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s most major economies are seeing their working-age populations

stagnate or shrink, sub-Saharan Africa’s is growing rapidly and

projected to be larger than China’s in about a decade. If the region can
also increase its productivity growth, it will begin to emerge out of poverty
and gradually become relevant to global investors.

The forces that shape the world over decades are very different than those that make headlines from day to
day, and these secular dynamics—while slow-moving—are often some of the most impactful. The slowing, and
in some cases outright shrinking, of population growth in the industrialized world is one of these long-term
forces that will gradually remake the shape of the global economy. But this demographic trajectory is not the
same everywhere. The population is declining in some places while growing rapidly in others.

Most notably, sub-Saharan Africa’s population is booming. It is projected to account for a quarter of the
world’s working-age population within a few decades and have more people of working age than China
in about 10 years. This means that even if productivity growth is modest, sub-Saharan Africa is on track to be
one of the fastest-growing areas in the world, and its role in the global economy, which is very small today (3% of
global GDP across about 40 countries with little integration into key supply chains), will likely increase as well.
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In this report, we examine this secular pressure and pencil out how meaningful the growth in Africa’s role
in the global economy might be over the coming decades. Given its demographic explosion while population
growth in the rest of the world stagnates, we outline two trajectories for how this might play out:

1.  Still very undeveloped, but larger: over the past 40 years, sub-Saharan Africa has made
less progress in rising out of poverty than other major population centers like India and China.
Productivity growth has averaged only around 1%, leading to only small gains in GDP per
capita. If this trend continues, sub-Saharan Africa will still have one of the highest GDP growth
rates in the world, given that its working-age population will grow 2-3% (while others are barely
growing or shrinking). Its share of the world economy will increase, but not by much, and it
will remain not very relevant to the global economy. In this scenario, there could be geopolitical
consequences as a growing share of the global population is “left behind,” exacerbating
migration pressures (especially as climate shocks intensify), increasing global poverty and
income inequality, and fueling further political instability.

2. Emerging out of poverty: there is also a path where sub-Saharan Africa begins to experience
the sort of upswing in development, productivity, and standard of living that economies like
India have experienced in recent decades—not a China-level productivity miracle, but a classic
phase of catch-up growth that we have seen in other major emerging market population centers.
On this path, sub-Saharan Africa would become more akin to the larger economies in emerging
Asia today in its importance to the global economy and relevance to global investors.
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Without big changes, our long-term growth estimates are unfortunately for a scenario closer to the first
case than the second. In either case, it will take a long time for this region to become relevant to the global
economy. As shown below, if productivity growth can rise to 4%, sub-Saharan Africa will begin to emerge out
of poverty and play a more meaningful role in the global economy.

Sub-Saharan Africa GDP (%WLD)
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The Coming Demographic Shifts Will Make Sub-Saharan
Africa a Large Share of the World's Working Age Population

Sub-Saharan Africa’s working-age population is projected to grow by about 70% over the next 20 years (an
annualized rate of about 2.7%). This is much faster than any other region in the world. The comparable
rate for India is about 0.6%, while working-age population is projected to shrink in the developed economies
and China (by about -04% and -0.8% per year respectively). The rapid growth in sub-Saharan Africa’s
population reflects the combination of a fertility rate that is much higher than any other region’s with rising
life expectancies, especially as a result of declining infant mortality rates. Moreover, the share of the region’s
population that is of working age is rising; its median age is just 18, well below the global median of 31. This
both boosts labor-force growth and has implications for productivity, as we discuss in more detail below.
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Productivity Growth Has Been Extremely Slow, with Little
Recent Progress in Emerging Out of Poverty

Even with anemic productivity growth, the demographic baseline means that sub-Saharan Africa will likely
grow as a share of global GDP (and correspondingly, production, demand, trade, markets, etc.)—but it will
remain quite small. Unfortunately, that is the growth trajectory the region has been on. Over the past 40 years,
GDP per capita in sub-Saharan Africa has been relatively flat, and it has not experienced the same upward
swing in development, productivity, and standard of living as other major emerging population centers (notably
China starting around 1980, and then in more recent decades India).
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If the region remains as poor as it is today, this significant increase in sub-Saharan Africa’s population is
likely to magnify a range of geopolitical challenges. Today, incomes in the region remain low, food insecurity
is relatively widespread, and as much as 80% of employment is in the informal sector. These dynamics have
been significant drivers of migration, largely within Africa and to Europe (where it, along with migration from
other regions, has had meaningful knock-on effects on European politics). These pressures are also important
drivers of political instability within the region and are likely to become even more significant as climate shocks
intensify (with sub-Saharan Africa being one of the most vulnerable regions in the world to those shocks).
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Given the Fundamentals Today, Our Base-Case Estimate
Is That Long-Term Productivity Growth Will Be Mediocre

We have studied the long-term drivers of growth and built a process for estimating the 10-year growth of
economies from a variety of logical indicators. At the top level, growth is driven by growth in working-age
population and growth in output per worker. Output per worker is in turn driven by productivity growth (which
is in turn driven by competitiveness, amount of investment, quality of institutions, etc.) and indebtedness
(which impacts how much swings in credit can be a headwind or a tailwind). As shown in the scatter below,
this process yields a reasonably reliable estimate (tested across 40 countries, 70 years of history, and a wide
range of environments), though there are divergences, and every case has elements the framework did not
capture adequately.
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https://economicprinciples.org/downloads/ray_dalio__how_the_economic_machine_works__leveragings_and_deleveragings.pdf

Applying this framework to the economies of sub-Saharan Africa, our base case for long-term productivity
growth in the region is positive but low, around 2%. This would be an improvement from the past decade of
relative stagnation but will still keep the region in poverty with limited impact on the rest of the world in the
coming decades. Combined with working-age population growth of a little under 3%, this yields a future
growth estimate of 4.5-5.5%, compared to 3.5-4.5% for China and 5.5-6.5% for India.

Sub-Saharan
India China Africa
Long-Term Future Growth Estimate 5.5-6.5% 3.5-4.5% 4.5-5.5%
Output-Per-Worker Growth 4.5 -5.5% 4.0-5.0% 15-25%
Working-Age Population Growth 0.9% -0.4% 2.9%
Drivers of Output-Per-Worker Estimate Favorable labor
Competitvences e O
Relative Cost of Labor Bullish Neutral Very Bullish
Dependency Ratio Neutral Very Bearish Very Bullish
Core Infrastructure (Transportation, Logistics, Electricity) Neutral Bullish Very Bearish 1 ..offset by
Investment and Savings Bullish Very Bullish Neutral insufficient
investment &
Institutions infrastructure,
Governance (Corruption, Bureaucracy, Rule of Law) Neutral Neutral Very Bearish | - xz; ‘:&'ions,
Innovation and Achievement Orientation Very Bullish Bullish Neutral and high debt
Indebtedness burdens
Debt Levels and Debt Service Burden Neutral Bearish Very Bearish | |
Monetary Policy Flexibility Neutral Bearish Bearish

The biggest tailwinds are very favorable labor pricing and demographic shifts. As a relatively low-income
region, labor is priced very cheaply relative to most of the rest of the world (though other barriers limit the
region’s ability to capitalize on that competitive position, which we discuss next). On demographics, beyond
a quickly growing labor force, falling dependency ratios (ratio of non-working-age population to working-age
population) create the potential for a “demographic dividend” to play out. As dependency ratios fall, people in
the region are likely to be able to save a higher share of their incomes, which can fuel productive investments
and growth. This is effectively the opposite of what we see in the developed world and China, where aging
populations (i.e., rising dependency ratios) are contributing to a buildup of “IOUs.”
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On the other hand, the region faces several major headwinds. First, it lacks core infrastructure (transportation,
logistics, and electricity) and invests less in human capital, which undermines labor competitiveness. In
addition, the region generally has weaker institutions than middle- and higher-income countries (with greater
risk of corruption, more bureaucracy, and weaker rule of law), which undermines the attractiveness of doing
business and investing in the region.

Infrastructure and Human Capital Governance Indicators (1= low, 7 = high)
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Second, the economies are generally less flexible and less diversified. Employment is concentrated in
agriculture (which tends to be less productive) relative to industry and services, and labor mobility is poor.
And rents on natural resources make up a large share of output, so swings in the commodity cycle drive big
swings in growth and government revenues (for instance, this was a big tailwind from 2000-14, and then a big
headwind in the five years after).

Employment by Sector (%Total) Natural Resource Rents (%GDP)
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Third, external debt service has risen to an unsustainable share of government revenues (in many places
more than is spent on education or healthcare). Rising rates in the developed world have flowed through to
higher hard currency borrowing rates (reflecting the need for tighter monetary policy in places like the US
but creating an undesirable headwind for sub-Saharan African economies, many of which are barely above
pre-COVID output levels). On top of that, sub-Saharan African countries face much higher credit spreads
than typical emerging market borrowers. Since 2020, Ghana, Zambia, and Ethiopia have all defaulted on their
foreign debts.
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Lastly, the overall level of investment is low relative to what is needed to support a boom in
productivity. High investment levels boost productivity by increasing the ratio of capital relative to labor,
laying foundational infrastructure such as roads and electrical grids, and investing in human capital through
education and healthcare. While other factors were also at play, very high levels of investment and savings
(versus consumption spending) were a big driver of the productivity booms in many East Asian economies
over the past 40 years. By contrast, the investment rates in sub-Saharan Africa were and remain much lower,
only around half of the amount in places like China, Korea, and Vietnam.
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