Exploring the Reasons behind Modest
Economic Performance

Romain Houssa and Paul Reding

This chapter reviews Benin’s economic development performance, within its
historical and institutional context as well as in recent years. Its aim is to iden-
tify the main economic challenges the country’s development is facing. How
some of these challenges are linked to the characteristics of Benin’s economic,
social, and political institutions will be examined at a later stage. This deeper
analysis of particular aspects of the Beninese development challenges will be
undertaken in several thematic chapters in the second part of this volume.

The chapter is organised in six sections. Section I focuses on the somewhat
disappointing growth performance and the apparent lack of a powerful and
sustainable engine of growth. Section II focuses on the two key sectors of the
Beninese economy: cross-border trade (CBT) with Nigeria and production and
export of cotton and other agricultural products. Section III considers the for-
eign trade context, highlighting the largely illegal CBT flows with Nigeria as
one of its specificities. Section IV is devoted to macro-economic aspects, with
emphasis on key issues in public finance and the financing of the economy.
Section V concentrates on social aspects, achievements, and limitations of
Beninese development. Section VI intends to identify the Beninese economy’s
‘binding constraints’ for which a deeper analysis is required.

I GROWTH PERFORMANCE OVER TIME AND
CHANGING ECONOMIC CONTEXT
A Aggregate Growth

Benin’s growth performance has been relatively modest since independence.
With an estimated US$3,161 gross domestic product (GDP) per capita (at

" The authors are very thankful to Francois Bourguignon for his continuous support, numerous
comments, and insightful suggestions, and to Anne Michels for her efficient editorial assistance.
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FIGURE 2.1 Benin’s GDP per capita: levels, absolute and relative to sub-Saharan Africa
(1960 = 100), and growth rates, 1960—2019. LHS, left-hand side; RHS, right-hand side.
Sources: Author’s calculation based on data from World Development Indicators (WDI).

2017 international prices) in 2018, Benin ranks among the world’s poorest
countries, just at the upper limit of the poorest 15 per cent. As can be observed
from Figure 2.1, its real GDP per capita was only 72 per cent higher in 2018
than in 1960, reflecting a weak annual growth rate of 0.94 per cent. Total GDP
growth has been considerably faster, but it bears emphasis that three-quarters
of it have been amputated by the high population growth rate (2.8 5 per cent on
average). As in other sub-Saharan African (SSA) countries, population growth
continues to be an important challenge: while it is expected to decline slowly,
it should still reach 2.5 per cent per year in 2030."

Benin’s growth performance from independence in 1960 to the present time
closely matches the major changes in economic policy the country has wit-
nessed under its successive political regimes. One can accordingly distinguish
three main subperiods:

1 1960-1972: Post-Independence Instability
Political instability went hand in hand with low and very volatile growth
during this period. GDP per capita grew by 1 per cent per annum, less than

T United Nations (2019). The data reported in the text for Benin are those of the medium variant
of the projections. For 2030, the high variant population growth rate is 2.77 per cent per year
and 2.21 per cent for the low variant.
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the average SSA country (2.26 per cent). The economy had essentially kept its
colonial features with agricultural exports — mostly seed cotton— as the domi-
nant activity and France as the main trading partner.

2 1973-1989: The Socialist Experience, the Ensuing Financial

Crisis, and the Structural Adjustment Programme

During this period, the Marxist and military regime managed the economy
through state control and central planning. The major industries and banks
were nationalised and public involvement in the agricultural sector became
important through government-owned enterprises. Economic growth was
quite uneven because of both domestic and foreign causes.

Growth was weak in the early years (1973-1976) of the period, with a big
drop in 1975 because of the oil crisis and a poor performance in the cotton sec-
tor. It then picked up, under the pull of large public investments and of strong
demand from Nigeria. However, major macro-economic imbalances became
apparent in the early 198os, which quickly led to an unsustainable external
public debt — 75 per cent of GDP in 1985 — and to the collapse of the whole
banking system in 1989.

Amid the financial crisis, Benin had to request debt relief from its creditors
and new external financing. In 1989, a Structural Adjustment financing agree-
ment was set up with the World Bank, the International Monetary Fund (IMF),
and other multilateral and bilateral donors. The macro-economic adjustment
part of the package focused on reducing public spending and liquidating pub-
lic enterprises. The correction was all the more severe because Benin’s fixed
exchange rate commitment within the West African Economic and Monetary
Union (WAEMU) prevented resort to a devaluation.

These severe shocks resulted in a dismal growth performance of Benin’s
economy for the whole 1973-1989 period. A telling testimony to the severity
of these shocks is that GDP per capita turned out to be at the same level at the
end of the period as it was at the beginning.

3 1990 and after: Market-Oriented Reforms but Modest Overall Growth
Wide-ranging economic reforms were initiated in 1989 within Benin’s
Structural Adjustment Programme (SAP). They ranged from liberalising trade,
to lifting domestic regulations, to improving the performance of a downsized
public sector, to restructuring the banking system.

Growth picked up again after 1990, and Benin even grew more rapidly than
the average SSA country throughout the 1990s. Yet, it is difficult to assess to
what extent this improvement was due to the liberalisation of the economy or
to favourable external circumstances, including cotton exports and CBT with
Nigeria at the end of the period.

Growth slowed down a bit after 2002, unlike in the rest of the region, and it
became more volatile. Yet, a clear acceleration seems to have taken place over
the last five years or so: the annual growth rate of GDP per capita achieved
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2.5 per cent on overage, an unprecedented performance when compared to the
last three or even four decades.

B Growth and Structural Change

Economic growth always comes with structural changes: some sectors increase
their weight in total output while others, typically agriculture, recede. Structural
changes also explain the growth of labour productivity, and thus of GDP per
capita. Indeed, overall productivity gains result from both the reallocation
of labour from least to more productive sectors of the economy and from
productivity gains within sectors. This section analyses the structural changes
that took place in Benin, as well as their contribution to growth. We pro-
ceed in two steps. First, we discuss briefly the results of a ‘growth accounting’
aggregate analysis that spans the 19702017 period. Second, we examine the
relationship between aggregate growth and the sectoral structure of activity
and employment. This sectoral analysis had to be restricted to the 1999—2017
period, and sometimes even a shorter period, due to limited availability of fully
time-consistent data.*

The growth accounting analysis decomposes GDP growth into the contribu-
tions of the production factors, labour and capital, and of total factor produc-
tivity (TFP). Appendix 1 to this chapter presents this decomposition for the five
decades since 1970. A striking result emerges, which is the contraction of the
capital-per-capita ratio over the whole period since 1970. Capital only weakly
contributed to growth, except in 1971-1980 (a period of substantial public
investment) and in the very recent years when, at last, some capital deepening
occurred again. It thus appears that, by and large, growth of GDP per capita,
which largely coincides with labour productivity, has mostly resulted from
TFP growth, at least since the 1980s. TFP growth appears to have more than
compensated for the effects of the decline in capital intensity. It turns out,
however, that the observed changes in TFP largely reflect the major changes
that have occurred in the sectoral structure of the economy rather than auton-
omous productivity gains. This is what we argue in what follows.

* Detailed national account data published by Institut National de la Statistique et de I’Analyse
Economique (INSAE) and the Ministry of Economics and Finance are available since 1990, but
rest on a methodology, especially a classification of industries and activities, which was pro-
foundly overhauled in the early 2000s. The national account data under this new methodology
are only available since 1999, while the publication of those following the old methodology
was discontinued after 2012. The methodological changes in the sectoral classification are too
important to allow for combining the data to cover the full 19902017 period. Benin’s national
accounting system has recently been overhauled again, providing for a greater use of survey data.
This rebasing was officially introduced in 20719, starting with the 2015 data (see INSAE, 2019).
As a consequence of the new methodology, nominal GDP has been re-evaluated by 37 per cent
relative to the previous system of accounts. For consistency reasons, we stick in this section to
the older system of accounts.
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TABLE 2.1 Sector-based structure of GDP (per cent of value-added at current
factor prices) and informality ratios

1999-2003 2004—2008 2009-2013 2014-2017 Average

Primary 26.0 27.7 25.§ 23.9 25.8
Informality ratio 1.00 1.00 1.00 1.00 1.00
Secondary 32.4 28.7 24.1 24.3 27.4
Informality ratio 0.66 0.69 0.67 0.61 0.66
Tertiary 41.6 43.6 50.4 51.9 46.9
Informality ratio 0.43 0.44 0.45 0.45 0.44
GDP (factor costs) 100.0 100.0 100.0 100.0 100.0
Informality ratio 0.65 0.67 0.64 0.62 0.65

Source: Author’s calculation based on data from Institut National de la Statistique et de I’Analyse
Economique du Bénin (INSAE) for 1999—2015 and Ministére de ’Economie et des Finances (2017)
for 2016/17 provisional data. The informality ratio is defined as informal over total value-added.

To assess the extent of the structural changes, we first focus on broad pat-
terns. Table 2.1 shows that the primary (mostly agriculture) and tertiary (ser-
vices, broadly defined) sectors dominate Benin’s economy in terms of gross
value-added at factor cost (GVA). The share of the primary sector has been
decreasing over the whole period, but it is remarkable that it did so only
recently, suggesting indeed the limited dynamism of the economy prior to
recent years. The share of the tertiary sector has increased, another typical
pattern of the development process. It now represents more than half of total
GVA - that is, of GDP. At the same time, however, the share of the secondary
sector (manufacturing, utilities, and construction) declined, which points to
quite a worrying aspect of Benin’s development.

Table 2.1 also reports the large role played by the informal sector in Benin:
two-thirds of GDP originate in the informal sector. The ratio is equal to unity
in the primary sector, where all activity is recorded as informal. It is approx-
imately constant in the two other sectors, but declines overall because of the
falling weight of the primary sector. Altogether, however, the change in infor-
mality has been limited and concentrated in the recent period.

Table 2.2, adapted from Haile (2018), zooms in on the most recent period
(2006—2015) and provides more disaggregated data.? It combines GVA and
employment data, from which it is possible to derive relative levels and changes
in sectoral labour productivity. It also provides an interesting decomposition
of the overall change in labour productivity.

3 Haile (2018) combines Beninese national account data with employment data taken from three
waves of surveys of household living conditions (Enquéte Modulaire Intégrée sur les Condi-
tions de Vie des Ménages (EMICoV) 2007, 2011, and 2015) and complemented with the World
Bank’s International Income Distribution Data Set (I2D2).
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I Growth Performance over Time 49

On the GVA side, the table roughly confirms the conclusion of Table 2.1;
that is, a recent drop in the share of agriculture, a slightly larger drop in manu-
facturing, and a continuous increase in services, with a surge in finance and to a
lesser extent transport. The latter evolution is related to the surge in re-exports
from Cotonou’s port after 2011, as will be shown later. On the employment
side, the most noticeable change is the huge drop in the share of agriculture
essentially in favour of commerce, other services, and, to a lesser extent, trans-
port. Equally noticeable is the extremely limited change in the employment
share of the other sectors, especially manufacturing.

This reallocation of output and employment across sectors entails strong
changes in terms of sectoral productivity relative to the overall productivity
gain — which proceeded at an annual rate a little below 1 per cent a year.
Agriculture has seen its share in both GVA and employment decline, but the
latter more significantly so. As a consequence, its productivity has substan-
tially increased, while remaining among the lowest across sectors. This prob-
ably means that the sector has shed its ‘surplus workers’, those with very low
productivity.

Manufacturing has kept a stable, relatively minor share in total employ-
ment. As its share in GVA has fallen by 5 percentage points, its level of labour
productivity has fallen too, possibly indicating a change towards lower-
productivity activities. This decline of labour productivity in manufacturing
is also observed in other West African countries, but it is more pronounced
in Benin (see Haile, 2018). Furthermore, as can be seen in the left-hand panel
of Table 2.2, the sector’s absolute productivity went down in Benin at an
annual rate of 3%. This significant downward trend is presumably due to a
combination of factors, among which is insufficient competitiveness, possibly
reflecting the lack of investment in physical and human capital noted earlier,
as well as other constraints relating to the business environment and public
infrastructure (see, e.g. Ministére de ’Economie et des Finances, 2019, pp.
28-33; see also Section 2.4).

The same major drop in labour productivity can be observed in ‘commerce’
and ‘other services’, which make up more than one-third of total GVA. As a
matter of fact, labour productivity in the former sector had become lower than
in agriculture by 2013, as if those surplus or low-productivity workers in agri-
culture who migrated towards commerce simply shared the value-added poten-
tial of this sector with the incumbents. The phenomenon is less pronounced in
‘other services’, which include the government sector where productivity is
essentially assimilated to wages, higher than in the rest of the economy.

Outside agriculture, utilities, transport, and finance are the only sectors
where productivity has not decreased. The latter two sectors most likely bene-
fited from a surge in CBT with Nigeria and the re-export of imports arriving at
Cotonou Autonomous Port. There is no doubt that this boosted the transport
sector. It also boosted the finance sector through trade financing on the import
side of re-exports to Nigeria.
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The general picture that comes out of this evolution of the structure of out-
put, employment, and productivity is rather worrying. While most of the limited
overall productivity gain in Benin between 2006 and 2015 was due to labour
leaving low-productivity agricultural activities to work in higher-productivity
sectors, it has come at the cost of decreasing productivity in the latter. In other
words, no sector could be really considered as a growth engine in Benin, except
perhaps the financial sector, but with practically no impact on employment.

This view of economic growth in Benin appears fully consistent with the
growth accounting exercise summarised earlier where TFP was found to be the
main source of growth. It is clear that most of that TFP growth is attributable
to net labour migration out of agriculture, with no autonomous productivity
gains in the destination sectors.

The last columns of Table 2.2 show a decomposition of the aggregate pro-
ductivity gain of the Beninese economy into two parts: first, the part attributable
to changes in the structure of employment; and second, the part attributable to
changes in within-sector productivity. The result is appalling and fully confirms
the preceding conclusions. Per se, the reallocation of labour away from agri-
culture into commerce and other services contributed to an annual growth of
overall productivity equal to 1.73 per cent. Yet, sectoral productivity changes
contributed negatively, at an annual rate of —o0.77 per cent to the change in over-
all labour productivity. While productivity increased in the agricultural sector,
because of surplus labour leaving the sector, it decreased in other major sectors
of the economy. Thus, the general picture is that of workers leaving the agricul-
tural sector because there are better income opportunities elsewhere, but, as a
matter of fact, essentially reducing income per capita in the destination sectors.

Benin’s economic development until the mid-201os can be summarised by a
dismal rate of capital accumulation, and the total lack of a growth engine able
to push the whole economy forward. Instead, the little growth that has taken
place over the last few decades seems more consistent with some income gain
from CBT with Nigeria or cotton exports fuelling limited growth in demand for
domestic services. In any case, it is doubtful whether the agriculture-cum-service
model that seems to be the pattern of Beninese growth over the last decades
can be the source of sustainable development. Strong productivity-enhancing
strategies are needed.

II LEADING REAL SECTORS: ACHIEVEMENTS AND CHALLENGES

Cotton and CBT are the two leading sectors of Benin’s economy. Together they
generate one-third of the country’s GDP, 13 per cent and 20 per cent for cot-
ton and re-exports, respectively.* Cotton also represents around 7o per cent of
Benin’s total exports, excluding re-exports. Cotton is mainly exported to Asia,

4 These estimates are obtained from MAEP (2008) and Golub (20122, 2012b) for cotton and
CBT, respectively, although it will be seen shortly that the latter is probably overestimated.
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FIGURE 2.2 Benin’s GDP per capita: exports of cotton and re-export of goods, in real
terms, and GDP annual growth rates

Source: Author’s calculation based on Banque Centrale des Etats de I’ Afrique de I’Ouest
(BCEAO, 2019) balance of payments data; WDI for GDP growth and Consumer Price
Index (CPI) data used to estimate real trade data.

Europe, and the USA, whereas CBT involves importing goods from Asia and
Europe through the harbour of Cotonou and later re-exporting them to neigh-
bouring countries, in particular Nigeria. The leading role of cotton and re-exports
is also evident from Figure 2.2, where a clear correlation emerges between GDP
growth cycles and those in cotton exports and merchandise re-exports. Growth
decelerates when cotton exports fall from 2000 until 2005, picks up temporarily
when re-exports rise, before accelerating when both surge after 2o11. A similar
scenario can be observed with the 2015 recession and the following recovery.

Because of their crucial importance for Benin’s economy, the two follow-
ing subsections will be devoted to an in-depth discussion of CBT and cotton
production. The deep institutional factors and political economy aspects that
characterise each sector will be further examined and assessed in dedicated
chapters in this volume.

A Cross-Border Trade with Nigeria

Nigeria is the main recipient country of Benin’s CBT, accounting for more
than 9o per cent of Benin’s re-export activities. The intense trade between the
two countries stems mainly from differences in tariffs, trade restrictions, and
subsidies. On the one hand, Nigeria uses tariff and non-tariff barriers as well
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52 Reasons behind Modest Economic Performances

as exchange controls to protect domestic industries in a number of economic
sectors, including cars, textiles, cigarettes, and food items (see, e.g. Igué and
Soulé (1992); De Melo and Ugarte (2013); Golub (2012a) for further discus-
sion). Prices for these goods are consequently higher in Nigeria than in Benin,
which abides by the lower WAEMU tariff rates. On the other hand, Nigeria,
an oil-producing country, subsidises domestic petroleum prices, which are thus
lower than formal prices in Benin. These important price differentials between
Benin and Nigeria for certain categories of products are a strong incitement to
circumvent Nigeria’s import tariffs and trade restrictions through smuggling
operations across a long — and porous — border into Nigeria for Benin’s re-exports,
and into Benin for Nigerian petroleum and some other products.

The context within which this trade operates is thus intrinsically one of
informality and illegality. The import process of the goods intended for the
Nigerian market is itself fully formal and legal. It is operated by formal firms,
which trade with local and international contractors, borrow from formal
banks, and pay income taxes. Related infrastructure, both public (port, cus-
toms) and private (parking lots for used cars, warehouses for other products),
has been set up in an open and regular way. The unofficial (illegal) aspect of
CBT with Nigeria occurs at a later stage when goods that benefited from low
customs duties and taxes, because they were declared either for domestic use
or for transit to other (landlocked) neighbouring countries, are smuggled to
Nigeria. On the other hand, the smuggling of goods bought in Nigeria into
Benin is of course utterly unlawful.

The unofficial nature of an important part of the re-exports makes it very
difficult to rigorously document their size and estimate their economic impact.
The most frequently cited estimate by Golub (2012a) is based on unofficial
trade in used cars, which represents a large part of the total unofficial re-export
trade to Nigeria. Extrapolating from these data to the whole trade, Golub
(20124, p. 215, 2012b, p. 1159) estimates that the contribution of re-exports
to GDP is about 20 per cent and that it directly involves 50,000 people. Such a
large estimated contribution of CBT to GDP seems out of proportion with the
estimated effects on employment, however. Based on rough approximations
described in Appendix 2 to this chapter, we feel that a To—12 per cent contri-
bution to GDP would be a more reasonable range of estimate.

Since the unofficial CBT with Nigeria is very lucrative for the Beninese econ-
omy and since it generates significant tax revenues for the country, it is not
only tolerated but even encouraged by the Beninese authorities. Yet, there are
important downsides associated with it.

First, Benin has become very vulnerable to changes in economic conditions
and trade protection policies in Nigeria. Concerning the latter, Nigeria has not
only often changed import tariffs on protected goods, but has also recently
closed its border with neighbouring countries, with dire consequences for the
Beninese economy. Tellingly, almost half of the volatility of GDP growth in
Benin is due to the volatility of the Nigerian economy, itself very much the
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result of the volatility of global oil prices. A regression of Benin’s GDP growth
on the growth of household consumption in Nigeria over the 1980—2017
period suggests that a one standard deviation shock in the latter — not an infre-
quent event — produces a 1.3 per cent change in Benin’s GDP - a little less than
half the standard deviation of GDP growth (see Appendix 3 to this chapter).
This means that although Benin is not an oil-exporting country, it has acquired
some of the features of the latter through its excessive dependence on trade
with Nigeria.

Second, the smuggling of goods from Nigeria into Benin and the ensuing
artificially low prices of these goods hamper the development of locally pro-
duced goods, like textiles and rice for example.

Third, the illegality inherent in most of the trade between Benin and Nigeria
severely damages Benin’s public institutions because of the corruption, tax
evasion, and possibly government capture that it entails. This is true at every
level in the public sector, but the scale at which the unofficial CBT is organised
necessarily implies high-level political connections on the part of the bigger
operators, in both countries. The risk of political capture is also strengthened
by the illegal practices associated with re-exports, as is evident from the polit-
ical infighting involving big CBT players.’

Finally, the permanent tolerance, instead of repression, of fraudulent activities
by the authorities does worsen the general business climate because low stan-
dards of honesty, compliance with the rule of law, and respect for the country’s
institutions have spilled over to other sectors. Consequently, while illicit CBT
benefits both countries, it also entails large costs and Benin needs to urgently
rethink its development strategy, to make it less dependent on illicit CBT.

B Cotton Exports: Historical Heritage and
Changing Organisational Structure

Cotton production is a major sector of Benin’s economy and the livelihood of
one Beninese out of three depends on it. Cotton does not only play a major eco-
nomic and socio-political role in the countryside, but forms the basis of more
than half of Benin’s industrial production. It also accounts for about 60—70 per
cent of export revenue (excluding re-exports) and 45 per cent of tax revenue
(excluding customs revenue). Overall, cotton is estimated to account for 13 per
cent of Benin’s GDP (MAEP, 2008). This number seems rather large, however,
and a contribution within the range of 7—10 per cent seems more reasonable.
Indeed, using the average ratio of Benin’s total exports relative to GDP of

5 A telling example is Sebastien Ajavon, a leading importer of frozen poultry from France, where
he has invested in chicken farming, into Benin. His firm COMON S.A. is the major player in the
unofficial CBT of poultry into Nigeria, where this product is officially banned. He financed the
campaigns of politicians close to his business interests before himself running as a candidate in
the 2016 presidential election. See also Chapter 1 and Mensah (2018).
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FIGURE 2.3 Performance of the cotton sector in Benin and West Africa

Sources: Author’s calculation based on data from Food and Agriculture Organization
(FAO) Corporate Statistical Database (FAOSTAT). Benin’s data over the period 2016~
2017 is obtained from INSAE and the Association Interprofessionnelle de Coton au
Bénin (AIC) and is being updated in the FAOSTAT database. Note: West Africa (WA)
is a simple average of data from Burkina Faso, Cote d’Ivoire, and Mali. Production is
in tonnes, Area in hectares, and Yield is in percentage relative to the value of average
yield in the other WA countries.

about 17.8 per cent in 19602016 and considering the 6o per cent share of
cotton in Benin’s total exports indicated earlier, we arrive at an estimated GDP
ratio of 10.6 per cent. Furthermore, if we take into account that the share of
cotton in Benin’s total export revenue is probably overestimated and if we use
instead the data from the Observatory of Economic Complexity (OEC, see
https://oec.world), we find a ratio of cotton revenues to GDP of about 7 per
cent, which is the value reported by the World Bank (2016).°

Beninese cotton production followed a bumpy expansion after independence
until 1997, after which production plateaued for seven years. This period of
stagnation was immediately followed by a sharp decrease in production in the
years between 2004 and 2009, caused by a decreasing dollar price of cotton
whose negative impact was further amplified by a persistent appreciation of
the CFA Franc. As can be seen in Figure 2.3, this decrease has been particularly
severe in Benin compared to its francophone neighbouring countries (Burkina

¢ However, potential indirect effects of cotton through the demand and supply sides of the economy
are not taken into account in our estimates.
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Faso, Cote d’Ivoire, and Mali), suggesting that other country-specific factors
have exacerbated the effects of the shock in Benin.

Benin’s cotton sector has indeed been characterised by excessive political