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.

https://doi.org/10.1017/9781009278522.006 Published online by Cambridge University Press


https://doi.org/10.1017/9781009278522.006

I Growth Performance over Time 45

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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46 Reasons behind Modest Economic Performances

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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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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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
interference since independence and has known long periods of instability,
oscillating between private and public modes of governance. This instability
was particularly severe after 1990, when the sector embarked on a failed pro-
cess of liberalisation and privatisation. The causes of the failure are multi-
ple: (1) political actors controlled the whole reform process and thereby made
reforms vulnerable to regime changes; (2) liberalisation did not lead to compe-
tition, as officially intended, because the allocation of seed cotton was admin-
istratively decided and the procurement of seed cotton was not transparent; (3)
the rules (e.g. about input quality assessment, input import and distribution,
quotas of cotton seeds) were not considered credible since there were no clear
enforcement mechanisms against those who violated them; and (4) the reforms
were not appropriated or owned by the local authorities since they were under-
taken at the behest of donors.

The huge instability of the cotton sector and the failure of reforms are fur-
ther apparent from the high volatility and the lack of growth of cotton yields
over time (Figure 2.3). The value of Benin’s yield lags on average four basis
points behind that of other countries.

C Non-cotton Agricultural Exports: An Ancillary Driver of Growth?

Besides cotton, there is a wide variety of other crops, including cassava, maize,
cashew, pineapple, palm oil, rice, and vegetable, that could be the basis of a
dynamic agro-industrial export sector and even become altogether an ancillary
engine of growth, along with cotton. Among those the case of cashew is par-
ticularly interesting. Its share in export revenues more than quadrupled in the
period between 1995 and 2018, reaching 16.9 per cent at the end of the period
(OECQ). As a result, cashew has become the second most important contributor
to Benin’s export revenue and accounts for 3 per cent of GDP.

Yet, different institutional shortcomings prevent Benin from fully capitalising
on the rising world demand for cashew nuts (see www.nutfruit.org/industry) and
utilising its natural advantage in cashew production in the central and northern
parts of the country. Insecure land property rights (treated in depth in Chapter 7)
and insufficient access to external finance have led to underinvestment, for
example in the replacement of older trees. This is reflected in the low yields of
cashew in Benin (356 kg/ha in 2019) compared to Nigeria (715 kg/ha) and Togo
(1530 kg/ha) (FAOSTAT database).

In addition, high costs of electricity and the use of less advanced technology
impair the competitiveness of processing firms. Coupled with poor organisa-
tion and integration of the actors operating in the sector, this has led to a
situation where the bulk of raw cashew is exported essentially to Vietnam and
India, instead of the markets of the buoyant advanced economies.
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FIGURE 2.4 Major constraints to private firms in Benin and sub-Saharan Africa

Source: Author’s calculation based on data from World Bank Enterprise Survey (various
years).

D Obstacles to the Development of the Non-
agricultural Business Sector

The non-agricultural business sector, excluding CBT with Nigeria, accounts
for around 45 per cent of Benin’s private sector. It has been characterised by
slow growth over the whole period since independence. Four major growth
constraints can be highlighted based on the two waves (2009 and 2016) of
the World Bank Enterprise Survey data: (1) external finance constraints;
(2) deficiencies in physical infrastructure; (3) informal competitors; and (4)
difficulties firms face in dealing with public administration (taxes, customs,
and trade regulations). Worryingly, these constraints are not only more
severe in Benin than in the average SSA country, but they have also been
increasing over time (Figure 2.4). This is particularly true for access to
finance and electricity, which will be treated in more detail in the following
two subsections.

1 Financial Constraints

The Beninese formal financial sector operates under the supervision of
WAEMU and includes three categories of institutions: commercial banks, for-
mal micro-finance institutions, and other financial institutions (e.g. pension
funds and insurance companies). The informal system, on the other hand, does
not have the capacity to finance any enterprise other than micro-businesses. It
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does so through numerous micro-finance institutions (MFIs), which altogether
amount to a tiny share of the financial sector’s assets.”

According to existing reviews of the financial sector by the IMF (2016,
2018a and 2019), the weak lending performance of Benin’s banks could be
explained by several institutional factors. The first relates to asymmetries of
information and the poor management of credit risks, which increase borrow-
ing costs. To alleviate this problem, a credit centralisation initiative was started
by banks in 2013 to exchange information on borrowers, but this system does
not function well.® Private credit bureaus were also authorised in 2017, but
the system is not yet operating. Second, there are weaknesses in banking super-
vision and regulation that undermine risk management in financial interme-
diaries and their performance. In some cases, long delays in banking dispute
resolutions (due to corruption or bureaucratic inefficiency, for example) allow
underperforming financial intermediaries to remain active for long periods
of time, wasting resources in operating costs and undermining credit supply.
Finally, there are important concentration risks. Credit is structurally concen-
trated on a very small number of large business groups (with a majority of
activities linked to CBT with Nigeria). As a result, negative shocks in the trad-
ing sector, often originating in Nigeria, cause an important rise in the share of
non-performing loans (NPLs), which ultimately makes borrowing more expen-
sive for small and medium-scale borrowers. For example, a 1 per cent decrease
in the Nigerian growth rate is associated with a 0.79 per cent decrease in the
bank provisions-to-asset ratio in Benin (IMF, 2019, p. 42). In addition, Benin’s
banks are indirectly much exposed to government’s laziness in meeting its pay-
ment commitments to the private sector, which affects business credit risks and
makes lending to the private sector more expensive.

In addition to the factors already identified, bottlenecks in the judiciary and
property sectors tend to discourage access to finance.? On the one hand, seri-
ous flaws in the judiciary system, including low capacity in handling finan-
cial issues and complex and long litigation procedures, complicate contract
enforcement and discourage access to credit for certain categories of borrow-
ers. On the other hand, the poor quality of property titles — especially over land
assets — due to uncertain status, long delays in registration, and the high cost
of verifying property titles, constrains the use of land as collateral and thus
reduces the use of bank credit.

7 In 2016, for instance, there were 685 MFIs, accounting for about 5 per cent of the overall finan-
cial sector’s assets. However, only about 15 per cent of these MFIs were officially authorised, 85
per cent being therefore informal (IMF, 2016). More generally on the informal financial sector
see Tomety (1999).
One explanation could be the concentration of the banking sector. The banking system is concen-
trated on four banks, which account for about 8o per cent of the credit and capital of the system.
9 Besides, quantitative constraints on the deposit side may also impede banks’ lending to the
private sector. For instance, a limited amount of term deposit may contribute to explaining low
bank credit supply.
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The poor functioning of the banking sector has limited the banks’ capacity to
lend to businesses and explains why the difficulty of obtaining external financing
is the top structural constraint reported by private firms in the country. One out
of three small and medium-sized enterprises (SMEs) in the 2016 World Bank
Enterprise survey declared themselves to be suffering from involuntary exclu-
sion from external financing. Furthermore, more than one-third of these firms
attributed this to a lack of the proper collateral required by banks. Worryingly,
these constraints have increased in recent years (from 2009 to 2016), which is
surprising given that the financial sector has very much expanded over the same
period — see Table 2.2. This may suggest that this expansion was directed more
towards very specific activities, especially those linked to CBT.

2 Physical Infrastructure

A key problem that shackles Benin’s economic development is the dearth and
low quality of transport, electricity, and telecommunications infrastructure.
Following the IMF (2018a, pp. 31-32), Benin scores systematically below the
average SSA country according to an indicator meant to measure the overall
quality of infrastructure. It indeed lags the average SSA country in terms of
access to electricity, use of internet, public health, education, and transport
infrastructures. But Benin performs well and sometimes even slightly better
than other SSA countries in terms of access to treated water, mobile access,
and port infrastructure."®

Concerning the electrical energy infrastructure, only one-third of the total
population has access to electricity, which is slightly below SSA averages,
according to WDI data. Benin’s energy consumption (KWh per capita) is
well below the SSA’s and lower middle-income countries, about one-fifth and
one-seventh, respectively. Also, electricity rates are generally higher in Benin
and the quality of services — for instance frequency of outages — is worse than
in other African countries."" To circumvent the failures of the electricity net-
work Beninese companies have resorted to private substitutes (e.g. generators)
that put a strain on their costs.

The supply and use of the Internet remain low in Benin, with only 11 per
cent of the population using the Internet in 2015 versus 21 per cent in SSA
countries (WDI). Progress in the adoption of information and communication
technologies (ICT) turns out also to be remarkably slow compared to other
African countries. This low use of internet services in Benin can be explained
by (1) the lack of telecommunications infrastructure, although this may be

*® One should however note that considerable geographical disparities exist with respect to infra-
structure (INSAE, 2016b). For example, in terms of access to electricity, the three departments
ranking highest are all located in the southern part of the country, while two of the three
departments with the worst supply are in the north. In terms of access to drinking water, of the
three departments with the best supply only one is in the north, while of the three departments
with the worst access only one does not belong to the north.

't See the Report on the Diagnostic Trade Integration Study (DTIS) Update (World Bank, 2015b).
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compensated by easy access to the 3G and 4G mobile networks; (2) the low
availability of new technologies; (3) the high costs of the various services; and
(4) the low quality of the connection and related services.

The development of roads, water, and telecommunications is a critical fac-
tor for the competitiveness and growth of an economy. Following the most
recent World Bank logistics performance index, the quality of Benin’s trade
and transport infrastructure is slightly above the averages for SSA and lower
middle-income countries, and rose steadily from 1.89 in 2007 to 2.50 in 2018.

The structural and multifaceted deficits in physical infrastructure in Benin
raise the question of the factors that could explain this situation: is it a deficit
in the public investment effort or a lack of efficiency of the latter? This will be
briefly taken up later when discussing public spending.

III THE FOREIGN TRADE CONTEXT

A word of caution is necessary before discussing external trade issues for
Benin. As reported in the previous section, Benin has vibrant CBT with Nigeria
that is for a large part illegal. These large informal flows are not recorded in
Benin’s official export and import data, making interpretation of the latter
difficult since part of imports are re-exported and not used in the domestic
economy. However, BCEAO has since 2019 updated external trade statistics
for Benin that adjust official data in order to account for the ‘unofficial’ export
and import flows."* We use these adjusted data to discuss the aggregate trade
flows, but primarily focus on the official data to document the structure and
composition of foreign trade flows.

A Parallelism between Exports and Imports

Figure 2.5a reports total (adjusted) exports and imports of goods and ser-
vices, together with estimated re-exports and GDP growth for the 1990—2019
period. Three main points stand out:

First, there is a strong parallelism between exports and imports since the
re-exports, official and unofficial, must necessarily have been imported in the

> BCEAO, which establishes WAEMU’s balance of payments, estimates unofficial re-exports and
imports using a methodology that rests on the reconciliation of WAEMU’s intra-zone trade
flows and on INSAE’s estimates of Benin’s unrecorded trade. Note that BCEAO’s adjustment
methodology has been significantly overhauled since 2015, in the wake of the new national
account framework introduced by Benin in 2019 — and applied from 2015 on - to, among
others, provide for a better inclusion of informal activities. The coverage of unrecorded trade
flows has been much extended, both on the export and import sides. BCEAQO’s 2015 balance of
payments data for Benin’s exports of goods have been revaluated by 42 per cent, relative to those
resulting from the earlier methodology, and those for imports of goods by 33 per cent (BCEAQO,
2019, p. 16). As GDP has also been revaluated by 37 per cent, the effect of this change in meth-
odology only marginally affects the export and import GDP ratios depicted in Figure 2.5a.
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FIGURE 2.5a International trade and real exchange rates: Exports and imports of
goods and services, re-exports of goods, and GDP growth

Sources: Author’s calculation from BCEAO website for exports and imports (balance of
payment data); WDI for growth.

first place.”® The dynamics of exports are indeed strongly driven by re-exports,
especially since the early 2000s (Figure 2.5a).

Second, there is relatively high volatility in the export and import GDP
ratios. This can also be partly explained, since 2004 at least, by the character-
istics of CBT and the dependence it entails on positive or adverse developments
in the Nigerian economy, as noted earlier.

Third, the balance of goods and services shows a sizeable and persistent
deficit throughout the period, with an average of 6.7 per cent of GDP. Despite
strong growth in exports since 2004, no reduction in the gap was achieved.
We return in the next section to the issues this raises for the sustainability of
Benin’s development.

B Composition of Exports and Imports of Goods and Services

The export and import data provided by BCEAO mostly combine official data
with estimated unofficial re-exports and imports.™

3 The correlation coefficient between export and import GDP ratios is 0.88 over the 1990—2019
period, and 0.67 between export and re-export GDP ratios.

'+ Since 2015 the coverage of unofficial trade activities has been extended, so that adjusted
exports and imports go beyond activities of re-export and include other unofficial trade flows,
also mostly with Nigeria. The latter represent sizeable amounts, but their detailed composition
is not publicly available (see BCEAO, 2019, pp. 19 fns, 61, 64).
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Concerning the status of re-exports relative to domestically produced export
goods, one could hold that, as these goods are all imported, they are of no
major concern for the domestic economy. Indeed, if this activity only consisted
of organising the transit of goods, it would not be recorded as merchandise
exports and imports. However, re-exports involve significant value-added by
domestic residents to the imported goods. This is especially the case in Benin,
where CBT is a key driver of re-exports. The latter involve the supply of trans-
port and warehouses, as well as of wholesale or even retail trade services, for
an amount that is far from negligible even though not readily observable and
imperfectly known, as discussed in Section 2.1. Under these conditions, it is
indeed justified to consider re-export as the export of services originating in the
domestic economy, with of course a huge import component.

Re-exports’ value-added is however intrinsically much lower than that of
Benin’s other exports, for similar gross values, and focusing on the former’s
large share in total adjusted exports would not do justice to Benin’s other
(official) exports, and underestimate the latter’s importance for the economy.

Cotton products (mostly raw cotton) dominate (official) merchandise
exports, with a §7 per cent share in 2017—2018, followed by cashew nuts
(14 per cent). Palm products, gold, meat, fruit, metal, and petroleum prod-
ucts, though less important (about 2—3 per cent each), contribute to diversify-
ing Benin’s export base."> The shares of exported products do however vary
greatly from year to year.

Exports of services (other than re-export activities) also matter, account-
ing for an average of 3.4 per cent of GDP for 2010—2019. Travel represents
slightly more than a third of export service receipts, indicating that tourism is
also a potential driver of the country’s development.*®

As already mentioned, merchandise imports evolve, because of re-exports,
in parallel with exports. This is reflected in their composition, dominated by
food products (e.g. rice for re-export to Nigeria). Imports of services outweigh
exports of services, mostly because of freight and insurance expenditures
related to the import of goods though the port of Cotonou.

The contribution of net exports to growth is thus dependent on re-export
activities whose large gross volume compensates for the low per unit value-added,
on agricultural products, cotton and non-cotton, and on tourism. The growth
contribution of net exports could be improved if the high potential of non-cotton
agriculture and of tourism, which both account for high domestic value-added,
could be exploited.

5 Petroleum products, which are handled by the port of Cotonou, are an example of officially
recorded re-exports (BCEAOQ, 2019, p. 19). Total re-exports are, however, mostly unofficial.

16 WTO (2017, p. 140) reports that tourism is a major source of foreign currency, but that laws
and regulations are ill-adapted to the sector’s need, which explains its sluggish development. To
improve the contribution of tourism to development, the Benin government launched in 2017
the World Bank-funded Cross-Border Tourism and Competitiveness Project.
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C Real Exchange Rates

The last external trade issue that merits discussion is competitiveness.
Although there are many facets to competitiveness, we focus on the relative
price component and use the real exchange rate as an indicator.'” Since Benin
is on a fixed peg with respect to the Euro and since Benin is a price taker on
the international market, its price competitiveness is heavily impacted by the
exchange rate of the Euro vis-a-vis other currencies, especially the US dollar
and those of Benin’s Asian trade partners."® Note that price competitive-
ness with its WAEMU and Communauté Economique et Monétaire d’Af-
rique Centrale (CEMAC) African trading partners is not directly influenced
by changes in nominal exchange rates as these countries are also on a peg
with the Euro.

The multilateral index of Benin’s real exchange rate indicates a real appre-
ciation of the CFA Franc until 2008, followed by a continuous depreciation
(Figure 2.5b). The appreciation period coincides with the long-lasting appre-
ciation of the Euro against the US dollar (2001—2008), while the depreciation
reflects both the reversal of the Euro-US dollar nominal exchange rate and the
low rate of inflation that Benin managed to achieve relative to its main official
trading partners.

As Benin is exclusively a price-taking economy, these changes in the Euro-
US dollar exchange rate have led to ample fluctuations in local currency cot-
ton prices and thus in producers’ profit margins. Accordingly, the observed
evolution of exports very broadly reflects the trend in the multilateral real
exchange rate. During the period of continued real appreciation up to 2006,
the GDP ratio of exported goods declined (see Figure 2.5a) before increasing
again slowly in parallel with the real depreciation.™®

But Benin’s multilateral real exchange rate only imperfectly reflects actual
changes in the country’s price competitiveness, since it is based on official trade
statistics and official nominal exchange rates, while a large part of Benin’s
trade is informal. We therefore decided to also analyse the real exchange rate
between the CFA Franc and the Naira, Nigeria’s currency.>® The evolution of

7 Two other components are the quality of products and trade policy. Concerning the former
aspect, IMF (2018a, p. 18) reports that ‘the product quality of Benin exports has remained rela-
tively mediocre over time’. Benin has applied the Economic Community of West African States
(ECOWAS) common external tariff since 2015. Nigeria, however, does not abide by ECOWAS
rules, a situation that nurtures the informal CBT.

Benin’s peg was with the French Franc before 1999. It has only been changed once since 1948.
This was the case in January 1994 when the foreign currency value of the CFA Franc was halved.
' The appreciation of Benin’s multilateral real exchange rate actually goes back to 1994, building
up progressively after the devaluation of the CFA Franc.

To this end we also use consumer price indices. However, we do not rely on the official rate of
the Naira, but use the bureaux de change (BDC) Naira exchange rates, which can be considered
as a proxy, albeit an imperfect one, for the parallel exchange rate used in cross-border trade.
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FIGURE 2.5b International trade and real exchange rates: Multilateral and bilateral
CFA Franc-Naira real exchange rates

Sources: Author’s calculation for the real multilateral exchange rate based on data from
IMF that were retrieved from the Federal Reserve Bank of St Louis data bank; for the
real CFA Franc—Naira exchange rate: Central Bank of Nigeria and Macrobond database.

the bilateral real exchange rate with Nigeria combines a trend of persistent real
depreciation with, around this trend, several periods of large real appreciation
shocks. The real depreciation trend is the result of Nigeria’s CPI inflation being
systematically higher than Benin’s and a depreciation of the Naira—CFA Franc
rate that falls short by about half of this differential. The short-term real appre-
ciation shocks reflect episodes of large, and often sudden, depreciations of the
Naira, mainly as a result of the abrupt fall in oil prices.

These large swings in the bilateral real exchange rate had a significant impact
on Benin’s economy. Re-exports declined by about 20 per cent during the two
real appreciation shocks of 2009—2010 and 201 5—2016. Whether, and to what
extent, these declines are due to a loss of price competitiveness is difficult to
assess. The drop in real incomes in Nigeria following the large depreciation
shocks indeed had an additional, and probably stronger, demand-reducing
effect. Accordingly, it appears that the declines in volumes can largely be
attributed to the spill-over effect of the decrease in Nigerian demand, a result
of the depreciation of the Naira and of the direct income effects of the oil
shock. Price competition may probably matter more on the import side of the
CBT, where Nigerian products directly, and intensively, compete with domes-
tic ones. The 2015—2016 depreciation of the Naira, for example, led to massive
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exports of Nigerian products to Benin, at very competitive prices (Ministére de
I’Economie et des Finances, 2016, pp. 20-21).

To conclude, as a price taker on international markets and as a member of
a monetary and customs union whose external exchange rate is a hard peg,
neither exchange rate nor trade policies are in the hands of Benin’s authori-
ties. This represents a key constraint on their policy options, a constraint rein-
forced by the vulnerability to exchange rate shocks originating from Nigeria,
an important partner in official and unofficial trade. As a matter of fact, the
only option for Benin to have some control of the competitiveness of its trade-
able goods is to keep the evolution of its nominal domestic prices and wages in
check. Given that, for low-income countries, wages in the public sector often
play a leading role in the dynamics of wages and prices in the private sector,
public wage policy may be one of only a limited number of instruments that
the authorities can resort to.

IV FINANCING THE ECONOMY AND THE PUBLIC SECTOR

Benin has been structurally highly dependent on external resources. As docu-
mented in the preceding section, exports are far from permitting the Beninese
economy to get even close to economic independence. Aggregate spending is
systematically above national income. There is an overall — that is, private
and public — propensity to consume averaging almost 0.9 over the last twenty
years. As a result, a third of investment expenditures has to be covered by
foreign resources. Domestic government revenues are sometimes insufficient
to pay for recurrent expenditures, and still less for public investments. Private-
sector savings and the flow of foreign direct investment fail to fully finance
private capital accumulation. Without a sizeable volume of foreign aid, the
Beninese economy would not be able to grow or even function.

This section goes briefly over these macro-economic issues, which directly
determine the space for development and most crucially the sustainability of
Benin’s current development model. Three issues are considered in turn: the
consumption bias in aggregate spending; the efficiency versus resource con-
straint in the public sector; and foreign assistance dependency.

A Consumption Bias in Aggregate Spending

Figure 2.6 shows total expenditures (absorption) relative to GDP since 1990, in
agreement with the current 201 §-based National Accounts methodology that
implied some rescaling of aggregates before this date.*' Total expenditures are

*' Data for the 1999—2019 period are based on the 2015 national account methodology and are
not fully comparable with the earlier series. WDI data rely on Benin’s national account method-
ology introduced in 2015 and applied from that year on. Significant adjustments have also been
made in the databases of international organisations for Benin’s national account aggregates for
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the sum of domestic household consumption, of government final consump-
tion, and of total, private and public, gross capital formation (investment). The
first striking observation that highlights the acute dependency of the Beninese
economy on foreign financing is that total absorption always significantly
exceeded GDP (on average by 8 per cent over 1990-1998 and 6 per cent over
1999—2019). The three successive SAPs Benin underwent over the 1989-1999
period tamed absorption for several years — it was at 128 per cent of GDP in
1981 — but the effect did not last, and absorption surged again towards the end
of the T1990s and remained high thereafter.

Considering the composition of absorption, the first noticeable feature is
the relative size of household final consumption expenditures, which remained
close to 8o per cent from 1999 until 2006, before sliding down to 68 per cent
in 2019. This raises two questions: why such a high propensity to consume;
and why the slide?

A country comparison indicates that the Beninese consumption ratio over
GDP has in general been higher than in the average low-income or SSA coun-
try over the last twenty years. It is however difficult to find a convincing

the 19992014 period. Relative to the data series based on the earlier methodology, nominal
GDP data have been systematically revalued retroactively by 36.7 per cent for the 1999—2014
period. GDP ratios have been adjusted upwards for private consumption and absorption and
downwards for public consumption and investment, implying significant increases, and respec-
tively decreases, for the corresponding nominal aggregates.
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explanation for this beyond that of differences in national account methodol-
ogies for measuring household consumption, an aggregate whose measure is
often particularly imprecise.** In line with this, the three available household
surveys do indeed report an average per capita real consumption that is about
30 per cent lower than the national account data.*3** One can however expect
that the evolution of the consumption ratio reasonably describes actual trends
in consumption patterns.

A second feature of the absorption picture is, precisely, the slide in the
household consumption ratio.*> Various factors could explain the decline
in the household consumption ratio since 2006. First, the deep deflationary
shocks in Benin in 2008-2009 and 2015-2016 caused by the reversal in oil
prices and its effect on the Nigerian economy may have increased precaution-
ary savings and thus participated in the decline of the consumption ratio.*® It is
however doubtful that this argument can explain the persistent decrease of this
ratio over the whole period since 2006. A more fundamental factor may be at
play. As further discussed in the last part of this chapter, inequality has been

2

v

In most SSA countries, household final consumption is computed as a residual (IMF, 2018d,
p. 14), i.e. as the difference between the sum of aggregate value-added and imports on the one
hand and the other components of aggregate demand (exports, government final consumption,
and private and public investment) on the other hand. This was the case for Benin, at least for
the period under discussion. The new national account system introduced by Benin in 2019
integrates household survey data (INSAE, 2019).

According to average per capita consumption as reported in the World Bank’s PovcalNet data-
base for the 2003, 2011, and 2015 surveys. Of course, this difference could, at least partly, be
due to the surveys missing consumption data of high-income households, as a result of a too
narrow focus or of under-reporting.

An additional imprecision in the measure of household final consumption in Benin’s national
accounts could result from inaccurate recording of imports of consumption goods. As indicated
previously, goods imported by Benin that have Nigeria as their final destination are often chan-
nelled through customs, not as goods in transit or for official re-export, but as goods intended
for the domestic market. To the extent that this is not fully taken into account in estimating
household consumption, some overestimation of household consumption expenditures and
absorption (as well as an underestimation of exports) occurs.

Combining PovcalNet estimates of per capita consumption and GDP per capita data for the
three survey data points indicates the following changes in the consumption-to-GDP ratio: an
increase between 2003 and 2011 from §52.4 to 54.2 per cent, followed by a decrease to 49.8
per cent in 2015. INSAE reports data from 2007, 2009, 2011, and 2015 household surveys.
While INSAE and PovcalNet surveys provide similar results for 2011 and 2015, INSAE’s 2007
estimate of per capita consumption (INSAE’s first survey) seems out of line with the result
of the later surveys, as it would imply a way too large (16 per cent) decline of per capita real
consumption between 2007 and 2o011. INSAE’s 2009 survey does however allow us to date the
decline in the consumption ratio back to 2009 (INSAE, 2016a).

Additional shocks can also be factored in, like price shocks on items with a significant weight
in the household consumption basket, e.g. the reduction in gas subsidies in Nigeria, which
generated a 50 per cent increase in fuel prices in Benin between 2011 and 2012. The latter
price shock is the result of Benin’s huge dependency on illegal imports of fuel for its domestic
consumption. See World Bank (2014).
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on a rapidly increasing trend in Benin. Increased inequality in income distribu-
tion and its effects on aggregate consumption patterns is most likely one of the
factors behind the observed fall in Benin’s household propensity to consume.

Government consumption has reached a largely constant 1o per cent share
of GDP since the mid—2000s, after a downward adjustment in the 199os. This
level is in line with those observed for most WAEMU members, slightly higher
than for the average SSA country — once Benin’s recent rescaling of national
accounts has been accounted for.

The share of gross capital formation in GDP has exhibited marked changes
over the last thirty years. After a strong rise in the early 1990s following the tran-
sition back to a market economy, the ratio steadily declined until 2006, before
clearly picking up again from 2013 on, reaching a 25 per cent average over the
last years. Taken over the whole period, Benin’s investment-to-GDP ratio of 17
per cent was not only below what was observed elsewhere in the region but,
most importantly, it proved too low to prevent the capital-to-labour ratio from
declining, endangering the growth of per capita income, as discussed earlier. The
strong rebound of investment over the last seven years is thus a welcome positive
development. Given the significant structural change Benin is confronted with, a
sustained level of both public and private investment is indeed a sine qua non for
improving growth performance through increased productivity.

The combined high-level consumption of households and government in
Benin for a time coincided with a retreat of capital expenditures, up to the
late 2000s. These trends have been reversed since, consumption receding in
favour of investment. These structural changes in absorption have been eased
by Benin’s access to external financing. Not only has past investment been less
constrained by consumption expenditures thanks to external financing, but the
recent rise in investment could also be financed despite an insufficient increase
in domestic savings. The extent to which this persistent, and seemingly easy,
access to external finance has provided Benin with the indispensable resources
to redeploy its economy, and not invited or sustained excess spending, is a
legitimate but delicate question. To gain some insight about it, we focus next
on two closely related aspects: how constrained resources are for the public
sector and how efficiently they are managed; and which financing channels
could Benin mobilise to sustain this structural recourse to external financing.

B Efficiency versus Resource Constraint in the Public Sector

With total spending close to 15 per cent of GDP (17 per cent in the last five
years) and a large proportion of formal employment, the Beninese government
is a major economic actor.*” However, it is an actor that does not have the

*7 In 2015, 89 per cent of employment was in the informal sector, 6 per cent in the formal private
sector, and 4 per cent in the public sector, according to the EMICoV 2015 survey (INSAE,
20164, p. 35).
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TABLE 2.3a Benin’s domestic and external accounts, 2002—2019 (per cent of
GDP): Government revenue, expenditures, financial balance, and debt

2002— 200§— 2008— 20II- 20I4— 201I7-

% of GDP 2004 2007 2010  20I3 2016 2019
Direct taxes 2.7 2.6 2.5 2.3 2.7 2.6
Indirect taxes 7.9 8.1 8.9 8.6 7.5 7.6
of which: VAT 4.4 4.5 4.9 4.7 4.1 4.7
of which: Customs duties 2.6 2.8 2.9 2.9 2.7 2.1
Total taxes 10.6 10.7 11.4 10.9 10.1 10.2
Social contributions 0.0 0.2 0.3 0.4 0.4 0.4
Non-tax revenue 0.6 I.I 0.7 0.6 1.4 2.7
Total domestic revenue 11.2 11.9 12.4 11.9 11.9 13.3
(excl. grants)
Recurrent expenditures 9.1 9.6 10.0 9.3 12.1 11.3
Savings (excl. grants) 2.1 2.3 2.4 2.5 -0.1 2.0
Investment expenditures 4.0 4.4 4.8 4.6 4.2 5-4
Budget deficit (excl. grants) 1.9 2.1 2.3 2.1 4.4 3.4
Grants 1.1 1.6 1.5 1.2 0.5 0.9
Total revenue 12.3 13.6 13.9 13.1 12.5 14.2
Total expenditures 13.1 14.1 14.8 14.0 16.3 16.7
Budget deficit (incl. grants) 0.8 0.5 0.9 0.9 3.8 2.6
Government debt 25.2 16.5 19.4 20.0 29.7 40.6

Source: Author’s calculation based on data from IMF Government Financial Statistics, World
Economic Outlook, and Regional Economic Outlook for SSA databases; WDI; United Nations
University — wider government revenue database for revenue categories up to 2013. For later period,
World Bank (2018, Table 2, p. 17) and author’s own estimates based on data from Ministry of
Finance. The information on statutory tax rates is taken from IMF (2018b) and World Bank (2018).

means for the crucial role it is expected to play. On the one hand, the observed
imbalance between government domestic savings and investment translates
into a recurrent budgetary deficit and thus a strong public finance constraint.
On the other hand, Benin’s mobilisation of domestic resources appears to be
low, and both government revenue and spending exhibit significant ineffi-
ciencies. These latter come at a high cost at a time when foreign grants and
loans are trending downwards, even raising the issue of sustainability of basic
public services.

Table 2.3a provides an overview of the government’s resources, spending,
and deficit financing over 2002-2019.28

28 All data in the table are expressed as shares of GDP, with the latter rescaled over the whole
period according to Benin’s 2015 revision of national accounts. As a result, all Benin’s public
finance data expressed as shares of GDP have been reduced by a factor of 1.37, relative to those
based on the previous GDP series. This complicates comparisons between Benin and other
countries. We take this factor as much as possible into account in our discussions.
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1 Revenues

Tax revenues are in the range of to-11 per cent of GDP, globally constant over
the 2002—-2019 period, notwithstanding the 2016—2017 weaker performances
and the recent recovery. Benin’s tax-to-GDP ratio was assessed by the IMF as
below that of comparable developing countries, including SSA countries.

Indirect taxes represent the bulk of tax revenues, with direct taxes represent-
ing only 24 per cent of the total, broadly in line with WAEMU and low-income
SSA countries and a direct consequence of the degree of informality of the
economy. Value-added tax (VAT) represents the largest part of indirect taxes,
followed by custom duties. The latter are proportionally higher in Benin, pos-
sibly as a reflection of the oversized imports for re-export* On the contrary,
revenue from excise taxes are proportionally lower, largely a consequence of
the loss of tax revenue due to the fraudulent import of Nigerian fuel prod-
ucts.>® Property taxes and other taxes on goods and services also account for
only small parts of tax revenues.?"

Foreign grants have represented quite a variable share of total government
revenue over the period and are on a decreasing trend. This makes the issue of
enhancing domestic resource mobilisation all the more acute for Benin. Such
a policy can a priori be pursued by raising tax rates. Yet, the uniform VAT
rate applied by Benin (18 per cent) is already the maximum rate allowed by
WAEMU. Furthermore, while excise tax rates are lower than in WAEMU, cus-
tom tariffs are constrained by the common external tariff imposed by Benin’s
membership in the ECOWAS customs union. Statutory corporate tax rates are
also already relatively high (30 per cent in 2018), and the progressive personal
income tax system features marginal tax rates up to 45 per cent.>* In short,
increasing statutory tax rates is not really a viable option for Benin, as it would
in addition reinforce the incentives for tax evasion. However, enlarging the tax
base and enhancing the efficiency of tax collection have the potential to unlock
a significant amount of resources and should therefore be given a high priority
on Benin’s authorities’ policy agenda.

Various studies concur in pointing out that Benin underperforms in raising
domestic tax revenues, relative to comparator countries. Following the World

29 Tt should be noted that the reported share of international trade taxes underestimates the total
amount of taxes Benin derives from its re-export activities. Indeed, as noted earlier, part of
the imports declared at customs as intended for the domestic market, and therefore subject to
VAT, are in fact unofficially re-exported to Nigeria. VAT collected on these re-routed goods
also significantly contributes to the fiscal benefits derived from the re-export trade, although to
an extent that is difficult to assess.

3° Golub et al. in Chapter 8 of this book report a fiscal loss due to smuggling of petroleum prod-
ucts from Nigeria that is estimated by government sources at about CFA Franc 20 billion for
2018, amounting to 2.2 per cent of total tax revenue. Ndoye (2015, pp. 8-9) finds a loss of the
same order of magnitude based on 2011 data.

3* Non-tax revenues other than grants do not contribute much to total revenues in Benin, which
is not a country rich in natural resources.

3% This information on statutory tax rates is taken from IMF (2018b) and World Bank (2018).
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Bank (2018), Benin’s VAT C-efficiency ratio?3 (41 per cent) was below the
regional average in 2014 and started to decline afterwards, reaching a low 31
per cent in 2016. The C-efficiency ratio for corporate income tax is also par-
ticularly low (1o per cent). Both indicators point to huge scope for improving
tax revenue. However, such straightforward efficiency measures can only offer
a relatively blunt assessment, as they do not take into account the structural
factors that shape a country’s capacity to collect taxes.

Caldeira and Rota-Graziosi address more thoroughly these efficiency
aspects of Benin’s domestic resource mobilisation in Chapter 6 of this book.
They find that several factors account for the unsatisfactory level of VAT rev-
enues: the high degree of informality in economic activity, weak compliance
and fraud encouraged by insufficient audit capacity of the fiscal administration
and amplified by corruption, and large tax exemptions, VAT exemptions alone
representing 61 per cent of total tax expenditures in 2016.34

2 Expenditures

Total government spending has averaged 14.8 per cent of GDP over 2002~
2019, with about two-thirds devoted to current expenditures and close to
one-third to public investment. Recurrent expenditures have stayed broadly
constant, around 9.5 per cent of GDP until 2014, before experiencing a rise
in the recent period. The wage bill is the largest item (44 per cent on average),
followed by current transfers (32 per cent), expenditures on goods and services
(17 per cent), and interest on debt (6 per cent). Current transfers comprise
spending on education and social services, pensions and scholarships, trans-
fers to local authorities, as well as subsidies to government agencies and state
enterprises.?> Many of these transfers also finance wages, making public wage
and employment policy a key determinant of current expenditures. The latter

33 The C-efficiency of VAT is defined as the ratio between actual VAT revenue and potential VAT
revenue, the latter being estimated as the product of statutory VAT rates and private consump-
tion expenditures.

34 The efficiency of the tax collection process has at times also been weakened by political inter-
ference. This has, for example, been the case for the Beninese customs administration, with the
back and forth of the government in privatising crucial tasks of customs control. In 2011, the
Programme de Vérification des Importations (PVI), designed to improve the procedures for
assessing the correct value of imported goods and applying the correct tariff and tax rates, was
tendered to a private Beninese firm, Benin Control, despite strong opposition by customs agents
and private operators (IMF, 2013, p. 9). The privatisation was politically motivated and tainted
by conflicts of interest. Subsequently, the PVI was suspended in 2012 because Benin Control
performed badly and charged excessive prices, threatening the competitiveness of the port of
Cotonou. In 2017, however, Benin Control was reinstated by the government of the newly
elected president, Patrice Talon, who also had been the successful tenderer for the PVIin 2011.
The opacity about the task involved in the new contract, and the extent of fiscal exonerations
provided, raised public outrage.

35 For 2018-2019, pensions and scholarships make up about 1o per cent of recurrent expenditures,
subsidies to public agencies and enterprises about 8 per cent, and other transfers 13 per cent.
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policy, however, has suffered from significant inefficiencies. A telling sign of
this is that the public wage bill has most often been proportionally higher than
the average WAEMU country (Lundgren, 2010; Ndoye, 2015). Since 2008
at least, it has also systematically been above the WAEMU convergence cri-
terion.>® A weakly controlled public wage bill threatens the sustainability of
public finances and/or risks a crowding out of needed spending on social trans-
fers or of capital expenditures. Recent steps have been taken by the authorities
to mitigate these risks by improving control over the wage bill.3”

Public investment in physical infrastructure is a key factor of development,
not least because it is complementary to private investment. As has already
been seen, Benin faces in this respect significant infrastructure gaps, in terms
of both availability and quality. Public investment has averaged 4.6 per cent
of GDP in 2002~2019, with some variability. It accounted for a third of total
government expenditures, with a large part (40 per cent) of it financed by
external sources. According to the IMF (2020a), Benin’s public investment,
relative to GDP, was on average higher that in WAEMU and SSA countries
over 1990—20135. Yet, as documented by this IMF study, Benin’s stock of pub-
lic capital significantly decreased between 2000 and 20135, a result of a lack of
new investments and insufficient maintenance of existing infrastructure. It is
therefore the inefficiency of investment more than its volume that is at the root
of Benin’s low quality of infrastructure. The IMF (2020a) study also points
out that the efficiency of investment is substantially limited by institutional
weaknesses in the evaluation and selection of investment projects. Improving
governance relating to the public investment cycle is an important challenge,
especially given the government’s recent move towards significantly scaling up
public investment, through budgetary funding and through partnerships with
the private sector.

3 Financial Balance

The Beninese government’s domestic resources were insufficient to cover its
expenditures year after year over the 2002—2019 period (see Table 2.3a). The
budget deficit excluding grants averaged 2.7 per cent over the period. Grants,
on a declining trend, were never sufficient to avoid a globally negative finan-
cial balance and the public debt thus increased over the whole period, bring-
ing the total central government debt-to-GDP ratio from 19 per cent in 2013
to 42 per cent in 2019. Most of the increase in debt has been financed at

3¢ Source of data in this section: Ministére de I’Economie et des Finances, Bénin: Tab-
leau des Operations Financiéres de I’Etat (TOFE), www.dge.finances.bj/slug/tableau-des-
operations-financieres-de-letat-tofe.

37 IMF (2018c, p. 7) reports that, starting in 2016, the wage bill has ‘been rationalised without
reducing the number of civil servants or lowering their base salary’. This included removing
ghost workers from the payroll, eliminating selected non-wage benefits, and switching from
cash to bank transfers for salary payments.

https://doi.org/10.1017/9781009278522.006 Published online by Cambridge University Press


http://www.dge.finances.bj/slug/tableau-des-operations-financieres-de-letat-tofe
http://www.dge.finances.bj/slug/tableau-des-operations-financieres-de-letat-tofe
https://doi.org/10.1017/9781009278522.006

72 Reasons behind Modest Economic Performances

non-concessional terms, mostly on the domestic and regional markets, thus
involving enhanced interest rate and refinancing risks.>®

To contain the risks resulting from unfavourable debt dynamics, Benin
needs to improve domestic resource mobilisation and keep its public expen-
ditures in check. As discussed in the two preceding subsections, this can be
achieved without sacrificing development goals by giving strong priority to
increasing the efficiency of both tax collection and expenditure management.

C Foreign Assistance Dependency

The external position of Benin is described with some detail in Table 2.3b.
This essentially combines saving and investment expenditures of the private
sector and the government and shows how the observed gap between domestic
savings and investment is financed by the rest of the world.??

Investment expenditures systematically exceed domestic savings for the gov-
ernment, but also for the private sector. The latter is responsible for the largest
part of the overall imbalance between 2002 and 2013, while the government takes
the largest share in the deficit over 2014—2019 as a result of increased spending.
Migrant remittances and foreign grants significantly reduce Benin’s total domes-
tic savings imbalance, but the current account deficit (item 4 Table 2.3b) remains
significant, 5.4 per cent of GDP on average.

The contribution of foreign direct investment towards closing the financ-
ing gap is a modest 1.5 per cent of GDP on average. To cover the remaining
funding needs, Benin has thus to rely on capital transfers from donors and on
external borrowing. The former represented a rather constant resource flow
of 1.5 per cent of GDP, except in 2006 when a large public debt write-off
was recorded.*® External borrowing amounted to about 2 per cent of GDP.4*

The additional debt has been mostly financed by bonds issued in domestic currency (CFA Franc).

Recently, Benin also issued, following the lead of other sub-Saharan countries, Eurobonds, for

which the exchange rate risk is minimal (or nil, if one abstracts from a presently unlikely CFA

devaluation scenario). The IMF assesses Benin’s overall risk of debt distress as moderate, charac-
terising it as allowing a ‘limited space to absorb shocks’, but points to the need for medium-term

fiscal consolidation in order to maintain debt sustainability (IMF, 2020b, p. 1).

3% The table combines national account and balance of payments data, which refer to different
statistical frameworks and may each reflect specific reporting difficulties. In Table 2.3b, incon-
sistencies between both sources are reflected in the data for gross domestic savings, both for the
private sector and the economy’s aggregate, as both series are computed as residual items.

4° Benin qualified in 2000 for the Highly Indebted Poor Countries (HIPC) debt relief initiative
and reached its completion point in 2003. It also qualified in 2006 for the Multilateral Debt
Relief Initiative (MDRI) when a large part of its multilateral debt was written off. The latter is
recorded as a capital transfer, with a reduction in external liabilities as its counterpart. A debt
write-off does not provide new current financing but frees future domestic resources from the
servicing obligations of the debt written off.

4" 2002-2019 average, after excluding the 2006 debt write-off amounting to 13.8 per cent of GDP.
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TABLE 2.3b Benin’s domestic and external accounts, 2002—2019 (per cent of
GDP): Financing flows of the economy and external debt

2002— 2005— 2008— 20II- 20I4— 2017-

% of GDP 2004 2007 20I0 20I3 20I6 20I9
(1) Gross domestic savings 8.6 6.7 7.2 I0.4 I3.6 19.9
(a) Private sector 6.5 4.4 4.7 7.9 13.7 17.9
(b) Public sector 21 2.3 24 2.5 -0I 2.0
(2) Gross domestic investment 15.1 13.8 14.7 16.9 20.1 25.3
(a) Private sector I1.T 9.4 10.0 12.3 1§.9 19.9
(b) Public sector 4.0 4.4 4.8 4.6 4.2 5.4
(3) Income from abroad (net, primary, 1.5 2.7 1.6 1.3 1.3 1.2

and secondary)

(4) External funding needs [(2) + (3) = (1) 4.9 4-4 5.9 5.1 5.2 4.3
= current account deficit]. (4) External
funding sources [(5) + (6) + (7)]

(5) Capital transfers (net inflows) 1.3 6.5 1.2 1.8 1.4 1.4
of which: Debt forgiveness 0.5 5.3 0.1 0.0 0.0 0.0

(6) Foreign Direct Investment (net 0.7 1.6 1.6 1.8 1.6 1.3
inflows)

(7) Other financial liabilities (net, 2.8 -3.7 3.1 1.5 2.2 1.5

increase) and use of reserve assets

Memo items

(8) External debt stocks 30.9 14.8 13.6 16.3 18.0 24.9
(9) Official development assistance 5.8 5.6 6.9 5.4 4.2 4.5
(net flows)

Source: Author’s calculation based on data from IMF Balance of Payments data for items (3)—(7);
WDI for items (2), (8), and (9). Items (1b) and (2b) from Table 2.3a. Items (1) and (1a) are deducted
as residuals, to insure consistency between funding needs and sources.

Most borrowing abroad is in the form of public or publicly guaranteed debt.
External non-guaranteed private-sector debt is minimal.

The increase in borrowing has resulted in a progressive increase in the exter-
nal debt-to-GDP ratio over the last years up to its 2019 level of 27 per cent. At
first this level might not appear alarming compared to its previous crisis level
of 87 per cent in 1994 and given that almost all external debt is currently at
concessional terms with multilateral development agencies or bilateral lend-
ers.** Yet, Benin’s external dependency should not be minimised, since future

4* In contrast to domestic public debt, which has increased at a faster pace and is issued at
non-concessional terms (see Section 4.2.3). Interest payments on external debt represented a
modest 0.2 per cent of GDP in 2018. In 2019 Benin also issued Eurobonds, which carry, like
its domestic debt, non-concessional interest rates but have benefited from favourable market
conditions. The Eurobonds represented 16 per cent of Benin’s external debt at end 2019 (IMF,
2020b, Table 3).
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official development assistance (ODA) might not be as forthcoming as in the
past. Indeed, ODA clearly appears to be on a declining trend.*? At around 5 per
cent of GDP over the last ten years, it is well below the To-15 per cent levels
witnessed in the 1990s. Should this trend persist, Benin would face increased
external financing constraints. Current account deficits at levels observed in
the past would then need to be financed at non-concessional terms, at higher
and possibly fast-increasing costs — assuming of course that access to interna-
tional financial markets could be maintained.

Benin’s development policy should thus give the highest priority to guar-
anteeing the sustainability of its external debt and, more broadly, to decreas-
ing its foreign financing dependency by curtailing its current account deficit,
grants excluded. In this respect, crucial future challenges include expanding the
export base, cutting or rationalising public spending, increasing public invest-
ment, and tax collection efficiency.

V BENIN’S SOCIAL CHALLENGES

Benin is confronted with a number of social challenges that hinder the
improvement of the well-being and quality of life of its population, including
demographic pressures, poor health care and quality of education, as well as
persistent poverty and inequality.

A Demographic Pressure

As emphasised in Section 1, population growth is still very high in Benin, on
average 2.8 per cent per year in 2005—2018. While it is not significantly different
from that of other SSA countries, it is largely above the growth rate of other
developing regions. This high level of population growth can be explained by the
high fertility rate, which was still at five children per woman in 2018. Poverty
and low education levels appear to be the main driving forces behind that rate.
High population growth poses a number of challenges for Benin’s economic
development. First, it requires the private sector to create more jobs in order
to absorb a growing labour force, especially given the high proportion of
young people, typical of a fast-growing population. Current economic growth
trends would imply that the majority of newcomers would have to turn to low-
productivity jobs in the informal sector. Poor-quality jobs for a high proportion of
the youth may have a high social and even political cost, as they may lead to
increasing inequality and grievances. Avoiding this outcome requires increasing
the volume and/or the efficiency of investment so as to put the level of physical

43 ODA combines grants and concessional loans. It is also impacted by donor-financed debt relief
operations on ODA debt and on non-concessional debt. Recorded ODA flows can thus not be
construed as financing a current account deficit, and are therefore presented as a memo item in
panel (b) of Table 2.3b.
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capital per worker on a positive trend. Second, high population growth puts
pressure on the government to scale up public services in health and education.

B Persistence of Poverty and Rising Inequality

1 Poverty Incidence

The incidence of poverty at the national level is high: the poverty headcount
ratio (the percentage of population unable to cover their basic food and non-
food subsistence needs) exceeds 40 per cent, the exact value differing between
institutions depending on the value they set for the poverty line.#* Also, their
assessment of the evolution of poverty over time is contradictory. Following
the World Bank (2017), poverty declined between 2010 and 2015, whereas
INSAFE’s estimates indicate the opposite, again reflecting differences in poverty
lines and methodology. In both cases, however, the change is limited. On the
other hand, more recent estimates by INSAE suggest a slight drop by 2019 (see
INSAE, 2020).

The infrequency of household surveys measuring poverty is responsible for
the relative ambiguity of available evidence on poverty and prevents us fig-
uring out the long-run trend of poverty. For the 2010-2015 comparison it
turns out that 2015 was an exceptional year during which Benin experienced
a severe recession because of the drop in oil prices and its consequences for the
Nigerian economy and CBT activity. On that basis, we would thus expect pov-
erty to be more pronounced during that year. At the same time, GDP per capita
remained 9 per cent above 2010, the year of the previous household survey.
These two opposite circumstances explain why the change in poverty has been
limited during that period and why different methodologies lead to different
conclusions about the direction of the change. Poverty would probably have
been lower in 2015 if not for the recession. That the change between 2015 and
2019 is also limited is more worrying, as precisely the opposite bias should
have been observed. This suggests that recent economic growth in Benin has
not been very inclusive.

The preceding remark on the somewhat exceptional role of the 201 5 recession
in explaining a poverty headcount lower than what could have been expected
raises another point. This is that the country does not have well-established safety-
net systems that can be rapidly activated in times of crisis.*’

In contrast with monetary poverty indicators, the headcount of non-monetary
poverty*® slightly decreased over the period 2011-2015 (INSAE, 2018). It is

44 Following INSAE the poverty headcount ratio was 40 per cent in 2015, which is lower than the
one obtained from the World Bank’s Povcalnet database (47 per cent).

45 One problem, however, with such a programme is that it is very expensive.

46 The headcount of non-monetary poverty focuses on a set of material household deprivations
including lack of access to education or health care, rather than the value of household con-
sumption expenditures.
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also smaller than the monetary poverty headcount. In both cases, the expla-
nation of the difference is that non-monetary poverty includes several depri-
vations that do not change or even keep improving in times of recession. This
would be the case for instance for school attendance, child mortality, and the
presence of some assets in the household.

2 Inequality

Income inequality in Benin is both high and increasing. In a little more than ten
years between 2003 and 2015, the Gini coefficient is thought to have surged
from 0.39 to 0.48, a very high level even by SSA standards and a very large
jump. This casts some doubt on the comparability of the household surveys
behind these measures. Even though such an increase remains consistent with
the limited upward or downward changes in the monetary poverty headcount
discussed earlier, it would suggest that the severity of poverty has enormously
increased, with the bottom 40 per cent of the population seeing their real
expenditures per capita plummeting by around 20 per cent.*” Although it is
not to be excluded that poverty became more severe, it is difficult to imagine
that such a fall would not cause major social and political turbulence.

Thus, even though probably much overestimated, inequality has escalated
since the turn of the millennium. Therefore, it can be confidently said that
growth in Benin has not been inclusive, to put it mildly: the gains from growth
have disproportionately accrued to the top of the living standard distribution.
This is confirmed by the most recent estimate of monetary poverty that found
little change between 2015 and 2019, although based on a different source (see
INSAE, 2020).

C Literacy and Education

1 Literacy
Benin’s record of literacy achievements is close to catastrophic, as it ranks
today among the worst performers in the world (World Bank WDI). Literacy
rates in Benin are much lower than those estimated for SSA (30 in Benin vs
63 in SSA in 1979). This reflects primarily the low priority that was long put
on education, a situation that fortunately changed some time ago (a literacy
rate of 61 in Benin vs 76 in SSA in 2018). Even though the first results of these
changes have become apparent in the last decades, the gap with the average
SSA country remains large: around 15 percentage points whatever the popula-
tion group being chosen, even the youth.

If it ever were needed, this last observation shows the utmost importance
for Benin of enhancing its education system, both by broadening its population

47 This figure is obtained from the decile shares reported by the World Bank’s Povcalnet database. The
consumption expenditure share of the bottom 40 per cent of individuals would have fallen from
17.9 to 12.9 per cent, whereas the mean for the whole population increased by only 8 per cent.
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coverage and by improving its performance. Also worth noting is the significant
and persisting gender gap in literacy achievements, although this gap has somewhat
decreased for the youth in recent years (82 for males vs 52 for females in 2018).

2 Primary Education
The situation regarding primary school enrolment differs from the situation
for literacy. In this area Benin’s progress has been impressive, at least if one
concentrates on the enrolment rate. The latter has increased from 40 per cent
in 1990 to 96 per cent today, overtaking the SSA average.*®

The question must nevertheless be raised as to whether rapid growth in
enrolment and even completion rates*’ has been obtained at the price of a dete-
rioration in the quality of schooling. Benin does indeed lag significantly behind
other SSA countries regarding the pupil-teacher ratio’° and the proportion of
repeaters among enrolled primary school pupils.’* More worryingly, learning
outcomes are low, not to say dismal in some cases, and have shown no signif-
icant improvements since 2005.>> Taken together, these findings may explain
the still relatively high proportion of illiterate people among the youth.

It was to be expected that quality would be affected by the surge in enrol-
ment. Yet, Benin has already for several years been close to universal enrol-
ment and it is time for quality to catch up.

3 Post-Primary Education
Progress in secondary education enrolment over the last years has been still
more impressive and, to some extent, a consequence of higher primary com-
pletion rates. The enrolment rate has doubled since 2004 to reach 59 per cent
today, compared to only 43 per cent on average in SSA.

As the number of students who are completing primary education increases,
so does the pressure on secondary, vocational, and tertiary education. Yet,
it is noticeable that it is not the same for boys and girls, the latter lagging

48 Source: World Bank, Education Statistics Data Base. Note that the SSA average may be affected
by a few atypical countries — typically conflict countries (South Sudan, Somalia, etc.). More-
over, the adjusted net enrolment rate in primary education reflects the number of students of the
official primary school age group who are enrolled in primary or secondary education, relative
to the corresponding population. The statistic is, however, affected by the repetition rate of
students, so that a rate of 100 per cent does not necessarily imply that the universal primary
education goal has been achieved.

49 Benin achieved for 2015 a completion rate of 8o per cent (vs 70 per cent for the rest of SSA).

In 20715, it stood at 45.0 in Benin in comparison to 37.5 for SSA as a whole.

S' 11 per cent in Benin compared to 8 per cent in SSA.

5% An assessment carried out in 2011 on a sample of 167 public primary schools and three pri-
vate primary schools showed that only 12 per cent of fifth-grade (CM1) students from public
schools and 42 per cent from private schools were literate, while 11 per cent and 38 per cent,
respectively, had mastered the curriculum in mathematics (World Bank, 2015¢c). The most
recent PASEC tests, an external evaluation of primary school competencies, in ten Francophone
African countries report similar shortfalls (PASEC, 2015, pp. 36, 50).
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significantly behind when moving up the education ladder. Furthermore, as
in primary education, quality does not follow. Rapid expansion of enrolment
strains resources and negatively affects the quality of education.

The situation is comparable for tertiary education. Enrolment rates have
roughly doubled since the early 2000s to reach 1o per cent today, which is
significantly above the SSA average. An additional issue in the case of higher
education is the relevance of the curriculum, together with the fields of knowl-
edge covered. There is a huge enrolment imbalance in favour of social sciences
over technical curricula. This creates a mismatch between the competencies of
candidates for a job and those actually required by employers.

4 Education-Sector Reforms

The low quality of basic education and its considerable variation between dif-
ferent parts of the country (particularly between the north and the south) are
clearly matters of serious concern. If bringing most kids to school may rea-
sonably come before improving quality, unfortunate policy decisions in edu-
cational matters were taken in the past that were detrimental to educational
outcomes. In particular, teacher training schools in Benin were discontinued at
some stage during the 1990s, causing a severe, long-lasting shortage of teach-
ers in many parts of the country, particularly in the north. There, outsized
classes (reaching up to 120 pupils), teacher absenteeism, and substitution of
poorly trained teachers for the missing qualified staff attained unprecedented
levels, with all the adverse long-term effects that can be easily imagined.

How could such a deterioration occur while an ambitious structural reform
of the education sector, initiated in 1989, was under way?53 This was not so
much because the reform proved inconsistent with the fiscal restraint imposed
by the macro-economic adjustment. Rather, it was due to the lack of train-
ing and upgrading of government staff made necessary by the reform (African
Development Bank, 2003, pp. 13-14, 17).5* Paradoxically, at a time when money
available for education had been reduced and efforts should have been directed
to more efficient use of it, the lack of teaching staff caused the allocated budget
not to be fully used — the utilisation rate was lower than 6o per cent at the end of
the 1990s. It was in this already difficult context that President Boni Yayi intro-
duced reforms in 2000-2008 to lower/suppress tuition fees at the various levels of
education. These reforms caused an explosion of enrolment, leading to a further
erosion of the teacher-to-student ratio and further deterioration in quality.

53 This reform was implemented as part of the SAPs monitored by the World Bank and the IMF
throughout the 1990s. The reform in education (and health) was aimed at restructuring the
Ministry of Education, providing textbooks to pupils and students, encouraging parent/teacher
associations and their recruitment of contract teachers, and allocating better teachers across
urban and rural areas.

54 More specifically, the voluntary retirement programme and the freezing of recruitment into the
civil service had the effect of causing an ageing of the administration, which was already suffering
from a lack of training, a dearth of competent staff, and an acute shortage of senior-level officers.
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D Health-Care Issues

Even though it was halved in the last thirty years, neonatal and infant mortal-
ity remains very high in Benin. The neonatal mortality rate was still 32.5 and
the infant mortality rate 63.1 per 1,000 live births in 2016, somewhat above
the SSA average. Malnutrition among children under § (stunting) not only
remains higher than elsewhere in the region, but has worsened over the past
thirteen years (DHS, 2013). As would be expected, stunting and wasting are of
greater concern in rural areas.

The overall quality and efficiency of health-care delivery systems clearly
need to be improved. The World Bank (2015a) notes that the government’s
food and nutrition reform programme has suffered from weak institutional
arrangements, reflected in various disjointed, small-scale sectoral components
housed in the Agriculture, Health, and Family Affairs ministries. It is also strik-
ing that, in 2016, doctors’ wages were higher in Benin than in other SSA coun-
tries with better-performing health-care systems (Prady and Sy, 2019).

VI CONCLUSION

Benin faces several crucial economic and social challenges. They are the result
of multiple factors that have hampered its development.
The challenges Benin is facing are as follows:

1. Benin’s GDP per capita growth has been unsatisfactory over the last
decades. The high population growth rate, which is expected to persist
for several years, requires much higher and sustained growth. The nature
of structural change that has occurred in Benin until now does not, how-
ever, bode well in this respect. It has mostly been characterised by a
passive adjustment to the decline of the agricultural sector, with labour
moving into informal activities or being absorbed by low-productivity
sectors, mostly by (petty) commerce. The within-sector productivity
growth has also been generally low, even regressing in the manufactur-
ing and services sectors. Globally, capital deepening has been absent. As
a result, aggregate productivity growth has been weak.

Low within-sector productivity growth is due to poor factor accu-
mulation, both in terms of human and physical capital, misallocation
of resources implying efficiency losses, and slow technological change.
For instance, much of the recent educational progress in Benin has been
in the form of rising gross school enrolment. The quality of education
was not raised and may even have deteriorated. Moreover, there is a
large mismatch between the supply of higher education and the skill
requirements of formal enterprises that could raise overall productivity.
In the same way, compared to most SSA countries, Benin displays large
infrastructure and efficiency gaps in key sectors, like electricity, trans-
port, health, and telecommunications. Private capital accumulation is
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also discouraged because of low returns on private activities caused by
an inadequate and unreliable business environment, whether for formal
firms or informal producers, including family farms. The last few years
have seen an acceleration of growth, some capital deepening, and some
productivity increase. Yet, no clear sign of a change of regime in the
development of the economy is visible, so that this change may be the
result of particular external circumstances.

2. Benin’s economy is poorly diversified and concentrated on risky activi-
ties, either subject to short-run price fluctuations or offering uncertain
long-run growth perspectives. Indeed, its agriculture is heavily focused
on cotton exports, making the economy vulnerable to swings in inter-
national commodity prices and in real exchange rates. Growth in the
cotton sector has also been constrained by institutional instability and
political interference. Efforts to develop non-cotton agricultural exports
have not yet resulted in sizeable trade flows. The other key opportunity
exploited by Benin has been re-exports, with Nigeria, its giant neigh-
bour, as the main focus. The aim was to capture this country’s huge,
oil-rent-financed, domestic demand for goods subject to Nigeria’s tar-
iff and non-tariff barriers. This strategy has developed into a mostly
unofficial and illicit CBT activity, operated by a network of infor-
mal operators present on both the re-export and the import-smuggling
fronts. This CBT activity served Benin well, contributing to about
10-12 per cent of its GDP, according to our estimates. It has, however,
clear downsides. It nurtures not only informality but also corruption,
tax evasion, and political capture, as evidenced by the involvement of
a few well-connected big actors in this trade. This activity also distorts
incentives to develop legal domestic and more productive activities and
crowds out resources that could be invested in them. Last, but not
least, it is vulnerable to — and in some way hostage to — changes in
Nigeria’s trade protection policies as well as border control practices,
as evidenced by the recent closing of the border unilaterally decided by
Nigeria. Benin is thus clearly in need of a sustainable export develop-
ment strategy, one that is focused on a diversified export base and can
foster formal trade networks.

3. Benin’s high degree of informality in economic activities acts as a strong
constraint on its development strategy. Informal firms are on average less
productive as they use less capital and operate on a lower technology
level. Informality deprives the public sector of valuable fiscal resources,
putting a drag on valuable economic and social public expenditures.
Because informal firms operate outside a legal framework, the resulting
lack of a level playing field also hampers the emergence of a dynamic
network of formal firms.

4. Benin’s public-sector performance is below its potential. This is
the case for its domestic resource mobilisation. Inefficiencies in tax
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collection, a consequence of several institutional weaknesses (infor-
mality, corruption, lack of transparency, poor enforcement...), deprive
the public sector of much-needed resources. The management of
public expenditures also suffers from inefficiencies, resulting in low
quality of investments in key infrastructures or in misallocations of
resources in spending on, for example, education and health. The per-
sistent gap between total government resources, grants included, and
total expenditures could be reduced by improving the efficiency of
revenue collection and expenditure management, without sacrificing
development goals, with the benefit of keeping the build-up of public
debt in check.

5. Benin displays a persistent and extensive need for foreign resources,
ODA in particular. The sustainability in the medium and long term of
such structural dependency on external concessional financing is a major
concern, particularly when access to the latter at past levels is not nec-
essarily guaranteed for the future, especially at a time of ‘aid fatigue’
among donors. This is all the more true for an economy that has not
yet really started carrying out the structural transformation that would
significantly reduce this dependence. It is also vital for Benin to keep
open access to external funding as an insurance in times of duress, when
it is hit by external shocks affecting its two leading sectors, cotton and
re-exports, the more so because monetary policy is limited, with Benin
being a monetary union member with a fixed peg to the Euro. A key
challenge is thus to guarantee the sustainability of its external debt by
reducing its structural dependence on foreign financing, particularly on
costly non-concessional flows.

For an economy without extractive resources, Benin needs a re-orientation
of its development strategy: towards activities that offer better returns than
traditional activities based on raw agricultural products, and towards viable
long-term trade relations that fully exploit the country’s regional comparative
advantages, instead of keeping the focus on the illicit and informal CBT with
Nigeria. To achieve this re-orientation, Benin needs to deal with the different,
but very much intertwined, challenges already noted. Various policies can be
figured out to address them. However, the question is not so much the nature
of these policies as whether the most adequate ones will actually be adopted by
the political decision system, and whether they will then be effectively imple-
mented. Both issues in turn depend upon the institutional context of policy
making and management.

The characteristics of these institutions, and their strengths and weak-
nesses in addressing Benin’s development challenges, will be investigated in
depth in the remainder of this volume. Before this, however, it will be useful
to look at what is known about precisely these institutional strengths and
weaknesses.

https://doi.org/10.1017/9781009278522.006 Published online by Cambridge University Press


https://doi.org/10.1017/9781009278522.006

82 Reasons behind Modest Economic Performances

APPENDIX T
Growth Accounting

A straightforward exercise of growth accounting for Benin is performed in
Table 2.A.1 over subperiods of ten years, starting in 1970.
The following results stand out:

o Growth of GDP per capita was subdued during the first two decades, but
much more dynamic during the 1990-2000 period of economic reform, as
the economy recovered from the 1980s crisis period. Growth in 2000-2010
slowed again, before picking up during the most recent period.

o After rising in 1970-1980 — the period of heavy public investment under the
socialist regime — the capital-to-labour ratio continuously decreased during the
next thirty years, weighting negatively on labour productivity growth during
these years. It is only in the most recent period that the ratio picked up again.

o Total factor productivity (TFP) contributed positively to GDP growth
during each subperiod, except during the socialist experience. From 1980
to 2010, TFP allowed labour productivity to grow despite the thirty-year
decline in the capital-to-labour ratio. It is probably not a coincidence that
the most significant contribution of TFP to growth occurred during the
1990s—2000s, the period during which structural adjustment and reforms
were carried out. During the other subperiods, its contribution to growth is
relatively constant, at about 1 per cent per annum.

TABLE 2.A.1 Growth accounting

% per annum 1970-1980 1980-1990 1990—2000 2000-20I0 20I0—2017

Growth rates

GDP 2.69 3.23 4.62 3.87 4.57
Labour (L) 2.47 2.96 3.27 2.97 2.82
GDP per capita 0.22 0.27 1.35 0.90 1.75
Capital (K) 3.38 1.14 1.53 2.55 4.50
K/L 0.91 -1.82 —1.74 —0.42 1.68
GDP growth: contrib. of
K 1.32 0.45 0.60 0.99 1.76
L I.5T 1.81 1.99 1.81 1.72
Total (K+L) 2.83 2.25 2.59 2.81 3.48
TFP —0.14 0.98 2.03 1.06 1.09
Labour productivity 0.22 0.27 1.35 0.90 1.75
growth
of which due to K/L 0.36 -0.71 -0.68 -0.16 0.66

Source: Author’s calculation based on data from WDI and Feenstra et al. (2015); the share of cap-
ital to GDP is set at 0.39; population is used as a proxy for labour, as a factor of production.
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APPENDIX 2
Contribution to Benin’s GDP of Re-exports to Nigeria

Golub (2012a, p. 215, 2012b, p. 1159) estimates that re-export activities to
Nigeria contribute to 20 per cent of Benin’s GDP. Golub et al. (in Chapter 8
of this book) report a slightly lower figure of 18 per cent. Their estimates for
employment effects range from 50,000 people directly involved (and possibly
up to 100,000 people when those indirectly involved are also taken in account).
These estimates on employment effects represent for the year of estimation
(2005) about 8 per cent of employed workers in the three sectors susceptible to
contribute to this trade — that is, commerce, transport, and finance — and 2 per
cent of total employment in the economy.

To assess the consistency between the GDP and employment estimates, we
reason in the following way. Estimated tax receipts from CBT are about 30
per cent of tax receipts (World Bank, 2009), which translates into an average
of 4.5 per cent of GDP. Using 2006 data, we net out this share of GDP from
the estimated global 20 per cent contribution to GDP and compute the net
contribution in terms of gross value-added at factor costs. The resulting ratio
is 17 per cent. We assume that this net contribution to value-added at factor
costs originates 65 per cent in the commerce sector, 30 per cent in the transport
sector, and § per cent in the finance sector. Using the respective productivity
data reported in Table 2.2 (Haile, 2018), we obtain an effect on employment
amounting to 450,000 individuals, or 18 per cent of total employment in the
economy. This huge effect on employment reflects to a large extent the low
productivity in the commerce sector, which was noted in Section 1.2. It actu-
ally implies that about 8o per cent of people employed in this sector are sup-
posed to be involved in CBT. Using 2015 data for the same scenario implies
that the 20 per cent of GDP contribution of CBT represents an employment
effect of 27 per cent of total employment (87 per cent of employment in the
commerce sector). Again, the decrease in productivity in the commerce sector
between 2006 and 2015 explains this difference. Using actual sectoral produc-
tivity data thus shows that the estimates of the contributions of CBT to GDP
and to employment are inconsistent. It also shows that the 20 per cent of GDP
estimate appears to be really excessive, when its implications for employment
are assessed with realistic productivity levels.

As an alternative, we use the same approach, based on sectoral productiv-
ities, and reverse it. We explore a scenario in which we start from a specific
hypothesis on sectoral employment in unofficial CBT. We arbitrarily assume
that 25 per cent of workers in commerce, 20 per cent in transport, and 5 per
cent in finance are active in unofficial CBT, this representing about 150,000
workers and 5.5 per cent of total employment in 2006. We obtain, under this
hypothesis, a total contribution of unofficial CBT to GDP (i.e. indirect tax
receipts included) of about 9.1 per cent in 2006. Repeating the exercise for
2015 we get 10.3 per cent. One could, however, argue that the national account
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productivities used in these calculations underestimate actual productivities in
the informal trade. Because the latter involves a multiplicity of intermediaries
and gives rise to specific costs, which includes bribery, the value-added per
employee in this business can be expected to be larger. Assuming therefore that
productivities are, say, 30 per cent higher in this specific informal trade than
those reported in the national accounts, we obtain an estimated contribution
of unofficial CBT to GDP of 10.4 per cent in 2006 and 12.1 per cent in 2013.
All in all, a range of 1o-12 per cent for the contribution of unofficial CBT to
GDP thus seems a reasonable estimate.5s

APPENDIX 3
Effects of Shocks in Nigeria on Benin’s GDP

To quantify the short-run effects of aggregate demand shocks in Nigeria on
Benin’s GDP, we focus on household consumption in Nigeria as a driving fac-
tor for Benin’s growth, using national account aggregates. Nigeria’s household
consumption is better suited than Nigeria’s GDP as a driving factor, as a large
part of the CBT of Benin with Nigeria originates in Nigerian domestic con-
sumption spending. We run a regression between Benin’s GDP growth and
the growth of household consumption in Nigeria over the 1980—2017 period.

The regression includes one lag of each variable and uses the longest period
for which data on household consumption are available in both countries in the
WDI database. The estimated coefficient of contemporaneous Nigerian house-
hold consumption is 0.08 and is significant at the 1 per cent level. Although
significant, the coefficient appears to be small in economic terms. However,
one needs to take into account that the volatility of household consumption
growth in Nigeria is much higher than that of Benin’s GDP: their respective
standard errors for the 1980—2017 period are 16.0 per cent and 2.9 per cent,
respectively. A negative shock of one standard error in Nigerian household
consumption — statistically not that improbable for the Nigerian economy —
would decrease Benin’s GDP by 1.3 per cent, an estimate with a 95 per cent
confidence band of o.4 per cent and 2.2 per cent. The regression results also
indicate that the impact occurs contemporaneously, the one-year lagged effect
of the Nigerian shock being quite small and insignificant.

These results confirm that a significant shock to the growth rate of house-
hold consumption in Nigeria, similar to those not infrequently witnessed there,
can have a sizeable effect on Benin’s contemporaneous GDP growth rate.
This economically significant effect is confirmed by a variance decomposition

55 Extensive surveys, along the lines of those already undertaken by INSAE (2011), could help
getting more reliable estimates. Also, indirect multiplier effects on aggregate demand could be
taken into account in a global assessment of the contribution of unofficial CBT to economic
activity.
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analysis performed with a bivariate structural vector auto-regression (SVAR)
model with the same two variables and over the same period. This attributes
about 22 per cent of the variance of the model’s forecast error for Benin’s GDP
growth to shocks in Nigerian household consumption.
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