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Sequoia on Sustainability

The Sequoia Partnership is a think tank and supply chain consultancy firm specialis-
ing in the fast moving consumer goods industry. We bring clarity to our clients deci-
sion making through detailed analysis of their operations.

Our sustainability practice applies our numerical skills to socio-economic and envi-
ronmental issues.

We believe that sustainability requires a balance - and that the need to reduce CO,
emissions should be considered alongside the rights of developing nations to work
their way to a better standard of living.

Why has a supply chain organisation written a report about poverty alleviation?
Because in today’s globalised economy, supply chains connect the rich world to the
poor.

UK consumers touch the lives of millions of Africans everyday. For most consumers
the relationship is invisible, but for Africans at the start of the supply chain, the
shopping choices of UK consumers provide a livelihood that can free them from
poverty.

We believe that understanding the impact of economic growth on the livelihoods
of ordinary Africans is crucial if businesses are to maximise the positive contribu-
tion they can bring to society.

Report Authors: Steve Wall, David Bosomworth
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Executive summary

o Economic growth has the potential to reduce poverty levels in Sub
Saharan Africa from 52% to 47% by 2015.

o Population growth will more than offset this improvement and will
place an additional 36 million Africans in poverty by 2015.

) Taking into account population growth, economic growth has the
potential to prevent an additional 47 million Africans entering into
poverty.
Economic growth and poverty alleviation in Africa 1
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Introduction

Economic growth has helped to lift hundreds of millions of Asians out of poverty.
This humanitarian leap has largely passed Africans by as their economy has been
left on the international sidelines.

There are now signs however, that the African economy is starting to stir - the In-
ternational Monetary Fund (IMF) predicts Sub Saharan Africa will grow at over 5.4%
a year to 2015. For many Africans, the key question is whether this growth will help
lift them out of poverty.

Sequoia have estimated the impact of this economic growth on African poverty
levels by examining global trends of poverty alleviation from economic growth.

Simple income measures of poverty do not adequately convey the impact of pov-
erty on people’s livelihoods however, so we have also estimated the potential im-
pact of economic growth on future levels of health, nutrition, sanitation and educa-
tion.

Clearly, predicting future living standards is far from easy and we recognise eco-
nomic growth is only one of several factors influencing standards of living. We have
used economic growth projections from the International Monetary Fund to pre-
dict future growth, but are unable to predict African domestic policy, governance
levels, and weather related events.

Despite these difficulties, we believe it is important to anticipate the impact of eco-
nomic growth on Africa’s development - as understanding Africa’s likely develop-
ment path gives society the best opportunity to improve it.

Economic growth and poverty alleviation in Africa 2
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Our approach to estimating poverty alleviation

The IMF (April 2010) predicts annual economic growth of 5.4% for Sub Saharan
Africa up to 2015 - highlighting the potential for growth to underpin poverty reduc-
tion and improve living standards in Africa.

We have estimated the social impact of this growth by assuming African countries
will progress along the same development path experienced by other developing
and emerging countries.

Figure 1 demonstrates that wealthier countries have lower poverty rates and illus-
trates this development path. The graph also reveals countries can have signifi-
cantly different poverty levels even with the same GDP per capita - illustrating the
significant impact other factors (e.g. government policy, climate, conflict) can have
on poverty levels.

We have used data from the 2009 United Nations Human Development Report to
ascertain the latest figures available for poverty levels and development indicators
covering health, sanitation, nutrition and education.

The most recent data available are for the year 2007 and we have used this as our
base year for comparison. Applying actual and forecast economic growth rates
from the IMF allows us to determine the anticipated increase in GDP per capita
from 2007 to 2015.

We have taken the increase in GDP per capita for each country and applied the
average rate of poverty alleviation from economic growth to each country’s current
poverty level.
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Figure 1: Poverty vs economic wealth
Source: UN HDR report 2009
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Population effects

The African economy is not the only area of growth in Africa. Population is ex-
pected to grow by 2.5% per year in Sub Saharan Africa, leading to an increase in
population of 155 million by 2015.

2015
. Source: World
Estimate Economic Outlook
database: April 2010
2007
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Population (millions)

Figure 2: Population for Sub Saharan Africa

Improvements in poverty and living standards are correlated with GDP per person,
so an increasing population dilutes GDP growth when expressed as a GDP per cap-
ita growth rate.

The IMF predict the GDP of Sub Saharan Africa will grow at 5% per year from 2007
to 2015, but the equivalent prediction for growth expressed as GDP per capita is a
more modest 3%.

Source: World
GDP Economic Outlook
database: April 2010
GDP per
capita

0% 1% 2% 3% 4% 5% 6%
Annual growth projections to 2007 - 2015

Figure 3: Economic growth projections for Sub Saharan Africa

As well as diluting economic growth, population growth has a significant impact on
the absolute number of people living in poverty.

Whilst economic growth reduces the proportion of people living in poverty, if the
population rises significantly, the number of people living in poverty can increase
substantially.

Economic growth and poverty alleviation in Africa 4
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Estimates of poverty alleviation

By 2015, we estimate economic growth will reduce the proportion of people living
below $1.25 per day in Sub Saharan Africa* from 52% to 47%.

Figure 4 shows the anticipated improvement for a range of living standard metrics
expressed as a proportion of population. All of the indicators show improvement in
the range of 3 to 7 percentage points.
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Figure 4: Estimates of living standards in 2015: Sub Saharan Africa*

This positive news is tempered by the fact that population growth more than off-
sets the improvement from economic growth. We estimate that despite economic
growth, population increases will result in an additional 36 million people living in
poverty in Sub Saharan Africa* by 2015.

As figure 5 illustrates, the situation would be much worse without any growth in
GDP per capita. Under this scenario, an additional 83 million Africans would be liv-
ing below the poverty line of $1.25 per day.

Consequently, the effect of economic growth is to prevent an additional 46 million
Africans entering into poverty.

Given that population growth outpaces economic growth and places more people
in poverty, how high would economic growth need to be simply to keep pace with
population growth and maintain current poverty levels?

*Excludes Angola, Botswana, Chad, Congo, Equatorial Guinea, Eritrea, Gabon, Nigeria

Economic growth and poverty alleviation in Africa 5
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Figure 5: Estimates of living standards in 2015: Sub Saharan Africa*

*Excludes Angola, Botswana, Chad, Congo, Equatorial Guinea, Eritrea, Gabon, Nigeria

We estimate that GDP per capita would need to grow at nearly double the IMF’s
predicted growth rate of 3% per year simply to keep pace with population growth.

Sensitivity of results

The results presented are highly sensitive to the input data sourced from the UN’s
Human Development Report and the IMF growth forecasts.

The aggregate results for Sub Saharan Africa are particularly sensitive to a small
number of countries that have large populations, very low levels of development
and are predicted to experience high levels of growth.

For example, of the 47 million people that economic growth could prevent from
entering poverty, 28 million are based in just 4 countries (Tanzania, South Africa,
Ethiopia and Mozambique) with Tanzania alone contributing 14 million people.

Tanzania currently has 89% of it’s population living below $1.25 per day and is pre-
dicted to experience GDP per capita growth of 5% per year for the period 2007-
2015. With such a high proportion of it’s population living below $1.25 per day and
a high growth rate, Tanzania has enormous potential growth to lift it's population
out of poverty.

Economic growth and poverty alleviation in Africa 6
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Conclusions

. Economic growth has the potential to reduce poverty levels in Sub Saharan
Africa from 52% to 47% by 2015.

. Population growth will more than offset this improvement and will place an
additional 36m Africans in poverty by 2015.

. Taking into account population growth, the effect of economic growth is to
prevent an additional 47 million Africans entering into poverty.

. Economic growth would need to be double the current IMF growth fore-
casts in order to prevent population growth from increasing the number of
Africans in poverty by 2015.

. Results are particularly sensitive to a small number of countries that have
large populations, very low levels of development and are predicted to ex-
perience high levels of growth.

Economic growth and poverty alleviation in Africa 7
Can economic growth reduce African poverty levels by 2015?



SeQu()Jlga FMCG Supply Chain Experts

www.SequoiaOnSustainability.com

Appendices
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Can economic growth reduce African poverty levels by 2015?

Economic growth and poverty alleviation in Africa



