programs  have  usually
failed  in either fully covering the poor, or  in avoiding  leakage to the non 
poor. 

They are bad  for morale  and  create dependency.  They  are not  sustainable 
because  they  lack  political  support.  The  ‘programmes  for  the  poor  are 
poor programmes’, is an often heard criticism.  

Furthermore,  if  governments  effectively  promote  economic  growth  and 
invest in basic social services for all‐through broad targeting of budgetary 
allocations. There  is no need  for more  finely targeted programmes,  they 
claimed.

Without  any  attempt  at  targeting,  a  development  path  in  which  both 
participation  in  economic  growth  and  access  to  basic  social  services  is 
broad – including both poor and non poor – can be an effective route to 
improving the  living standard of the poor  (World Bank, 1990; Lipton and 
Ravallion, 1994). 



Targeting and Redistribution (Ctd)
Yet country experience (both developed and developing) 
also  shows  that  circumstances  often  require 
supplementary,  more  finely  targeted,  public  action. 
There  are  many  examples;  undernourished  children 
should  not  be made  to  wait  for  long‐term  solutions 
such  as  education  and  jobs  if  we  can  relieve  their 
suffering now at modest cost or even positive benefit –
to  long‐term welfare. And, even  in  the best of  times, 
some among the elderly and the disabled, for instance, 
will  require  public  assistance  in  order  to meet  their 
most basic needs. Without a concerted targeting effort 
some  disadvantaged  groups  such  as  girls,  severely 
disadvantaged in terms of education in rural area may 
never catch up (Alderman et al., 1995). 



Targeting and Redistribution (Ctd)
Policies which  attempt  to  identify  the  poor  and  target 
benefits  to  them  can  serve  important  redistributive 
and safety net  roles  in market economy  (World Bank, 
1990; Lipton and Ravaillon, 1994). 

The risk is when targeted programs are seen as the main 
instrument for poverty reduction. 

While a well designed scheme can provide an  important 
complement  to  a  longer  term  poverty  reduction 
strategy  founded  on  equitable  growth  and  pro‐poor 
broad  targeting of public  spending,  it  is  an  imperfect 
substitute. 

Decisions  on  targeted  schemes  must  always  be  made 
contingent on  the general economic and social  sector 
policing environment. 



Targeting and Redistribution (Ctd)
In  improving  targeting  as  redistributive  instrument,  van  de  Walle  and 

Nead(1995)  suggested  that  governments  should  invest  and  reallocate 
budgets towards basic services. 

The provision of such services often fails to attract private sector interest and 
thus accords with the principle that government should be responsible for 
valuable goods which would otherwise be under‐provided. 

But above all, services such as primary education and basic health care are 
found to be among the best ways to reach the poor. In many developing 
economies,  it  is  the  middle  classes  who  are  currently  the  primary 
beneficiaries of public social spending. 

Many of  the poor are  left out, while  the  rich have alternatives‐namely,  the 
private  sector  at  home  and  abroad.  Redirecting  or  ‘targeting’ spending 
towards  the  poor  will  hurt  the middle  classes  who,  in  the  worst  case 
scenario, may no longer be able to afford the services. 

Households  in  this group are often  the most vocal and politically  important 
consistency  for  the  government  (Nelson,  1992).  This  political  economy 
reality  has  considerable  bearing  on  final  reform  outcomes  and  is a  key 
issue in targeting.



Conditioned Transfer for Education
In  larger part because of the types of concerns described above, developing 

countries and donors have recently experimented with and promoted the 
implementation  of  a  relatively  new  approach  to  social  safety  nets:  the 
conditioned  transfer  for  Education  (CTE).  It  combines  their  traditional 
preventive roles with a development role. The preventive role attempts to 
address  the problem of  current poverty, whereas  the development  role 
attempts  to promote  a  sustained decrease  in poverty by  improving the 
educational status within households (Rawlings and Rubio, 2002).

In particular, investing in the educational status of children appears to play a 
key  role  in  breaking  the  intergenerational  transmission  of  poverty  and 
destitution.  This  finding  reflects  the  fact  that  households  in  extreme 
poverty tend to be poor not only in terms of income or consumption, but 
also in terms of their ownership of human capital.

In  this  sense, programmes  that  invest  in  the educational  status of children 
are  particularly  focused  on  the  ‘structurally  poor’ (as  opposed  to  the 
vulnerable) whose  poverty  persist  over  time,  reflecting  their  low  asset 
base.  By  placing  conditions  on  transfers  to  poor  households  related  to 
human  capital  accumulation,  these  programmes  combine  social 
assistance with social development.



Conditioned Transfer for Education
An  important  attraction  of  CTE  programmes  is  their  focus  on 

improving the human capital outcomes for the poorest households 
in developing countries. Children in such households are commonly 
observed  to have  low school enrolment rates, high dropout rates,
and slow progression rates.

Although  the  precise  pattern  varies  somewhat  across  developing 
countries,  the  end  result  is  the  same.  Children  from  the  poorest
households  are  further  disadvantaged  by  low  educational 
attainment  and  future  low productivity  and  incomes.  This  vicious
cycle  ensures  the  transmission  and  persistence  of  poverty  both 
within and across generations. 

It  is  now widely  recognized  that  an  effective  development  strategy 
requires  investment  in  human  capital,  especially  in  the  basic 
education of the poorest households, and that governments have a
crucial role to play in this area (World Development Report, 1997). 
Investment  in  the education of children  from poor household can 
generate  not  only  sustained  economic  growth,  but  also  the  right 
kind of broad based growth.



Methodology

The  study  used  primary  and  secondary  data.  The 
primary  data  came  from  National  Living 
Household  Survey  of  2004  and  Core  Welfare 
Indicator Questionnaire  of  2006.  The  secondary 
data were obtained from Central Bank of Nigeria 
and Education for All Monitoring Report for 2009. 
The  primary  and  secondary  data were  analyzed 
using  descriptive  statistics,  Concentration  Index 
and  Reynold’s  – Smolensky  (RS)  Index  of 
Redistribution. 



Concentration Index
The  concentration  index  estimates  the  inequalities  in  the  distribution  of 

government  expenditures  and  is  calculated  in  same  way  as  the  Gini 
coefficient. 

The only difference  is  that  the concentration  index  is calculated by keeping 
the income group the same. 

The concentration index can lie in range of ‐1 and 1, while the Gini coefficient 
lies between  0  and  1.  If  the  concentration  index  is  lower  than  the Gini 
coefficient,  it  shows  that expenditures are more evenly distributed  than 
income and vice versa (Hakro and Akram, 2007) (relative progressive). 

The  value  ‐1  indicates  complete  equality  of  public  expenditure,  while  1 
indicates concentration of spending on one individual. 

The  targeting  accuracy  of  public  spending  can  be  summarized  in  the 
concentration  index.  According  to  O’Donnell  et  al  (2007),  the 
concentration index is given as:

Concentration index = 1‐2(Area under the concentration curve). 
A  negative  value  indicates  absolute  progressivity  (the  spending  is  well 

targeted at the poor), a positive value indicates absolute regressivity (non 
pro‐poor spending). 



Reynold’s – Smolensky (RS) Index of 
Redistribution

Redistributive effect may be conceptualized as the equalizing or disequalizing effect

associated with a transition between the pre-to post payment periods. In this sense, a progressive

payment system is essentially redistributive. A measure of redistributive effect that has gained a 

substantial attention in literature is Reynolds –Smolensky index (Reynolds and Smolensky,

1977). They defined redistributive effect as  

.)(
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Where πRS = Reynolds – Smolensky redistribution index defined as twice the area between 

Lorenz curve for prepayment incomes )( pxL  and the concentration curve for post payment

income )( pXTL . XG  is the prepayment Gini coefficient while .TXC −  is the post payment 

concentration curve. 



Reynold’s – Smolensky (RS) Index of 
Redistribution (Ctd)

The  index  is  positive  if  the  pre‐payment  Lorenz  distribution 
curve  lies  below  the  concentration  curve  for  post  payment 
concentration curve. 

In this case payment reduces  income  inequality on prepayment 
income distribution. 

If  the  prepayment  Lorenz  lies  above  the  post  payment 
concentration  curve,  then  πRS is  negative  and  in  this  case 
education‐financing  system  worsens  inequality  on 
prepayment distribution.



Distribution of Primary and Secondary School 
Enrolments in Nigeria

Table 7: Distribution Primary and Secondary School Enrolments in Nigeria Based on Location 

and Gender (%) 

School Average Rural Urban Male Female 

Primary 61.5 56.6 74.6 63 59.8 

Secondary 45.6 39.6 59.3 45.4 45.9 

Source: Computed From CWIQ (2006) 



Distribution of Primary and Secondary School 
Completion Rates in Nigeria

Table 8: Distribution of Primary and Secondary School Completion Rates in Nigeria Based on 

Location (%) 

School Average Rural Urban 

Primary 12.1 10.6 16.3 

Secondary 20.1 13.6 34.7 

Source: Computed From CWIQ, 2006 



Concentration of Primary School Enrolment 
based on Location
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Figure 1: Progressivity of Primary School Enrolment in Urban and Rural Areas in Nigeria 



Concentration of Secondary School Enrolment based 
on Location 
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Figure 2: Progressivity of Secondary Enrolment in Urban and Rural Areas in Nigeria 



Concentration Indices Based on Location

Table 9: Concentration Indices of Primary and Secondary School Enrolment in Nigeria Based on 

Location 

Concentration Index Estimates 
National Primary School Enrolment 0.536 
Primary School Enrolment in Rural 0.559 
Primary School Enrolment in Urban 0.507 
National Secondary School Enrolment 0.597 
Secondary School Enrolment in Rural 0.655 
Secondary School Enrolment in Urban 0.509 
Gini Coefficient 0.580 

Source: Computed From CWIQ (2006) 



Concentration of Primary and Secondary School 
Enrolment based on Gender
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Figure 3: Progressivity of Primary School Enrolment by Gender in Nigeria 
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Figure 4: Progressivity of Secondary Enrolment by Gender in Nigeria 



Concentration Indices

Table 11: Concentration Indices for Primary and Secondary School Enrolment in Nigeria 

Concentration Index Estimates 
Primary School Enrolment  for Male 0.520 
Primary School Enrolment for Female 0.559 
Secondary School Enrolment  for Male 0.582 
Secondary School Enrolment for Female 0.640 
Gini Coefficient 0.580 
Source: Computed From CWIQ (2006) 



Redistributive Effect of Education Spending in 
Nigeria( Graph)
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Figure 5: Income Redistributive Effect of Payment for Primary and Secondary Education in 

Nigeria 



Redistributive Effect of Education Spending in 
Nigeria

Table 12: Reynold’s – Smolensky (RS) Index of Redistribution 

Index Estimate 

Gini Of Pre-Payment Income( XG ) 0.580 

Concentration Index of Post-Payment Income( .TXC − ) 0.700 

Reynold’s – Smolensky (RS) Index of Redistribution ( XG  - .TXC − ) 
 

-0.12 

Computed From CWIQ (2006) 



Conclusion and Policy 
Recommendations

Reynold’s – Smolensky  Index of Redistribution estimated  to be  ‐0.12 
indicates  that  education‐financing  system  worsens  income 
inequality in Nigeria. 

One obvious danger  is that,  in the absence of redistributive transfers 
from  the  rich  to  the poor,  from urban  to  rural areas,  the  current 
education financing in Nigeria will widen the gaps in income and in 
access to education, with damaging consequences for equity. 

It  is on  this basis  that  the  following policy  recommendations  can be 
made.

• Nigerian  government  may  need  to  integrate  education  planning 
into wider  poverty  strategies.  This  could  be  done  by  introducing
transfer  for education  in  its poverty  alleviation programmes.  This 
Conditioned  transfer  for  Education  (CTE)  can  target  the  poor  in 
rural areas of Nigeria. 



Conclusion and Policy 
Recommendations (Ctd)

• The CTE may increase net enrolment in the schools as it has 
happened in some Latin American countries, which may necessitate
the introduction of double shifts. Splitting shifts can make it 
possible to accommodate the large, rapid enrolment as done in 
Tanzania .

• The Policy of free tuition for Universal Basic Education in Nigeria 
should be made effective by abolishing payment of formal and 
informal charges in primary and secondary school in Nigeria as 
done in some Sub Saharan African countries.

• There may be need to scale up scholarship for girls and disabled
children at primary and secondary level as done in Nepal (World 
Bank, 2007d).

• There may be need to harmonize foreign aid support to education 
in Nigeria. 
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1. Introduction1. Introduction

Eritrea: a country in East Africa; got its independence in Eritrea: a country in East Africa; got its independence in 
1993 after a 301993 after a 30--year struggle for independence from year struggle for independence from 
EthiopiaEthiopia

During the war for independence (i.e. 1960During the war for independence (i.e. 1960--1991) a large 1991) a large 
number of Eritreans fled the countrynumber of Eritreans fled the country

The World Bank (2007) estimated that in 2005 the stock of The World Bank (2007) estimated that in 2005 the stock of 
emigrants from Eritrea was 848,815, which this accounted emigrants from Eritrea was 848,815, which this accounted 
for 19.3% of the population. This percentage is the highest for 19.3% of the population. This percentage is the highest 
in Africain Africa

Eritrea is a poor country. Ranked 157 out of 177 countries on Eritrea is a poor country. Ranked 157 out of 177 countries on 
the UN Human Development Index (UNDP, 2006)the UN Human Development Index (UNDP, 2006)



1. Introduction1. Introduction

It is estimated that the poor in Eritrea constitute about 66% It is estimated that the poor in Eritrea constitute about 66% 
of the population, of which 37% are extremely poor (GSE, of the population, of which 37% are extremely poor (GSE, 
2004)2004)

The countryThe country’’s economy has been kept afloat by remittances s economy has been kept afloat by remittances 
from its nationals living abroadfrom its nationals living abroad

Recent data shows that Eritrea receives US$411 million per Recent data shows that Eritrea receives US$411 million per 
year from Eritrean migrants living abroad (IFAD, 2006). This year from Eritrean migrants living abroad (IFAD, 2006). This 
accounts for 37.9% of GDP. accounts for 37.9% of GDP. 

At a micro level remittances play a significant impact on the At a micro level remittances play a significant impact on the 
livelihood of nonlivelihood of non--migrant households membersmigrant households members



1. Introduction1. Introduction

A household consumer survey in Eritrea shows that 75% of A household consumer survey in Eritrea shows that 75% of 
the respondents receive remittances from abroad (Tewolde, the respondents receive remittances from abroad (Tewolde, 
2005b)2005b)

Almost one out of three households in Eritrea has income Almost one out of three households in Eritrea has income 
from gifts and transfers as its main source of livelihood from gifts and transfers as its main source of livelihood 
(Arneberg and Pedersen, 2001)(Arneberg and Pedersen, 2001)

Despite the importance of remittances no analysis has been Despite the importance of remittances no analysis has been 
done on how and to what extent the socioeconomic done on how and to what extent the socioeconomic 
characteristics of Eritrean migrant households influence the characteristics of Eritrean migrant households influence the 
amount of remittances sent back homeamount of remittances sent back home

This paper examines the motives of Eritrean migrants in This paper examines the motives of Eritrean migrants in 
Germany for sending remittances to their families in EritreaGermany for sending remittances to their families in Eritrea



2. Literature Review2. Literature Review

The microeconomics literature on remittances says that The microeconomics literature on remittances says that 
migrantsmigrants’’ motives for remitting  include motives for remitting  include altruism, exchange, altruism, exchange, 
insurance, inheritance insurance, inheritance and sand strategic motivetrategic motive

A. Altruism:A. Altruism: -- migrants remit because they care about the migrants remit because they care about the 
wellbeing of their families in the home country (Becker, wellbeing of their families in the home country (Becker, 
1974).  1974).  

This transfer does not entail any present or future This transfer does not entail any present or future 
compensation nor does it represent payment for any past compensation nor does it represent payment for any past 
debt (Lopezdebt (Lopez--Cordova and Olmedo, 2006)Cordova and Olmedo, 2006)

An altruist is willing to sacrifice own resources in order to An altruist is willing to sacrifice own resources in order to 
improve the wellbeing of others (Fehr and Schmidt, 2005) improve the wellbeing of others (Fehr and Schmidt, 2005) 



2. Literature Review2. Literature Review

B. ExchangeB. Exchange: : -- migrants send remittances in exchange for migrants send remittances in exchange for 
nonnon--monetary help from other nonmonetary help from other non--migrant household migrant household 
members (for instance in the form of child care or when members (for instance in the form of child care or when 
taking care of the migranttaking care of the migrant’’s assets)s assets)

The exchange motive also refers to payment of loans The exchange motive also refers to payment of loans 
borrowed by the migrant to cover his/her migration costs or borrowed by the migrant to cover his/her migration costs or 
education  education  

C. Insurance: C. Insurance: -- this suggests that migrants send remittances this suggests that migrants send remittances 
to reduce uncertainty. to reduce uncertainty. 

As an intraAs an intra--family arrangement one expects that those family arrangement one expects that those 
members of the family who have high income potential and members of the family who have high income potential and 
degree of loyalty to their family are often the ones selected degree of loyalty to their family are often the ones selected 
to migrate    to migrate    



2. Literature Review2. Literature Review

D. InvestmentD. Investment: : -- unlike the insurance motive the aim of unlike the insurance motive the aim of 
remittances as a family loan arrangement is to increase remittances as a family loan arrangement is to increase 
family income family income 

E. InheritanceE. Inheritance: : -- the migrant sends remittances back home the migrant sends remittances back home 
because he/she intends to inherit family assets and wealthbecause he/she intends to inherit family assets and wealth

F. Strategic motiveF. Strategic motive: : -- this assumes that highthis assumes that high--skilled skilled 
migrants transfer to lowmigrants transfer to low--skill workers to induce them to skill workers to induce them to 
remain at home ( by so doing they protect their wages remain at home ( by so doing they protect their wages 
against competition from potential migrantsagainst competition from potential migrants
One can categorize the investment and insurance motives as One can categorize the investment and insurance motives as 
a familial arrangement and the rest  as individualistic a familial arrangement and the rest  as individualistic 
motivesmotives



3. Policies Affecting the Flow of Remittances3. Policies Affecting the Flow of Remittances

Policies in remittancePolicies in remittance--receiving countries include: tax on receiving countries include: tax on 
incoming remittances; travel and customs privileges for incoming remittances; travel and customs privileges for 
return and imported goods; relaxation of exchange capital return and imported goods; relaxation of exchange capital 
account; allowing domestic banks to operate overseas; account; allowing domestic banks to operate overseas; 
support to hometown association; loans and bonds targeted support to hometown association; loans and bonds targeted 
at the Diasporas, etc.at the Diasporas, etc.
Measures taken by Eritrea: introduction of preferential Measures taken by Eritrea: introduction of preferential 
exchange rate, introduction of exchange rate, introduction of francofranco--valuta valuta system; system; 
elimination of foreign exchange declaration requirements; elimination of foreign exchange declaration requirements; 
allowing full retention of foreign exchange earnings for allowing full retention of foreign exchange earnings for 
exports; mandatory 2% income tax (for Eritreans in the exports; mandatory 2% income tax (for Eritreans in the 
Diaspora)  Diaspora)  
FrancoFranco--valuta valuta is a system permitting the private is a system permitting the private 
repatriation of hard currency by traders and overseas repatriation of hard currency by traders and overseas 
workers without bank applicationworkers without bank application



3. Policies Affecting the Flow of Remittances3. Policies Affecting the Flow of Remittances

Other incentive schemes taken by Eritrea: subscription of Other incentive schemes taken by Eritrea: subscription of 
special bond issues for nationals living abroad; land for special bond issues for nationals living abroad; land for 
migrant program; permission to hold foreign exchange migrant program; permission to hold foreign exchange 
accounts; intensification migrant association capacity to accounts; intensification migrant association capacity to 
engage in projects in the home countryengage in projects in the home country

However, in 2005, the Bank of Eritrea issued a legal notice. However, in 2005, the Bank of Eritrea issued a legal notice. 
According to the legal notice According to the legal notice remittances and exchange of remittances and exchange of 
currency are restricted to be effected through banks and currency are restricted to be effected through banks and 
formal financial services. It is no longer allowed to bring formal financial services. It is no longer allowed to bring 
into Eritrea undeclared foreign currency and to import into Eritrea undeclared foreign currency and to import 
goods and services on goods and services on francofranco--valuta. valuta. 



3. Policies Affecting the Flow of Remittances3. Policies Affecting the Flow of Remittances

The Bank of Eritrea assumes that the legal notice will help to The Bank of Eritrea assumes that the legal notice will help to 
address the declining level of foreign currency reserves and address the declining level of foreign currency reserves and 
solve problems of rapid increase in the use of black market solve problems of rapid increase in the use of black market 
exchange rate and unfair trade practicesexchange rate and unfair trade practices
However, the legal notice per se cannot guarantee the However, the legal notice per se cannot guarantee the 
encouragement of remittance flows through official channels encouragement of remittance flows through official channels 
unless the government allows domestic private foreign unless the government allows domestic private foreign 
exchange bureaus to operate freely and let exchange rates exchange bureaus to operate freely and let exchange rates 
are determined on open markets under the control of two are determined on open markets under the control of two 
forces, supply and demand forces, supply and demand 
Currently, I USD = 15 Eritrean Nakfa (ENA) at official Currently, I USD = 15 Eritrean Nakfa (ENA) at official 
exchange market and above 40 ENA in black marketsexchange market and above 40 ENA in black markets
It has been six years since the government ordered the It has been six years since the government ordered the 

cessation of all domestic private foreign exchange bureauscessation of all domestic private foreign exchange bureaus



4. Data Source and Method of Estimation4. Data Source and Method of Estimation

Data Source:Data Source:
Data collected by the author between January and Data collected by the author between January and 
December 2006December 2006
The survey gathered information from personal interview The survey gathered information from personal interview 
questionnaires filled out by a sample of 98 households, questionnaires filled out by a sample of 98 households, 
covering 208 personscovering 208 persons

preliminary findings:preliminary findings:
Over 50% of the sampled households responded that they Over 50% of the sampled households responded that they 
sent remittances to Eritrea both in cash and in kindsent remittances to Eritrea both in cash and in kind
Almost all respondents said that one of the reasons for Almost all respondents said that one of the reasons for 
remitting money home was to help family members; for 32% remitting money home was to help family members; for 32% 
investment investment in parentsin parents’’ business enterprises and/or assets business enterprises and/or assets 
at home was among the reasons for remitting (at home was among the reasons for remitting (respondents respondents 
were allowed to choose multiple responses)were allowed to choose multiple responses)



4. Data Source and Method of Estimation4. Data Source and Method of Estimation

Average total amount remitted by each household was 1,424 Average total amount remitted by each household was 1,424 
Euro per yearEuro per year
Average yearly income for the sampled households was Average yearly income for the sampled households was 
21,105 Euro, implying 6.7% of the average household income 21,105 Euro, implying 6.7% of the average household income 
was remitted was remitted 
Average number of people living in each migrant household Average number of people living in each migrant household 
was 2.1was 2.1
Average age of householdAverage age of household’’s head was 37.4 s head was 37.4 
Percentage of households headed by male was around 65%Percentage of households headed by male was around 65%
Average years of schooling of the household head was 12.07Average years of schooling of the household head was 12.07
39% of the household heads were married39% of the household heads were married
85% of the household heads were employed85% of the household heads were employed
Average number of years since the household left Eritrea Average number of years since the household left Eritrea 
was 14.3was 14.3



4. Data Source and Method of Estimation 4. Data Source and Method of Estimation 

About 24% of the heads of the households had a temporary About 24% of the heads of the households had a temporary 
residence permitresidence permit
For over 80% of the households the reason for coming to For over 80% of the households the reason for coming to 
Germany was asylum seekingGermany was asylum seeking
Around 78% of the households had intention to leave Around 78% of the households had intention to leave 
Germany and go back to Eritrea sometime in the futureGermany and go back to Eritrea sometime in the future
90% of the households responded that they owned at least 90% of the households responded that they owned at least 
one item that measures wealth and assetone item that measures wealth and asset
Average number of migrant householdsAverage number of migrant households’’ closely related family closely related family 
members living in Eritrea and/or in developing countries was members living in Eritrea and/or in developing countries was 
4.74.7
On average, the number of dependants in recipientOn average, the number of dependants in recipient’’s s 
household was 2.4     household was 2.4     



4. Data Source and Method of Estimation4. Data Source and Method of Estimation

Method of estimation:Method of estimation:
Motives for sending remittances are estimated using Motives for sending remittances are estimated using 
Ordinary Least Squares (OLS) method Ordinary Least Squares (OLS) method 
Dependent variable: log of yearly household remittances Dependent variable: log of yearly household remittances 
Independent variables: gender, marital status, age, years Independent variables: gender, marital status, age, years 
of schooling, type of residence permit, years since leaving of schooling, type of residence permit, years since leaving 
Eritrea, employment status, yearly income, wealth and Eritrea, employment status, yearly income, wealth and 
asset, number of household members, presence of asset, number of household members, presence of 
dependant children in the household, intention to return, dependant children in the household, intention to return, 
number of close family members in Eritrea/developing number of close family members in Eritrea/developing 
countries, number of close family members in developed countries, number of close family members in developed 
countries, reasons for sending remittances, number of countries, reasons for sending remittances, number of 
dependant children in recipientdependant children in recipient’’s household s household 



5. Findings5. Findings

Motivation for sending remittances to Eritrea is largely Motivation for sending remittances to Eritrea is largely 
altruism, though there is an indication of pure selfaltruism, though there is an indication of pure self-- interestinterest
The longer the duration of stay abroad, the less the amount The longer the duration of stay abroad, the less the amount 
a migrant is likely to remit (one possible reason a migrant is likely to remit (one possible reason ––
reunification effect)reunification effect)
Generally, the amount of remittances rises when household Generally, the amount of remittances rises when household 
income of migrants increases but decreases for household income of migrants increases but decreases for household 
heads with temporary residence permitheads with temporary residence permit
In terms of education, migrants with higher levels of In terms of education, migrants with higher levels of 
schooling are less inclined to remit. (A possible explanation isschooling are less inclined to remit. (A possible explanation is
that migrants with better education tend to originate from that migrants with better education tend to originate from 
parents who have less need to be supported. It might also be parents who have less need to be supported. It might also be 
an indication of the weak effect of schooling on earnings for an indication of the weak effect of schooling on earnings for 
immigrants)  immigrants)  



5. Findings5. Findings
Unmarried household heads tend to send higher remittances, Unmarried household heads tend to send higher remittances, 
probably because married household heads need to support probably because married household heads need to support 
their immediate family living with themtheir immediate family living with them
Male household heads are more likely than female heads to Male household heads are more likely than female heads to 
remit, which might be due to the fact that, in a married remit, which might be due to the fact that, in a married 
family, the male is usually the head of the household, family, the male is usually the head of the household, 
implying that households headed by men have higher implying that households headed by men have higher 
household incomes than femalehousehold incomes than female--headed households, which headed households, which 
consist of either a single female parent or a one member consist of either a single female parent or a one member 
householdhousehold
Remittances increase with age of the household head; Remittances increase with age of the household head; 
however, the shape of the relationship is concave, implying however, the shape of the relationship is concave, implying 
that household head age has a diminishing effect on that household head age has a diminishing effect on 
remittancesremittances
Size of remittances increases with the number of Size of remittances increases with the number of 
householdhousehold’’s close family members living in Eritrea and/or in s close family members living in Eritrea and/or in 
developing countriesdeveloping countries



6. Conclusion and Recommendation6. Conclusion and Recommendation

Main objective of this study is to explore the motives of Main objective of this study is to explore the motives of 
Eritrean migrants in Germany for sending money back homeEritrean migrants in Germany for sending money back home

The existing literature on remittances shows that there are The existing literature on remittances shows that there are 
a number of reasons for sending remittances, which these a number of reasons for sending remittances, which these 
include altruism, inheritances, exchange and investmentinclude altruism, inheritances, exchange and investment

Based on migrantsBased on migrants’’ stated motivations to remit, both the stated motivations to remit, both the 
descriptive statistics and empirical results indicate that the descriptive statistics and empirical results indicate that the 
main reason for sending remittances to Eritrea is altruismmain reason for sending remittances to Eritrea is altruism

The findings have also provided support for the view that The findings have also provided support for the view that 
selfself--interest could be playing a role in migrantsinterest could be playing a role in migrants’’ decisions to decisions to 
remit remit 



6. Conclusion and Recommendation6. Conclusion and Recommendation

Previous studies have documented that attempts at state Previous studies have documented that attempts at state 
control of remittances tend to result in increased informal control of remittances tend to result in increased informal 
transfers and thus policy measures that are in the form of transfers and thus policy measures that are in the form of 
incentives generally work better incentives generally work better 
There are several ways to increase formal remittances, There are several ways to increase formal remittances, 
including liberalized foreign exchange regime, repatriable including liberalized foreign exchange regime, repatriable 
foreign exchange accounts, premium interest rate policy, foreign exchange accounts, premium interest rate policy, 
premium exchange rate policy, auction of foreign exchange, premium exchange rate policy, auction of foreign exchange, 
and premium interest rate accountsand premium interest rate accounts
Within an appropriate regulatory framework, the Eritrean Within an appropriate regulatory framework, the Eritrean 
government should allow private foreign exchange bureaus to government should allow private foreign exchange bureaus to 
operate freelyoperate freely
The government should foster a remittance policy at national The government should foster a remittance policy at national 
level as part of a broader set of reforms aimed at level as part of a broader set of reforms aimed at 
modernizing the financial system to allow financial institutionsmodernizing the financial system to allow financial institutions
to compete successfullyto compete successfully



6. Conclusion and Recommendation6. Conclusion and Recommendation

The government should promote the establishment of The government should promote the establishment of 
institutions that encourage the repatriation of remittances institutions that encourage the repatriation of remittances 
and complement them with government programs to promote and complement them with government programs to promote 
the creation of small scale enterprisesthe creation of small scale enterprises

Instead of totally prohibiting the Instead of totally prohibiting the francofranco--valutavaluta system it system it 
would be preferential if migrants were allowed to import would be preferential if migrants were allowed to import 
machinery and equipment for investment purpose machinery and equipment for investment purpose 
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Internationalization of Developing 
Economies

A major paradigm shift in world economy is 
internationalization of developing economies 
such as Africa, India, China and Brazil
Became possible due to increased amount of 
trade and investment among these 
countries(WIR,2005)and notably, OFDI has 
risen from $147bn in 1990 to over $1tn in 
2004 
The number of developing-country firms 
among the Fortune 500 rose from 29 in 1998 
to 45 in 2005 (WIR,2006)
Indian cumulative investment worth 
23bn(RBI 2008, India) aimed at development 
is a vindication of that goal otherwise known 
as South-South cooperation



Main Drivers for Indian Investment

Market Access
Transfer of Technology
New Product Mix
Securing Natural Resources and Raw 
Material
Capturing Consumer Markets 
Image or Brand name



Specific reasons for India to invest in  
Africa

To promote South-South Cooperation
To be self sufficient in energy security 
To expand business as the ground is 
somewhat  familiar and similar to other 
developing countries’ markets
To compete easily compared to western 
multinationals
To quickly multiply benefits through proven 
advantages over other emerging economies 
like huge domestic market; cheap 
professionally skilled labour; large pool of 
educated workforce; and cultural and 
historical linkage



India Inc. Arrives at African Shore

South Africa-India’s drug maker Cadila to buy SA drug 
firm
Indian drug maker Zydus Cadila acquired 70% stake 
in South Africa’s Simayla Pharmaceuticals
National Aluminium Co Ltd, India’s second largest 
producer of aluminium will spend US$ 9.5 billion in 
the next five years on expansion projects. US$ 3.8 
billion of this has been allocated to the construction 
of a smelter and power
Godrej Consumer Products Ltd acquired the South 
African hair colour business of Rapidol, UK



India Inc. Arrives at African Shore

Niger - ONGC and Mittal India to build export-oriented 
oil refineries in Niger
Mumbai based Taurian Resources Private Limited 
won a contract which provides  exclusive rights over 
3000 sq. km. of the Sahara Desert rich in deposits of 
uranium.
DaburIndia, a drug major to open up its firm

Uganda - Prathista to setup fertilizer plant
Indian research and technology company Prathista
Industries Limited (PIL), is setting up a US$ 75 
million organic fertilizer plant and other organic agri-
inputs to serve the African market for fertilizers.



India Inc. Arrives at African Shore

Ivory Coast - Tata to build Mt. Nimba Iron Ore mine
Tata Steel concluded an agreement to build the Mt. 
Nimba Iron ore mine at a cost of US$ 1.5 billion.

Kenya - Essar Oil Buys Into Kenya Refinery
Essar Energy Overseas signed an agreement to 
acquire a 50% stake in Mombasa-based Kenya.

Angola - Tata to explore diamonds
Endiama has entered into an agreement with the 
TATA group for the exploration of diamonds



India Inc. Arrives at African Shore

Mozambique
India’s Bharat Petroleum Corp and 
Videocon Industries Ltd are planning to 
buy 20% stake in Mozambique’s Rovuma
Offshore Area 1 block from US firm 
Anadarko Petroleum Corp.
The Tata group recently took a 35% share 
in Riversdale’s Benga and Tete
explorations



Why Such an ‘India’ Boom?
‘Outward-looking’ attitude of India’s private sector
Rapidly modernizing and expanding industries
Registering high growth (inputs)
Burgeoning middle classes
Rising incomes, purchasing power
Therefore not exclusively for extractive industries rather to participate 
in Africa’s domestic economy and trade:
Africa’s light manufactured products
Household consumer goods
Semi-processed commodities (cotton, food products)
Using back-office services, tourism and wildlife activities and    
telecommunications
Different factor endowments such as capital, resources, cheap labour, 
skilled professionals
Rich Indian diaspora
Complementary business partners



Indian firms

Size
Vary; mostly large; public and privately owned; most 
of them stand-alone; owner-managed firms; and on 
average much smaller than Chinese or South African 
firms

Forms of entry
Acquiring established businesses
Opening up WOS
Engaging in sale to local enterprises
Entering into joint ventures
Encouraging local integration of their workers



Indian firms

Performance
Bettering in FDI greenfields in Africa (48 
projects) during 2002-2005 compared to 
China’s 32 projects
Covering variety of sectors like extractive 
industries (oil, minerals) apparel, agro-
processing, power generation,  road 
construction, tourism and 
telecommunications
India’s trade with Africa doubled between 
2001 and 2007 from $5.5 billion 2001to $12.24 
billion



What Indian Investment Aims to Do(Strategy
for South-South Cooperation)

Develop productive capacity for African 
countries
Increase bilateral trade and diversify export base
Develop social and physical infrastructure
Strive for environmental sustainability (use of 
selective technology)
Provide institutional guidance for sustainable 
development
Develop local content 
Foster human resources development and 
create employment generation 



Measures to promote South-South 
Cooperation

Creation of India-Africa forum (Govt.-to-
Govt. interaction and development of 
public-private partnership)
New Delhi Declaration-establishing India-
Africa Framework for Cooperation in 
education, health, technology, food 
security, environmental sustainability
Support for NEPAD priority areas



Measures to promote South-South 
Cooperation

Commitments at India-Africa forum
Doubling financial credits from $2 billion in 
2003 to $5.4 billion in 2008
Investing $500 million in development 
projects across the continent over the next 5 
years till 2013
Duty-free imports, preferential market access 
for LDC primary and finished products 
(including cotton, cocoa, aluminium ores, 
copper ores, cashew nuts, cane sugar, 
ready- made garments, fish fillets, gem 
diamonds)
Doubling trade from $25 billion to $50 billion 
by 2011



Measures to promote South-South 
Cooperation

Long-term
Create new ideas for Africa through 
institutional interactions like EXIM Bank, 
trade & industry associations(CII,FICCI, 
India Investment Centre)

‘Focus Africa Programme’: market 
development assistance; technical 
cooperation and assistance

Extension of credit lines, over $550 million



Impact of India’s Investment on Africa

Upward pressure on raw material price levels would 
benefit Africa.
Exchange rate developments and resource 
allocation could accelerate industrial growth
Low-wage competition and income distribution may 
cause structural shifts but at the same time would 
bring increasing consumer welfare
Industrialization strategies, input linkages to India’s 
growth process would be overall beneficial
Capital-flow effects (such as through FDI, project 
finance, public-private joint ventures) may likely to 
augment investment in Africa 
Donor assistance of US$2b would help reduce 
poverty level



Impact of India’s Investment on Africa

Helping the Sub-Saharan Africa to be a processor of 
commodities and a competitive supplier of labour-
intensive goods and services to Chinese and Indian 
firms and consumers 
Indian business active in Africa is operating on a 
global scale helping it to integrate with advanced 
markets(Broadman, 2007)
Real GDP growth in Africa rose from an average 
annual rate of 4.2 per cent during 2001-2004 from 3.3 
per cent in 1997-2000. Sub-Saharan Africa gained 
more with its real GDP growth rate touching 5.4 per 
cent in 2004



Impact of India’s Investment on Africa

SSA manufactured exports—existing and potential—
are particularly get affected by the advance of such 
AD economies(Kaplinsky and Morris, 2008).
Net result of Indian investment allowed real GDP 
growth in Africa to rise from an average annual rate 
of 4.2 per cent during 2001-2004 from 3.3 per cent in 
1997-2000. Sub-Saharan Africa gained more with its 
real GDP growth rate touching 5.4 per cent in 2004.  
India’s interest in the region’s natural resources has 
resulted in huge OFDI to Africa bolstering the 
region’s infrastructure and pumping much needed 
investment into natural resources 



Impact of India’s Investment on Africa

Creating employment opportunities for 
the Africans; hiring locally and 
providing training to maintain and 
repair the plants
Providing longer period of employment 
as extracting operation has a long 
gestation period



What Africa has Gained

Pharma offering low cost generic drugs
Tata Sons promoting hotels and tourism
IT giants like TCS and Infosys provide Ites at 
cheaper prices
India-Africa trade has grown rapidly in the 
last 5 years $3.39 billion per year in 2000 to 
$30 billion per year in 2007
India providing import duty concessions, 
which is expected to further bolster imports 
from Africa.Overall India runs a trade surplus 
with Africa



What Africa has Gained

Providing tele-education and tele-medical care 
systems, as well as video-conferencing facilities

Conclusion
In the backdrop of global meltdown the incipient 
South–South trade and investment cooperation 
can influence this imbalance in the world 
economy.
South-South cooperation has received a big 
boost and in a position to challenge the 
continuous dominance of the North



Globalisation in Nigeria:

A Development Perspective? 
Dr. Sebastian Ebenthal



Intention of the Research

• Investigate the impact of globalisation 
on development in Nigeria

• How successful is the integration of • How successful is the integration of 
Nigeria into the world market?

• Evaluation of the policy strategy in the 
context of globalisation



Method of Research

• Application of the new index of globalisation 
for DC

• Evaluation of rankings and time series
• Regression analysis to investigate the impact • Regression analysis to investigate the impact 

of globalisation on economic growth in 
Nigeria

• Evaluation of the policy strategy in the context 
of globalisation



Main Results: Rankings

• Besides the political dimension Nigeria 
is not deeply integrated in the world 
economyeconomy

• Rank 79 of 105 DC in the overall 
ranking in 2005

• Rank 90 in the economic dimension and 
rank 20 in the political dimension





• Figure: Comparison of globalisation and 
growth in time series (z-transformed 
values, straight line shows globalisation)values, straight line shows globalisation)

• To investigate the impact of 
globalisation on growth in Nigeria linear 
regression analysis can be applied



Results of the Regression

• The coefficient of globalisation, 
measured with the index for DC, shows 
not to be significant in all applied not to be significant in all applied 
regression models 



Conclusion

• The analysis give evidence that in the 
investigated time span and the recent political 
context globalisation has not contributed 
significantly to economic growth in Nigeriasignificantly to economic growth in Nigeria

• Until now Nigeria is besides the political 
dimension not successfully integrated into the 
world market
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Overview

1. Introduction: Why SANE (South Africa, Algeria, Ni geria, Egypt), 
and why NIS?

2. SANE: Comparative Advantages and Competitiveness
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3. Relevance of National Innovation Systems for Afri can Growth
4. SANE: National Innovation Systems and Internation al 

Competitiveness
5. Conclusions and Policy Implications



Institut für Weltwirtschaft und Internationales Management - IWIM

Why SANE, and why NIS?

1. Related to the reference year 2006 we see that the 4 SANE
countries (out of the 53 African countries) have a dominant s hare
in all relevant continental and comparative data for Africa :
- Surface Area of Africa, in thousand Km sq.: 5,528 out of 30,307,
what is a share of 26,3 %;
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what is a share of 26,3 %;
- Total Population, 2004, million: 279,2 out of 924, what is a s hare
of 37.3%;
- Nominal GDP, US $ billions: 613 out of 1093, what is a share of
56%;
- GDP, US $ billions PPP: 1373 out of 2605, with a share of 53%;



Institut für Weltwirtschaft und Internationales Management - IWIM

Why SANE, and why NIS?

- Investment Ratio, Gross Capital Formation,% of GDP: 21% and
21% respectively;
- Gross National Saving, % of GDP, 28% and 23% respectively;
- Foreign Reserves, US $ billions : 176 out of 314, what is 56%;
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- Foreign Reserves, US $ billions : 176 out of 314, what is 56%;
- Trade Balance, US $ billions: 57 and 72 respectively;
- Current Account Balance, US $ billions: 38 and 35 respective ly;
- Share of Africa Exports and Imports, in %: 52% and 51%;
- Export Growth, 1997 - 2006, %: 4% versus 5% respectively;
- Import Growth, 1997 - 2006, %: 6% versus 9% respectively;



Institut für Weltwirtschaft und Internationales Management - IWIM

Why SANE, and why NIS?

- Foreign Direct Investment, US $ Billions, attracted in 2005 ,
16.239 versus 30.669, what is a share of 53 %;
- In sum, the share is in most cases higher than 50 per cent.
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2. In terms of international and regional politics the four
countries are of strategic importance – access to oil and gas fields
(Algeria and Nigeria), near the trouble spots of the Near Eas t
(Egypt), dominating the economic and political scene in Sou thern
Africa (South Africa); the same is true for international an d
regional peace missions, for reform politics in Africa, and for the
weight in international and African regional organisation s.



Institut für Weltwirtschaft und Internationales Management - IWIM

Why SANE, and why NIS?

3. Why focus on the National Innovation System (NIS)? For
improving international competitiveness of countries and
enterprises, the innovation system is crucial; innovations
determine the acceptance and quality of products, the reliability
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determine the acceptance and quality of products, the reliability
and the cost-saving of production processes, the successfu l
reorganization strategies of enterprises and sectors, and the
marketing capabilities so as to get market access; by a NIS th e
various actors cooperate in realising the innovation poten tial of
the country, by streamlining R&D, Education and Training, P ublic
Regulation and Support, Financing of Innovations and Inves tment,
and Mobilising the Own Innovation Potential of the Enterpri ses.



Institut für Weltwirtschaft und Internationales Management - IWIM

Why SANE, and why NIS?

4. Related to the National Innovation System (NIS) is the
National Finance System (NFS); it is the role of the banking and
finance system to provide financial sources for investment and
innovations ; to select innovative entrepreneurs and enterprises ; a
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innovations ; to select innovative entrepreneurs and enterprises ; a
good functioning NFS can therefore support the NIS, and a goo d
functioning NIS can pressure for reforming the NFS; the SANE
countries have even prior to the global financial crisis und ertaken
some reforms of the finance sector, but in quite different wa ys (see
African Competitiveness Report 2009); South Africa has gra dually
improved the financial system so that it supports growth ;



Institut für Weltwirtschaft und Internationales Management - IWIM

Why SANE, and why NIS?

South Africa and neighbouring countries have progressed
in financial market integration; the reforms in Nigeria hav e
benefitted key growth sectors; the financial system reaches out
globally and to other parts of Africa; despite of some reform s, in
Egypt the finance system lacks competition and innovation, and it
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Egypt the finance system lacks competition and innovation, and it
is not growth-supporting; bond, insurance, and mortgage ma rkets
are underdeveloped; there is some progress in Algeria towar ds
corporate governance and towards global and regional integ ration
of the financial sector; much more reform is needed all over SANE;



Institut für Weltwirtschaft und Internationales Management - IWIM

Why SANE, and why NIS?

5. The new stress for the national financial systems of
Africa during the global financial crisis means that the act ual
contribution of the NFSs to the workings of the NISs is impede d;
financing of innovations is hampered ; macroeconomic instabilities
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financing of innovations is hampered ; macroeconomic instabilities
and vulnerabilities are escalating; on the other hand, the n ational
supervisory and regulatory functions may become strengthe ned,
and the need to look and act Africa-wide (under NEPAD) and at
regional levels (like SACU) is becoming obvious; the SANE
countries can promote both - viable NFSs and NISs - in Africa.



Institut für Weltwirtschaft und Internationales Management - IWIM

SANE: Comparative Advantages and International 
Competitiveness

1. Comparative Advantages of SANE: The four countries have
comparative advantages (relative to other African countri es)
because of geographical location, resource endowment, mar ket
size, and the large participation of the private sector in the
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size, and the large participation of the private sector in the
economy; all the four countries are coastal states, what is
favourable for trade expansion, and for transaction and tra nsport
cost; all the four countries have natural resources; the mar ket size
is relatively great because of relatively high per capita GD P and a
great population; and the role of the private sector stimula tes FDI
and diversification in these economies; also human capital factors
are overall not unfavourable, when looking at specific indi cators.



Institut für Weltwirtschaft und Internationales Management - IWIM

SANE: Comparative Advantages and International 
Competitiveness

2. The Reality of Utilising these Comparative Advantages: T he
four countries have the potential and could therefore becom e an
engine for African trade, growth, and development; however , the
analyses show that all the four countries have realised few
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analyses show that all the four countries have realised few
changes in their trade patterns, and a transition to trading dynamic
products (with higher technology content and related to fas ter
growing world demand) has not been achieved; there are
differences between the four countries, but on the whole the
persistence of natural resource-based exports and of non-d ynamic
export sectors prevails; the benefits from global integration and
from the international division of labour are therefore limited .



Institut für Weltwirtschaft und Internationales Management - IWIM

SANE: Comparative Advantages and International 
Competitiveness

3. The Competitiveness in SANE Economies: The Africa
Competitiveness Reports (2009, 2007, 2005) reveal – based o n an
interesting development stages approach, a nine factors
assessment, and an adapted weighting methodology - that South
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assessment, and an adapted weighting methodology - that South
Africa and Egypt are consistently, and Nigeria (in ACRs 2009 and
2005) and Algeria (in ACRs 2007 and 2005) mostly among the top
ten of all African countries in terms of competitiveness; al l the
African countries are factor-driven or efficiency–driven , and none
has reached the innovation-driven development stage; Nige ria and
Egypt are in the factor-driven stage, Algeria is in transiti on to the
efficiency-driven stage and South Africa is already there;



Institut für Weltwirtschaft und Internationales Management - IWIM

SANE: Comparative Advantages and International 
Competitiveness

4. The Factors Supporting Competitiveness in the SANE
Economies: The SANE countries show in 2005 a higher average
per capita income than the BRIC (Brazil, Russia, India, Chin a)
countries ; in the same year SANE attracted two and a half times
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countries ; in the same year SANE attracted two and a half times
the FDI of India; the share of the SANE countries in the output of
their respective regional groupings is between four fifths (South
Africa in Southern Africa), two thirds (for Nigeria in ECOWA S) and
more than half (for Egypt and Algeria in all of North Africa); the
SANE countries locate more than two thirds of the largest 100 0
African companies, and 30 out of the largest 50 African banks ; for
innovation and investment SANE can act as engines of growth.



Institut für Weltwirtschaft und Internationales Management - IWIM

SANE: Comparative Advantages and International 
Competitiveness

5. The Factors Enhancing Competitiveness in the SANE
Economies: Algeria and Nigeria have made some progress in
managing commodity booms and busts; South Africa has
improved its macro -management on the basis of economic
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improved its macro -management on the basis of economic
openness with respect of capital flows; the strategic posit ion of all
SANE countries gives them chances to enhance regional
competitiveness; the coastal structure gives room for export
expansion and industrial agglomerations; the market size i s huge
because per capita income is three times that of other Africa ;
private sectors are well established, diversified and able to skill
workers; there are limits for producers moving up the value c hain.



Institut für Weltwirtschaft und Internationales Management - IWIM

SANE: South Africa’s Comparative Advantages and its  
International Competitiveness

So South Africa produces one quarter of Africa’s GDP; 40 % of
Africa’s industrial output; 45 % of Africa’s mineral produc tion; over
50% of Africa’s electricity production; South Africa has a
manufacturing sector that is stronger than in other SANE

15

manufacturing sector that is stronger than in other SANE
countries, with nearly a fifth of its GDP in 2005; growth has b een
slower than in other SANE countries, and there are severe
unemployment and poverty problems; sharp dualism with a
growing informal sector; in the ACRs for 2007 and 2009 South
Africa is ranked as 46 th and 45 th; institutions, market efficiency,
sophistication and innovation make up for this leading posi tion
within SANE; there are however labour market problems and hi gh
costs of doing business.



Institut für Weltwirtschaft und Internationales Management - IWIM
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SANE: Algeria’s Comparative Advantages and 
its International Competitiveness

Algeria is heavily dependent on oil, with a share of 45.3% in GDP for 2005; 
agriculture has only a share of 8.3%; after a decade of economic
stagnation Algeria is regaining in its growth path (because of increasing 
oil and gas prices and revenues; prudent macro-economic management 
of oil and gas windfalls; and a high level of macro-economic stability with 
top rankings on this issue in the Global Competitiveness Index at 2 and 
5); it is ranked in the ACRs 2007 and 2009 as 76th and 99th; there were 
improvements of public institutions; however there are still problems with 
efficiency and productivity, sophistication, innovation, and the high costs 
of doing business; it has not yet reached the efficiency-driven stage.



Institut für Weltwirtschaft und Internationales Management - IWIM

SANE: Nigeria’s Comparative Advantages and its 
International Competitiveness

Nigeria is the largest oil producer in Africa, and has huge
unexploited gas reserves; agriculture is very important in the non-
oil economy with a GDP share of 32.5% in 2005, having 60% of the
total labour force in the sector; the GDP share of mining is 38 .8%,
but the one of industry is only 2.9%; in rural areas live 70% of
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but the one of industry is only 2.9%; in rural areas live 70% of
Nigeria’s poor; the services sector is still small, with 24. 3% of GDP
in 2005, but it is expanding; Nigeria had strong economic gro wth
between 2003 and 2006; macro-economic reforms took place;
financial markets efficiency and business sophistication have
improved; it was lowest ranked in SANE in 2007 with the 102 nd

rank, but Nigeria has improved in the ACR 2009 to the rank of 94 th .



Institut für Weltwirtschaft und Internationales Management - IWIM

SANE: Egypt’s Comparative Advantages and its 
International Competitiveness

Egypt has a strong base in industry and mining sectors
(with GDP shares of 20% and 15.5%); the share of agriculture i s
14.1%, but there are limits to agricultural expansion under current
technology; the services sector is important and diversifi ed; there
were some positive results from the economic liberalization
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were some positive results from the economic liberalization
programme of 2004; Egypt is ranked as 65 th in the ACR 2007 and as
81th in the ACR 2009, a deterioration that may be the result of the
worsening macro-economic situation and of labour market an d
finance sector problems; Egypt has a diversified private se ctor
with many local suppliers, and the tax rates are low ; weak factors
are in the areas of higher education, training, and technolo gy.
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SANE Aggregate Picture: Comparative Advantages and 
its International Competitiveness

1. Macroeconomic uncertainty, taxation and interest rate
problems affect doing business and investment climate;
2. It is easier to launch a new business in SANE than in BRIC
countries, but registration of property is much more difficult in
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countries, but registration of property is much more difficult in
SANE countries (with the exception of South Africa);
3. BRIC countries on the average protect the investors bette r than
in the SANE countries;
4. Unfair competition, by the informal sector, by smuggling and by
public oligopolies, is a great problem in SANE and BRIC countries;
causing high costs and foregone earnings when doing busines s;
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SANE Aggregate Picture: Comparative Advantages and 
its International Competitiveness

5. Low levels of (official) intra-African trade limit severely th e role
of the SANE countries as regional growth poles;
6. Corruption, nepotism and government favouritism are problems
in BRIC and in SANE countries ;
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in BRIC and in SANE countries ;
7. Weaknesses of banks and the lack of appropriate financial
institutions lead to the financing of investments basicall y by
internally generated funds, with negative impacts on
competitiveness; lack of innovation finance in public bank s;
8. The other three SANE countries can learn from South Africa in
terms of infrastructure provision (power problems in South Africa);
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SANE Aggregate Picture: Comparative Advantages and 
its International Competitiveness

9. Industrial land in the SANE countries is scarce, and acqui sition
is time-consuming and expensive;
10. The human skills gap, especially in South Africa, impede s the
transition to the innovation stage of development ; South Africa is
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transition to the innovation stage of development ; South Africa is
embarking on specific on-the-job training programmes to
compensate for this; educational system reforms and professional
training programmes have started and are extremely importa nt;
11. Comparatively favourable Doing Business Index 2007
evaluations for the SANE countries relative to the BRIC coun tries.
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African National Innovation Systems and Internation al 
Competitiveness

1. National Innovation Systems (NISs) are
increasingly used for rearranging the STI Systems in Africa .
However, the concept is often simplified and largely
misunderstood . It is mechanistically applied, disregarding the
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misunderstood . It is mechanistically applied, disregarding the
theoretical background. However, it is necessary to unders tand the
background of Schumpeterian and Neo-Schumpeterian theori es.

2. The background is the concept of competition in
Schumpeter’s theory of economic development; the entrepre neur
performs continuously an innovative search to keep the firm
competitive - along the technical opportunities (given by t he
specific sector), the incentives (given the appropriabili ty of rents),
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African National Innovation Systems and Internation al 
Competitiveness

the capabilities (skills, in-house and external sources of
knowledge), and the mechanisms (the organisational
arrangements for knowledge production and use);

3. The innovative search is done along the Techno-
economic Paradigm (such as the ICT paradigm), the Technology
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economic Paradigm (such as the ICT paradigm), the Technology
System (such as the health/pharmaceutical industry/medical
technology system), the Technology Regime (knowledge
production and use in small versus in large companies), and t he
Technological Learning Processes (the technological accu mulation
paths); global competition and competitive advantages fol low from
this type of innovative search and can be supported by NISs.
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African National Innovation Systems and Internation al 
Competitiveness

4. National Innovation Systems (NISs) are “the national
institutions, their incentive structures and their compet encies, that
determine the rate and direction of technological learning (or the
volume and composition of change -generating activities) in a
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volume and composition of change -generating activities) in a
country” (Patel/Pavitt 1994b: 12); there must be incentive s to link
the various institutions, firms and actors so that exchange s/flows
take place between them ; there must be the necessary institutions,
such as (innovative) companies; finance and venture capita l
institutions; regulatory bodies; research & development, education
and training organisations; intellectual property protec tion offices;
business and technical support organisations, etc.;
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African National Innovation Systems and Internation al 
Competitiveness

there must be inducement mechanisms as the “drivers” of the
system (the system must be able to react to exogenous changes,
such as new scarcities of resources, drastic price changes, policy
changes, and new priorities for society and economy), and there
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changes, and new priorities for society and economy), and there
must be competencies/governance systems (e. g. in the sense of
appropriate corporate governance systems as the NISs can on ly be
as good as the underlying corporate governance structures) ;

5. These NISs may be linked with Sub-Regional,
Regional and International Innovation Systems, and with
International Innovation Networks; there is Path Dependen cy and
Cumulativeness with regard of technological learning.
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African National Innovation Systems and Internation al 
Competitiveness

6. There is a broad trend to apply this concept of NISs to
Africa without regarding further the background and the
implications; nevertheless it is a useful exercise because of the
many interactions that are looked at; the actors are forced to get a
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many interactions that are looked at; the actors are forced to get a
holistic view of the processes and interdependencies;

7. Three phases/stages/groups of African NISs are
distinguished (J. Mugabe 2009):
a) A group of leading countries with well established and rel atively
high quality research institutions; a high level of technol ogical
readiness; explicit innovation policies; agencies for fun ding
innovation; a private sector involved in R&D and collaborat ing with
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African National Innovation Systems and Internation al 
Competitiveness

universities, etc; only South Africa is at this stage now ;
b) A group of potential leaders with low levels of technological
readiness; weak research institutions that are being stren gthened;
science and technology policy regimes already existing, on-going
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science and technology policy regimes already existing, on-going
processes to formulate explicit innovation policies; agen cies for
funding technical innovations are already there or are bein g
established; a weak private sector that is not funding R&D; a nd
weak links between universities and industry; such countri es are
Botswana, Ghana, Kenya, Malawi, Mauritius, Madagascar, Rw anda,
Seychelles, Uganda, Tanzania, and Zambia;
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African National Innovation Systems and Internation al 
Competitiveness

c) A group of countries with very poor research institutions ; no
science, technology and innovation policy regimes; few and weak
institutions; university-industry collaboration being n on-existent;
too little funding for R&D; and a private sector that is small and not
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too little funding for R&D; and a private sector that is small and not
participating in R&D; Angola and Swaziland belong to this gr oup;

8. Industrial development can be promoted in all the
three groups of countries, but there are obvious limits in gr oups b)
and c). The NISs as a tool make it clear where the weaknesses ar e
and what can be done at the levels of institutions, policies,
programmes, and for setting priorities; the African NISs ca n also
be extended to sub-regional systems what is important for Af rica.
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Institutions of Relevance for International 
Competitiveness: The Pillars of African National 

Innovation Systems

1. Innovative Companies and Producers: Large and Medium
Foreign and Domestic Companies and Groups of Large, Medium
and Small Companies can be part of the system, but also small
agricultural and agro -industrial producers if they are represented
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agricultural and agro -industrial producers if they are represented
by associations; although private sector R&D is low, some Af rican
countries have attracted foreign agricultural and pharmac eutical
biotechnology companies (Kenya, South Africa);
2. Innovative Finance Institutions: All banks and finance
institutions with some financing of technical innovation a re in this
context relevant; so far most of private equity industry, co mmercial
and development banks, microfinance institutions, and als o donor
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Institutions of Relevance for International 
Competitiveness: The Pillars of African National 

Innovation Systems

funding agencies have not given attention to financing tech nical
innovations; venture capital, tax relief and other instrum ents are
not available for universities, SMEs and R&D institutions; recently
new public funding institutions were developed in South Africa,
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new public funding institutions were developed in South Africa,
Uganda and Ghana; the system of institutions for innovation that
was developed in South Africa is already most sophisticated ;
3. Intellectual Property Protection Agencies and Technolo gy
Support Systems: The national intellectual property laws a re often
outdated, and the national patent offices are weak; only Sou th
Africa has a substantial number of patents filed and granted ;
progress in this area is important for agro-industrial deve lopment;
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Institutions of Relevance for International 
Competitiveness: The Pillars of African National 

Innovation Systems

Standards, Quality and Metrology Institutions and their
assessments are an important basis of technological
infrastructure; in some African countries there is progres s with
these institutions, also with regard of the quality of laboratories for
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these institutions, also with regard of the quality of laboratories for
metrology and technical standards assessments; despite of an
increasing importance for Africa’s global value chain pres ence
these institutions are not always considered as important a ctors;
4. Research, Training and Skill Development Agencies: All t he
institutions (universities, technical colleges, public a nd private
research institutions, technical vocational training ins titutions,
etc.) are part of the NIS because the use of technology depend s on
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Institutions of Relevance for International 
Competitiveness: The Pillars of African National 

Innovation Systems

the educational attainment and the skill levels of the popul ation;
tertiary education enrolment in science, mathematics and
engineering is low ; the number of researchers is on average very
low, and the research productivity is also low ; the infrastructure of
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low, and the research productivity is also low ; the infrastructure of
these institutions is often weak; the link of universities t o industry
is ranked as very low (with the exception of South Africa, Tanzania,
and Kenya);
5. Public Regulatory Agencies and Business Development and
Investment Support Systems: Regulatory agencies should de al in
a coherent manner with FDI acquisition; technology procure ment
and licensing; environmental impact assessment; registra tion of
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Institutions of Relevance for International 
Competitiveness: The Pillars of African National 

Innovation Systems

of companies; registration of new products and processes,
especially drugs and medicines; export processing zones; l and
allocation and use; property rights issues; etc.; coherenc e is often
not there, and some regulatory areas are extremely weak, such as
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not there, and some regulatory areas are extremely weak, such as
for land allocation, property rights, and environmental pr otection;
6. These five pillars of the NIS are important in itself, and
especially because of the linkages existing among them ; the flows
between the pillars determine the strength of the NIS; there are
also flows from and towards external actors; maximising the
interactions and flows is important for STI development;
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A Rapidly Emerging National Innovation System in 
Africa: South Africa

1. In terms of the quality and the comprehensiveness of the NI S
the country is increasingly going to prepare for the innovat ion
stage of development (according to the ACRs).
2. The “research intensity” is a good indication of a country’s
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2. The “research intensity” is a good indication of a country’s
competitiveness. South Africa has a research intensity in 2 004/05
of 0.87% of the GDP (Expenditures on R&D/Research and
experimental Development in relation to GDP), and has set th e
target of 1% for 2008; the average ratio for the EU (of the 25) i s
1.82%, and the EU targets 3% by the year 2010; the South Africa
ratio is higher than the ratio in Argentina and in Greece, but lower
than the ratio in China and in the Russian Federation;
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A Rapidly Emerging National Innovation System in 
Africa: South Africa

with 17,910 researchers – this is 1.6 researcher per 1000 of t otal
employment – South Africa compares favourably with the rati o of
1.2 for China, and its ratio is slightly below the ratio of 1.8 for
Argentina; most research is performed in engineering, natu ral
sciences, and medical and health sciences ; the business sector
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sciences, and medical and health sciences ; the business sector
performs 58% of all R&D undertaken, while financing 45% of to tal
R&D; the higher education sector performs 21.1% and the
government 20.9% of R&D; basic research is covering 18.6% of
total R&D what is a ratio far below that of the developed countries;
a strong basic research component is very important to renew the
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A Rapidly Emerging National Innovation System in 
Africa: South Africa

research and science system continually; applied research and
experimental development have in South Africa various impo rtant
funding programmes (among others the Innovation Fund, THRI P,
Competitiveness Fund, and the Support Programme for Indust rial
Innovation) ; on the whole these data show that the system is
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Innovation) ; on the whole these data show that the system is
balanced, and that the cooperation between business, gover nment
and higher education is functioning and properly working.
3. All this is a requirement for an active, open and dynamic
National Innovation System (NIS); the National Advisory Council
on Innovation (NACI) of 1997 has a strong policy guidance rol e; the
R&D strategy of 2002 is composed of the biotechnology strate gy
(2001), the Advanced Manufacturing Technology Strategy (2 003),
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A Rapidly Emerging National Innovation System in 
Africa: South Africa

the Indigenous Knowledge Systems Strategy (2004), the Nano -
Technology Strategy (2006), and the Information And
Communication Technology Strategy (2007), leading then to
Comprehensive Implementation Plans; the NIS comprises as
stakeholders Government, NGOs, Education Institutions, Science
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stakeholders Government, NGOs, Education Institutions, Science
Councils, State Corporations, Research Institutions, Bus iness, and
International Partners; priority areas are chosen because of
national competitiveness reasons, like information techn ology and
biotechnology; geographic advantages, like biodiversity ,
astronomy and human origins; knowledge advantages, such as
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A Rapidly Emerging National Innovation System in 
Africa: South Africa

indigenous knowledge, technology for poverty reduction,
technology for deep mining, and selected human health
technologies; and others because of critical problems, lik e
technologies to address climate change, HIV/AIDS and Malar ia.
4. Strengths of the South African NIS: fiscal incentives for R&D;
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4. Strengths of the South African NIS: fiscal incentives for R&D;
strong government support; good indicators and data covera ge;
network of international cooperation; Weaknesses: weak hu man
capital base; and weak linking of knowledge with the real eco nomy.
5. Leading role in Africa to advance STI: African Plan of Acti on;
African Ministers’ Council of Science and Technology (AMCO ST);
achievements like the African Laser Centre (ALC), African I nstitute
for Mathematical Sciences (AIMS), Water Sciences initiati ve (WSI).
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A Rapidly Emerging National Innovation System in 
Africa: South Africa

6. Critical Evaluation of ASGISA/Accelerated and Shared Gr owth
Initiative of February 2006: While South Africa has a good po licy
framework for its NIS, the other strategies and policies in t he
country are not fully synchronised with it; but only strateg ic and
policy coherence can lead to an effective NIS; there are binding

39

policy coherence can lead to an effective NIS; there are binding
constraints in the South African economic system, such as th e
volatility/level of the currency, the transport and infras tructure
problems, the labour skills and cost problems, the limited
competition that is affecting negatively investment, the r egulatory
environment with heavy burdens on the SMEs, the exclusive
emphasis on STI-learning instead of supporting DUI (Doing, Using
and Interacting) learning, and the severe administrative f ailures of
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A Rapidly Emerging National Innovation System in 
Africa: South Africa

government; all this leads to an inability of the South Afric an
economic system to generate and to sustain sufficient innovation.
7. Embedding the NIS of South Africa: Embedding means that th e
path-dependent development processes of the important ind ustrial
sectors, the role of the neglected SMEs, the lack of sufficient
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sectors, the role of the neglected SMEs, the lack of sufficient
competition, the lack of DUI learning, and the government fa ilures
have to be considered in the context of implementing the NSI;
therefore it is imperative to move from knowledge building
processes to supporting the transformation of knowledge in to
commercial solutions; as an example, without sufficient po licy
coherence the industrial policies may counteract the educa tion,
research and sciences policies and the human skills strateg ies.
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Slowly Emerging National Innovation Systems in Afri ca: 
Algeria, Nigeria and Egypt

1. Although these three countries have the various pillars o f the
NIS, these pillars are not well connected; the enterprises a re not
linked with R&D institutions, education and training insti tutions,
regulatory bodies, technical and business support institu tions,
intellectual protection offices, etc .;
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intellectual protection offices, etc .;
2. The oil-sector-dominated economies such as Nigeria and
Algeria, but also to some extent Egypt, have not redirected t heir
innovation policies and the NIS towards agriculture and oth er
industry and services sectors; there is no particular empha sis on
the development of non-oil sectors in Nigeria and Algeria, a nd also
in Egypt the redirection of towards new manufacturing sectors is
very weak; the result is therefore a disconnection of the NIS and of
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Slowly Emerging National Innovation Systems in Afri ca: 
Algeria, Nigeria and Egypt

technological policies from the requirements of structural change
and the demands arising from globalization;
3. Important is it for these three countries to design strate gies and
policies that are interconnecting the various pillars of th e NIS, and
that are consistent with the visions, plans and objectives for new
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that are consistent with the visions, plans and objectives for new
industrial policies of these countries; these three countr ies can
learn a lot from the way South Africa has gone in a few years; the
private sector-led R&D is of greatest importance, as this ty pe of
R&D guarantees a better selection and adoption of knowledge to
the economic benefit of the enterprises; effective sourcin g of new
technologies is facilitated by in-house R&D; basic researc h also
has to be given greater weight because of the importance it ha s for
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Slowly Emerging National Innovation Systems in Afri ca: 
Algeria, Nigeria and Egypt

the creation of new technological opportunities in many sectors
and areas that may be of potential economic interest for thes e
countries;
4. The three countries have the resources to redirect the NIS s in
such a way that the institutions that are already there can perform
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such a way that the institutions that are already there can perform
more effectively, but strong incentives are needed to link t he
pillars; the incentives can be created by a constructive dia logue
between government, business associations, research and s cience
organizations, education/training staff associations, a nd other
professional organizations; the many large private and pub lic
companies in these three countries can increase step by step their
R&D budgets, also supported by tax privileges; targeted mea sures
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Slowly Emerging National Innovation Systems in Afri ca: 
Algeria, Nigeria and Egypt

with regard to taxes, public expenditures and subsidies for
speeding up technological learning processes are importan t policy
instruments; incentives to train staff in enterprises, to i nterlink
researchers with the productive sectors, to improve the qua lity and
orientation of tertiary education, and to improve the functioning of
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orientation of tertiary education, and to improve the functioning of
intellectual property offices can be created, often even at moderate
costs;
5. Oil-sector dominated economies, such as Nigeria and Alge ria,
may have greater problems than Egypt to turn around because o f
the “resource curse” disadvantages; however Algeria has
managed to redirect macroeconomic policies successfully, and
Nigeria has also done important reforms in the last few years.
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Conclusions and Policy Implications: Adding Value t o 
Production and increasing Trade Competitiveness by 

African National Innovation Systems

1. STI policies have an important role for Value Addition, fo r
Economic Diversification and for Enhancing International
Competitiveness in the SANE countries; the NISs and the NFSs
play a crucial role in this context;
2. NISs have to be interlinked and redirected on the basis of
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2. NISs have to be interlinked and redirected on the basis of
visions and plans for the future direction of these economie s and
the anticipated sources of economic growth; the rate and str ucture
of economic growth and the rate and direction of technologic al
learning are highly interrelated, although each country ha s
different paths to follow ;
3. South Africa as a natural resources-rich country has show n
that policy reforms and institutional changes on the basis o f plans
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Conclusions and Policy Implications: Adding Value t o 
Production and increasing Trade Competitiveness by 

African National Innovation Systems

and visions can lead the economy near to an innovation-drive n
stage of development;
4. Case Studies on Creating Competitive Advantages and Mark et
Entry Studies for New Products from other regions (Chile and
Malaysia) also confirm that coherent policies based on
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Malaysia) also confirm that coherent policies based on
strengthening STI and the NIS are key determinants for value
addition, export diversification and enhancing competiti veness;
5. National Innovation Systems are however emerging gradua lly in
distinct phases/stages, but unevenly on the basis of some pi llars;
the SANE countries can speed up the process of institution-
building by learning from best practice cases in the field; the great
weight of the four countries gives them responsibility for all Africa.
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New Growth and Poverty Alleviation Strategies 
for Africa: Issues

- Three Concepts of Poverty and Growth Analysis: 

= Statistical Concept of Pro-Poor Growth: World Ban k et al.
(individual incomes/expenditures, income distributi on, poverty line) 

= Multi -Dimensional Concept of Pro -Poor Growth: OECD/DAC et al.
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= Multi -Dimensional Concept of Pro -Poor Growth: OECD/DAC et al.
(analysis of actions needed at various levels and i n various 
dimensions)

= Structural Analysis Concept of Pro-Poor Growth: U NRISD, 
UNCTAD et al.
(analysis of the poor as a producer and as an agent  of change)

Whyman/Baimbridge 2006Source: Wohlmuth 2000, p. 43
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= Multi -Dimensional Concept of Pro -Poor Growth: OECD/DAC et al.
(analysis of actions needed at various levels and i n various 
dimensions)

= Structural Analysis Concept of Pro-Poor Growth: U NRISD, 
UNCTAD et al.
(analysis of the poor as a producer and as an agent  of change)

Whyman/Baimbridge 2006

Source: Wohlmuth 2000, p. 54
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= Multi -Dimensional Concept of Pro -Poor Growth: OECD/DAC et al.
(analysis of actions needed at various levels and i n various 
dimensions)

= Structural Analysis Concept of Pro-Poor Growth: U NRISD, 
UNCTAD et al.
(analysis of the poor as a producer and as an agent  of change)

Whyman/Baimbridge 2006

Source: Knell 2008, p. 132
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= Multi -Dimensional Concept of Pro -Poor Growth: OECD/DAC et al.
(analysis of actions needed at various levels and i n various 
dimensions)

= Structural Analysis Concept of Pro-Poor Growth: U NRISD, 
UNCTAD et al.
(analysis of the poor as a producer and as an agent  of change)

Whyman/Baimbridge 2006

Source: Knell 2008, p. 132
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= Multi -Dimensional Concept of Pro -Poor Growth: OECD/DAC et al.
(analysis of actions needed at various levels and i n various 
dimensions)

= Structural Analysis Concept of Pro-Poor Growth: U NRISD, 
UNCTAD et al.
(analysis of the poor as a producer and as an agent  of change)

Whyman/Baimbridge 2006

Source: Knell 2008, p. 133
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