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Abstract The likely gains from economic diversification in developing countries
have been well discussed in the literature. The general consensus is that a diverse
economy. based on a wide range of profitable sectors instead of one or a few, is key
to building sustainable development and providing new opportunities for growth,
employment and development. In fact, it is accepted that economic diversity and
sustainable development are linked. Economic diversification is an integral part of
cconomic development and also a consequence of economic development.
In addition. economic volatility of a nation can be reduced with increased real
seclor performance through economic diversification, thereby improving economic
stability and job creation. Most West African countries are mono-cultural and
dependemt on commodity exports with all its anendant valnerabilities. Despite
efforts towards achieving a more diversified economy, countries in the sub-region
have been hampered by a sea of challenges, prominent among which include
limited market access, insecurity and political instability, rent seeking behavior,
inadequate technological capabilities, etc. This paper seeks to investigate empiri-
cally the link between private sector development and economic diversification.
Pancl Data analysis was employed with data drawn from West African countries
over the period 2007-2011. The findings from this study showed that economic
diversification depends on the level of private sector development, quality of
infrastructure and other non-economic factors such as quality of governance and
political stability.
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1 Introduction

The relative economic stability of a country or region is .frequently linked to the
extent of diversification of the sources of income and employment. A country or
region that derive its economic Sustenance from one or few industries is considered
to be more exposed to the possibility of wider fluctuations while another or otherg
with a wide variety of sources of income tend to be relatively sheltered from
extreme vicissitudes of cyclical behaviour.

Although the economies of West African countries under the aegis of Economic
Community of West African States (ECOWAS) have shown remarkable progress in
the area of economic growth the past decade, this has not translated into sustainable
improvement in the welfare of the people as unemployment, inadequate infra-
Structure and poverty issues remain major challenges confronting successive
governments and policymakers in the sub-region. As a consequence, new wave of
serious security challenge with international collaboration has arisen due to these
debilitating factors confronting the people.' As shown in Table I, West African
Monetary Zone (WAMZ) countries like Nigeria, Ghana, Liberia, and Sierra Leone
recorded impressive growth except The Gambia. On the other hand, West African
Economic and Monetary Union (UEMOA) countries, with few cases of negative
growth, also showed some form of economic growth. As indicated in Fig. 1, African
economic growth average was higher than ECOWAS average from 2004 1o 2007
but remain tied in 2008 and 2009 at 54 and 3.1 % respectively. Thereafter,
ECOWAS average rose above African average except in 2012 when it was

5.75 % compared to African average of 6.6 %.

A major characteristic of these economies is that agriculture is their mainstay and
most of them depend on primary products for export. Indeed, the prices of these
primary commodities are exogenously determined by international price move-
ments. Thus, these economies are vulnerable to happenings in the economies of
their rading partners and quite often, they constitute the source of exogenous shocks
through which adverse economic consequences are imported from outside with dire
consequences for sustainable growth and development. Accordingly, within the
context of resource-rich countries, particularly in the developing world, economic
diversification may help tackle a number of economic issues. In the first instance, it
is expected to counteract the “Dutch Disease™ effects of natural resources. Secondly,
efficient public finance management maybe hampered by dependence on few

"It has been argued by some that pant of the security challenges confronting the sub-region,

for example, the Boko Haram insurgency in Northeast part of Nigeria. is traceable 10
extreme poverty in the region.
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2004 2005 2006 2007 2008 2009 2010 2011 2012 (e) 20[3(p)-

Benin 29 38 46 5 27 26 35 3.6 4.1
i Faso 431; 87 63 41 58 3 8.4 4.4 8 6.;
Burk"\‘la rde 43 65 101 86 67 —13 15 21 24 4.
cc;f:d’:voim 1.6 1.8 0.7 1.6 23 38 24 —4.7 ?.6 zg
Gambia £ -09 11 36 5.7 64 6.5 —-4.4 ; 8.
5.6 59 64 65 84 4 8 144 s
Gh?m 23 3 2.5 1.8 49 -03 19 39 4.2 4‘-8;
g::::-Bissau 22 43 23 32 32 34 4s 5.3 —L5 ;;
iberi 4.1 59 9.1 13 6.2 54 6.1 82 89 .4
u::'m 23 61 53 43 5 45 58 27 -15 5.5
’r:ig::t 08 72 58 34 96 -07 82 2.1 |2_ ‘IS 2.7
Nigenia 105 65 6 64 6 7 8 74 . 1

59 56 25 49 37 24 43 2.1 37 43

. 32 53 6 16.7 7.2
i 74 13 74 64 55 F :
f_‘::: ey 25 1.2 39 21 24 34 4 4.9 ; i ::
ECO 4. 4 31 52 39 3 >
WAS 42 48 49 50 5.
Alfrica 6.1 59 63 66 354 31 S 33 66 4.8

Source African Economic Outlook, 2012
(e) Estimate, (p) Projection

Real GDP Growth Rates, 2004-2013
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Fig. 1 ECOWAS and Africa real GDP growth rates

i dities especially minerals since they are pl:lce-vo‘latlle and exporting
mﬂrzl:;lzr::smit vol:t?l(;ty into public finance and national mcome.b Ilt lhen:ligzec
impli;s that diversifying away from such c.lependence may he!p to sta dl lzeo}x;oon.‘ic
finance. Also, some resource-rich countries face depletion issue an :i:m e
diversification is one of few strat?izie; Og;mg;l: ;(’) lc;-n)sum economic sus

: Humphreys et al. : . )
(Al:;)c;“lfzsese:—,lagfjccl:ssfu‘; div);rsiﬁcation of the economy would re_qu;re tl:;ecz:'li;l:i
ration of the public and private sectors of the economy. In particular,
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role of the private sector as the engine of growth presupposcs that adequate
infrastructure provision and investment should be provided for the privale sector
to actually perform its critical role of being the engine of growth and stability.

Following this introduction is Sect. 2 which deals with a review of the evolution
and diversity of the ECOWAS economy. Section 3 focuses on review of related
literature on the subject matter while the issue of data and methodology is discussed
in Sect. 4. Empirical results and interpretation are presented in Sect, 5. The policy

_recommendation and conclusion are provided in Sect. 6.

2 Overview of the West African Economy

Diversification is defined in terms of export concentration. Although various
indices exist for measuring the degree of economic diversification, export diversifi-
cation index is widely used in most studies. The use of export diversification/
concentration index as a measure of overall economic diversity stems from the
idea that dependence on a single or few commodities exposes a country to severe
economic and political risks which manifest in the form of foreign exchange
volatility with severe macroeconomic effects (on growth, employment, government
finance, foreign reserve, etc).

The level of diversification of the economies of ECOWAS countries is depicled
in Table 2. 1t is not surprising to observe that Nigeria, a key economy in the
sub-region, is one of the least diversified economies. This is not unconnected
with the fact that Nigeria is mainly dependent on oil, implying that there is urgent
need for the country to diversify her economy away from a single commadity.
Using diversification index (Table 2) among the ECOWAS countries, it is obvious
that Nigeria is not the only economy in the sub-region that is highly concentrated on

" one or few commodity export. Only Cape Verde and Senegal show high level of
economic diversification in comparative terms. Other countries with moderate level
of diversification are Cote d’Ivoire, Benin, Togo, The Gambia and Sierra Leone.
There are also some countries whose diversification outlook is not stable. For
instance Ghana's diversification index was higher than African index in 2007,
2008 and 2011 while it felt below in 2009 and 2010. A similar trend was observed
for Liberia. Her diversification index was below African index in 2007 and 2009 but
higher in 2008, 2010 and 2011. In the case of Guinea, the diversification index was
below African index in 2007-2009 but higher in 2010 and 2011. The other
remaining countries namely Nigeria, Mali, Niger except in 2008, Burkina Faso.
Guinea Bissau are considered least diversified based on the fact that they fall below
the African index (see Fig. 2). The analysis has shown that less than 20 % of the
sub-regional economy is relatively diversified. Thus, there is urgent need for policy
to focus on increasing the degree of diversification of the sub-region’s economy.

In both medium and the long run it is expected that the private sector would play

a leading role in diversifying the economy of the sub-region. It is expected that the

sub-region has the resilience to accommodate innovation and entrepreneurship.

4ble 2 Diversification
i+ dex for ECOWAS countrics
Africa, 2007-2011

p vate Sector Development and Economic Diversification: Evidence Irom yyest. ..

2007 2008 2009 2010 2011

i 78 B.1 7 6.1 9.2
:itr“kli‘na Faso 1.8 2.7 35 43 :;
Cape Verde 14.3 58 123 104 =
Cote d'lvoire 8.5 9 6.6 17 7.2
Gambia 8.6 38 5 10.8 5.4
Ghana 4.5 5 4 44 8.2
Guinea 37 35 2.5 5.1 1.2
Guinca-Bissau 14 1.2 1.2 3.1 5
Liberia 34 64 43 B.6 .8
Mali 2 2.2 4.8 39 ;.4
Niger 1.5 6 1.9 1.6 1.3
Nigeria 1.3 1.3 13 14 14.3
Sencgal 262 10.7 13.6 10.2 3-7
Sierra Leone 7.5 9.1 13.2 8.5 7.4
Togo 10.6 5.8 72 10.6 4.8

Africa 43 38 5.2 4.7 4

African Economic Outlook, 2_1)12 : oo
:I‘::::sc{me concept of diversification is examined in the text

apart from the
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# This can be attested to by the private sector driven cvol
¥ industry and the attendant success thus far in F

" The entertainment industry in Nigeria is a v1
economy. It is said 10 be the second hig.hest c
civil service. The indusiry is mamly I
individuals and comprises mainly music and movie aspects.

- Fig. 2 Diversification index of ECOWAS countries and Africa, 2007-2011

ution of the entertainment

he sub-region especially in Nigeria.

brant and very vital sector of the
mployer of labour in the country,
ly made up of young and creative

Also, the tourism






