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Abstract. The objective of this paper is to review the factors affecting economic growth of
Chad. Economic growth is defined as the increase in the overall percentage output in an economy
designated as a region, a nation, or a municipality. For example, economic growth is closely
related to income distribution, the structure of an industry, as well as the demographic aspects of
the economy. According to the United Nations, more than half of the world’s economies have
experienced accelerated economic growth between 2017 and 2018. And the rate of growths in
several countries have increased closer to their potential. More often, economists have used both
theory and empirical research to explain the cause of economic growth. Among the factors affecting
the economic growth of Chad, the present study review gives a clear idea based on economic
growth, clearly show a gap from previous reports and literature that the country need the most.
Thus these challenges give a clear insight that Chad has made regional integration contribution of
its growth strategy. Additionally, the paper highlighted recent trends of economic growth of
CEMAC countries in line with the main theories and determinants of economic growth. In short,
despite the lack of a unifying theory, the study highlighted the existence of several partial theories
discussing the role of various factors determining economic performance and growth.
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Introduction

The issue of economic growth has long been globally discussed among
scholars and policy makers. Yet, more than half of the world population are
confronted to continuing high level of subsistence activities (as well as no access to
social protection). This problem has further pushed the target level of decent jobs
creation to be achieved. For example, the United Nations (2019) stressed that low
income growth can jeopardize sustainable development goals due to low
infrastructure and inadequate health improvement. On the other hand, unemployment
rates in many developed economies have declined to historical lows. As such,
developed economies have faced expansion of steady state of 2.2 % during both
years, and the overall global economic growth appears to be robust projected to reach
a steady state of 3% in both 2019 and 2020. Among the developing economies, East
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and South Asia regions steadily remain relatively strong and have significant growth
line of between 5.8 and 5.6 % in 2018. In the meantime, economic growth in Africa
needs to increase to double digit levels in order to reach the poverty reduction target
level as one of the UN objective of millennium development (Bangura, 2019).

Chad has played a tremendous role through the contribution to development of
regional integration infrastructure such as electricity interconnection, including the
preservation of the Lake Chad Basin, a fibre optic backbone project, as well as the
interconnection between Algeria-Niger-Nigeria-Chad trans Saharan road (African
Development Bank Group, 2019). Shortage of recent studies and researches related to
the topic are still under research infancy stage (e.g. the African Development Bank &
African Development Fund, 2015; Danquah & Ouattara, 2014).

Literature review

Economic growth

The Library of Economics and Liberty (2019) defines economic growth as an
increase in the capacity of an economy to produce goods and services, compared
from one period of time to another. Shaerer (1961) argued in his book of “the concept
of economic growth” that for measurement purposes, economic growth of a nation
can be defined as a sustained increase in its population and product per capita.
Similarly, according to Paul Baron, economic growth is defined as an increase over
time in per capita output of material goods where growth of gross national output or
per capita output is an indicator of economic growth (Saxena & Bansal, 2019). It
firstly leads to an (1) increase in national product towards growth in money value of
goods and services, which is not sufficient for a nation’s economy as it simply
increases the price of goods and service. Here, growth is considered in physical term
where therefore, the production of different goods and services must increase in an
economy.

Secondly, (i1) an increase in per capita output whereby under the growth
process, not only the total volume of production increases, but simultancously total
population will also increase. Thus, capital output will also increase over time to
maintain the same growth rate. It often helps to solve the problem of physical output
of goods and services per capita in any economy. As a result, economic growth can
be attained from either the increase in the total output, population by ensuring that the
capital formation therefore lead to increase in entrepreneurship (Novickyte,
Rabikauskaité & Pedroja, 2016; Fotune, 2018; Feldstein, 2020). Even though product
per capita is not simply an approach towards an increase in aggregate output as the
criterion of growth, but necessitate total output to increase with no change in the
population size. Kuznets argued that the definition of economic growth must
therefore reflect common experience. For Kuznets, common experience reflects the
sustained increase in per capita product combined with secular stagnation or decline
in population. Therefore the operating definition of economic growth must involve
the evaluation of the economic activities in a country in terms of its contributions to
the glow of welfare generating want-satisfactions (Acemoglu, 2008).



42 Print ISSN: 2311-3413 = Online ISSN: 2663-7952 = Economics and Finance = Volume 8 = Issue 1 /2020

Indicators of Economic Growth

The most common used measure for the economic growth of a country is the
change in gross domestic product (GDP). The production of these goods and services
generates households’ primary incomes, and another method of measuring GDP is
therefore the sum of the incomes generated (GrasjA & Arvemo, 2011). Beside, a
wide range of empirical studies investigated the causal factors of economic growth
using different conceptual and methodological point of views. These studies have
also placed attention on different set of explanatory parameters by offering a number
of various insights to the sources and factors affecting economic growth (e.g.
Ndambiri, Ritho & Ng’ang’a, 2012; Hassan, Sanchez & Yu, 2011; Bullard, 2017;
Susic, Stojanovic-Trivanovic & Susic, 2019). For example, human capital is an
important indicator of economic growth. As human capital refers to the skills and
know-how of the workers through education and training. Hence, majority of studies
and literatures have employed proxies related to education such as school enrolment
rates, tests of mathematics and scientific skills among others to determine the
measure of the quality of human capital. Therefore, empirical evidence from previous
studies suggest that educated population is the key determinant of economic growth
(McCracken et al., 2017).

Results

Research and Development (R&D) is another important indicator of economic
growth because it plays a major role in the economic progress by promoting increase
in productivity and growth in an economy (Hall, 2009). For instance, R&D contribute
to the promotion of to the continuous use of technology towards the introduction of
new and superior products and processes leading to innovation. A robust economy
would instigate a different trading strategy compared to a weak economy (Marone,
2012).

Meanwhile, among the other indicators, a number of strong employment in
terms of workforce and job creation lead to the proliferation in GDP. This can occur
through an increase in consumer expenditure as well as the increase in the product
produced. As such, the level of disposable income (purchasing power parity) can
determine consumers demand for goods and services. This also implies that
unemployment rate is a very significant indicator of economic growth as it clearly
shows how strong an economy is (Marone, 2012). For example, when the rate of
unemployment is high, and or when there are redundancies, people may have less
money to spend on goods and services which can imply a weak growth. Also, less
demand for products and services also means that more companies will struggle and
fewer investment leading to a decline in GDP.

Furthermore, a desired and stable level of inflation indicates strong growth
(Abou-Zaid et al., 2016). Usually the desired level of 2% or 3% inflation is consistent
with the economy. For instance, Shahid & Mahbuba (2013) emphasized that when
inflation is too high, household expenditure become less as their purchasing power
will reduce due to the increase in cost of living. As a result, GDP growth will hinder
as consumers do not have the ability spend (Melina & Portillo, 2019). While a lower
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inflation can also explain lower economic growth (Asongu & Odhiambo, 2019). For
instance, when unemployment or low consumer confidence drive low demand
leading to a suppression in prices to rise.

Increasing interest rates are significant indicator of economic growth. When
interest rate 1s high, it implies that the economy is recovering. Meanwhile, when
interest rate is kept lower to stimulate the economy, borrowing become easier for
consumers (Blanchard, 2019). Thus, lower rate of interest means household
expenditure increases and it also encourage businesses to borrow more money and
invest in their businesses (Garcia-Schmidt & Woodford, 2019). However, the
economy tends to hinder when the rate of interest is higher as it become costly for
households and businesses to borrow for consumption and for investment on the
other hand (Keynes, 2018).

Among the other indicators, wage growth is necessary for economic growth as
it contribute to consumer demand. Nevertheless, this expenditure power is directly
related to household income (Keynes, 2018), but demand alone cannot increase if
consumer do not possess sufficient disposable income expenditure. For instance, both
Pigou and Keynes explain that when productivity increases, wages growth can
increase as well without increasing the real cost of labour for firms. Meaning that a
stronger economy is followed by more investment and production after productivity
increases with wage growth (Pigou, 2017). Meanwhile an economy is facing lack of
demand for goods and services due to lower wage rate growth, the country is
hindering economic growth.
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Figure 1. Real GDP growth (Annual % change)
Source: Adapted from Ndambiri, Ritho & Ng’ang’a (2012)

At the same time, according to the Global Economy.com (2018), higher
industrial production is a good indication of a strong economy. As manufacturing
production data provide important indicator about a nation’s economic output. For
instance, an increase in industrial output indicates economic growth due to the
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increase in goods and services. Consumer demand is among the variables which
drives a strong GDP growth.

Among the emerging markets and developing economies, advanced economies,
and the overall world real GDP between the year 1980 projected to 2020, Figure 1
shows that these nations have achieved sustained and robust GDP growth. Ethiopia,
Turkmenistan, Mongolia, Uzbekistan, China, India, Laos, Rwanda are among close to
200 routinely surveyed by the IMF (Ventura & Pham, 2019). For instance, Rwanda,
with its extensive economic development and poverty reduction programs, shows that
an efficient and democratic political institutions have improved the country’s growth.

Factors Affecting Economic Growth

For centuries, economists have been questioning about what really determine
economic growth in order to predict the future economic expansion (Platteau, 2015).
More simply, economic growth consists of an increase in the inflation-adjusted
market value of the goods and services produced by an economy over time, which is
most cases a year (Van, 2016). Hence, there are various factors affecting economic
growth in every nation.

Population growth

Malthus, an economist of the late 18" centuries predicted the expanding
population growth together with limited resources and declining productivity resulted
in only a subsistence income (Millington & Cleland, 2017). According to the World
Population Review (2019), the average population growth of Chad is 3% per year and
is expected to continue to growth further despite the country faces unstable economic
growth, which slow down the country’s economy (World Population Review, 2019).
Hence, in order to maintain balance with the rising population and to regain
sustainable recovery from the recession, some 600 million new jobs need to be
created globally by 2030. For instance, the 8" sustainable development goal aims for
higher economic productivity and at least 7 percent annual GDP growth in the least
developed countries (Millington & Cleland, 2017).

Technology

According to Malthus, the agrarian slow growth era seemed quiet impossible
for the land to provide for everyone with abundant plenitude to satisfy household
needs and wants. Hence, in order to explain why over long periods economic growth
appears to be accelerating, as well as why some countries growth faster than others,
the endogenous growth literature arose of the desire to explain these scenarios. As a
result, with the technological progress over the last centuries, the issue of the
traditional land alternative for abundance is no longer a non-resolvable phenomenon.
As new products appear to generate other products, technology seems to be
advancing at every increasing rates (Gould & Ruffin, 1993). The neoclassical growth
was introduced by Ramsey and Solow in 1956 (Jones, 2016). Assuming exogenous
technological change, constant returns to scale, substitutability between capital and
labour, and diminishing marginal productivity of capital (Konya, 2018). There are
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three main important claims in the neoclassical growth models. Firstly, increase in
the investment and saving ratio (capital-to- labour ratio) is the key source of
economic growth. They assume that economies will eventually reach a state where no
new increase in capital-to-labour ratio (investment and savings ratio) is the key
source of economic growth (Elryah & Qian, 2015). Secondly, economies will
eventually reach a certain level where no new increase in capital will create economic
growth (steady state), unless there are technological improvements enabling
production with fewer resources (Freeman, 2013). Thirdly, the neoclassical model
also emphasizes that for the same amount available, the less advanced economies
would grow faster than the more advanced ones until steady state is reached, and thus
such economic convergence is to be achieved (Inglehart, 1997; Ishiaka, 2015).

Innovation and research and development (R&D)

Innovation and research and development (R&D) activities can play a major
role in economic progress in increasing productivity and growth. This role has been
stressed by various endogenous growth models with the strong relation between R&D
and economic growth being empirically affirmed by many studies (Gujrati, 2015;
Elryah & Qian, 2015). The endogenous growth theory pioneered by Romer and
Lucas, indicate that the introduction of new accumulation factors, such as knowledge
and innovation, will induce self-sustained economic growth, leading to contradictory
growth patterns (Romer, 1990). The crucial property of these models is constant as
the causal effect of increasing returns to capital is induced by the endogenous
character of production technology.

Human capital

A large number of studies such as Boianovsky & Hoover (2009); Alatas et al.
(2016); Papakonstantinou (2017); McCracken et al. (2017); Ali, Egbetokun &
Memon (2018); have found evidence suggesting that educated population is a key
determinant of economic growth. In developing countries, the focus of human capital
as one of the key drivers of economic growth has led to undue attention on school
attainment (Ahcene & Paksoy, 2018). For instance, this result has shifted attention to
issues of the quality of school education which implies that developing countries
have been less successful in closing the gaps as compared to developed countries.
Despite the significant progress made towards the years, developing countries still
failed to improve the quality of school education which have made difficult for these
countries to improve their long run economic performance. Meanwhile, scholars have
often questioned the findings regardless of the importance of human capital as a
substantial determinant of economic growth (Piketty, 2015). For example, Nickolas
(2018) found a strong correlation between human capital and economic growth since
investment tend to boost productivity. For example, the process of educating a
workforce is regarded as a type of investment. But instead of capital investment such
as equipment, the investment is in human capital (education). He suggested that
human capital affects economic growth and can thus help to develop an economy
towards expanding knowledge and skills of its people.
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Economic policies

In recent decades, economic policies and macroeconomic conditions have also
attracted much attention as determinants of economic growth. Besides, economic
policies can affect several aspects of an economy through investment in human
capital, infrastructure, as well as the improvement of political and legal institutions.
This is because these economic policies and macroeconomic conditions can set a
framework where economic growth takes place. For example, stable macroeconomic
environment can favourite growth through the reduction of uncertainty. Whereby on
the other hand, macroeconomic instability may have a negative impact on growth
through productivity and investment. Several macroeconomic factors with impact on
growth were recently identified in the literature concerning inflation, fiscal policy,
budget deficits and tax burdens (Spiegel, 2007; Gujrati, 2015; OECD Economic
Outlook, 2018).

International trade

A country open to international trade may also experience faster technological
progress and increased economic growth because the cost of developing new
technology falls as more high-tech goods are available (Johnson, 1958). Besides,
trade is an important element increasing growth since it allows the availability of
greater variety of products and technology (Chanthunya & Murinde, 2019). Among
the factors affecting the economic growth in Africa, a study investigated by Anyanwu
(2014) on the determinants of economic growth in the north and Sub Saharan Africa
using an Africa-only sample with five non-overlapping averages of three years cross
sectional data between 1996 and 2010. The study also collected data for China from
1980 to 2010. The results suggested that domestic investment, net official
development aid (ODA) inflow, education, government effectiveness, urban
population, and metal prices all have positive and significant effect on the economic
growth of Africa.

According to the World Bank this is due to the fact that developing countries
such as those in the CEMAC sub region are progressively adapting to the decrease in
commodity prices. For example, a country like Chad moves from -3.5% in 2016 to -
0.3% 1in 2017, with forecasts predicting 4.7% and 6.3% in 2019 (Fouthe & Ndedi,
2017). On the other hand, the author also highlighted that among the empirical
papers of growth in developed countries, factors such as education and technology
improvements have a positive relationship with economic growth which is not the
case for developing and under developing countries like Sub Saharan African
countries which import more goods than exporting them. As a result, in slow
economic growth in the region (Wahiba & Weriemmi, 2014). Similarly, the
relationship between income inequality and economic growth in Tunisia have
grabbed the attention of scholar such as Wahiba & Weriemmi (2014). The empirical
study employed data collected from the period of 1984 to 2011 where the results
shown that variables such as economic growth, and openness exchange constitute the
major factors of inequalities. Inequalities were found to negatively affect economic
growth due to the failure of income redistribution policies; while human capital and
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financial development appear to contribute to alleviate the major factors of
inequalities by promoting growth in the country (Wahiba & Weriemmi, 2014).

Income per capita and output per worker

As the term growth refers to the quantitative aspect of economic progress of a
country, there are also very large differences in income per capita and output per
worker across countries nowadays. For example, countries at the top of the world
income distribution are more than thirty times rich as those at the bottom. For
instance, in 2000, GDP (or income) per capita in the United Sates was over $33000.
In the contrary, income per capita is much lower in a number of other (developing
and under developing) countries. For instance in Mexico GDP per capita was less
than $4000, followed by China with less than $2500 in India; while Nigeria has only
about $700, and far much lower in some other sub-Saharan African countries such as
Chad, Ethiopia, and Mali (Acemoglu, 2008).

Economic growth in Chad

Ever since Chad has joined the list of oil producing countries in 2003, the
economy has been heavily dependent on oil. Most importantly the greatest challenges
include shortage of skilled labour forces as one of the major obstacles to investment.
As a result, the government continues with plans to diversify the economy as 75% of
the working population rely in agriculture, which constitutes the primary sector of
employment of Chad (The Heritage Foundation, 2019).The economy of Chad grew at
1.5% year on year in 2018 and to 3.8% in 2017, as the output of the country
rebounded for primary activities illustrated in Figure 2.
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Figure 2. GDP Growth of Chad (2010-2018)
Source: Adapted from Trading Economics (2019)

On the contrary, declines were seen in both secondary (-1.5% versus 7 %) and
the tertiary (1.9% versus -4.9 percent) sectors. While the annual GDP growth rate in
Chad averaged to 3.07% in 1961, and -21.44% in 1979 representing the lowest record
of the country; and an all-time higher record of 34.30% in 2004. Overall, the growth
rate of Chad averaged 3.07% from 1961 until 2018. The fiscal balance was an
estimated surplus of 0.1% of GDP, up from a deficit of 0.8% in 2017, as a result of
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increased revenue (mainly from oil), budget support and control of total expenditure,
particularly salaries (down 6%) (International Monetary Fund, 2014).

The economic growth in Chad (Table 1) is evaluated from the overall gross
domestic product of the country. For instance, in 1961, the growth rate of GDP was -
3.80% which slightly improved in 2018 to 1.5%. For instance, Upreti (2015); Nwala
(2018) conducted research to identify the factors affecting economic growth within
CEMAC countries using high volume of exports, abundant natural resources, longer
life expectancy, and higher investment rates as variables shown positive impacts on
the growth of per capita GDP for developing countries.

Table 1

Chad GDP at Annual Growth Rate (Between 1961-2018)
Chad GDP Last Previous | Highest | Lowest | Unit
GDP Annual
Growth Rate 1.50 -3.80 34.30 -21.44 percent
GDP 11.30 9.98 13.92 0.31 I.JS.D

Billion

GDP per capita | 813.30 | 816.70 | 960.40 | 405.70 USD
1(3}113131) Per Capiia | 1746.50 | 1753.80 |2062.30 | 991.60 | USD

Source: Bank Central of African States (2019)

As the scope of existing research is limited due to a lack of reliable data, the
authors (Fouthe & Ndedi, 2017) suggested the need of further research in order to
distinguish the causes of growth in developing countries. Similarly, Gilbert, Orfé¢ &
Kamajou (2020) conducted a study to assess the simultaneous impact of public and
private investments on economic growth in the CEMAC region between 1984 and
2017. The results show that contrary to economic theory, private sector investments
have positive and significant effects in the short term. However, the impact of public
investments is negative and significant in the process of sustainable growth.
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Figure 2. The rate of Change in real GDP of Chad
Source: Adapted from The Global Economy.com (2018)
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Figure 3 illustrates the economic growth of Chad measured from the rate of
change in real GDP from 1961 to 2017. The data collected from the World Bank
indicate the average value of real GDP is 3.49% in 2017 and -21.44% in 1961 which
show an improvement in the country’s growth over the years. According to the
Global System Mobile Association (GSMA), the mobile sector is a key contributor of
the economic growth of Chad.

The contribution of the mobile sector to state tax revenues in Chad, including
all tax and royalty payments, is more than four times its share of GDP. For example,
in 2015, mobile services generated market revenues of USD 300 million (XAF 117
billion), which is 2.7% of Chad's GDP (GSMA, 2016).

Conclusion

The paper raised important factors affecting the growth of countries around the
World and the growth of Chad in particular. The country’s overall growth increased
by 0.6 %, with improvements in labour freedom, fiscal health, and monetary freedom
exceeding a decline in the freedom of the business sector and trade freedom. This
implies that Chad is ranked 36th among 47 countries in the Sub Saharan African
region, and its overall score is well below the regional and the world averages (World
Population Review, 2019). Although the developing countries have made significant
progress in closing the gap with developed countries in terms of school attainment,
yet recent studies have raised the issues concerning the importance of cognitive skills
for economic growth (Hanushek, 2013).The contribution of the mobile sector
accounting for less than 3% of GDP, the sector generated 12% of the government’s
total tax revenue in 2015 (GSMA, 2016). Alongside, the country is experiencing
greatest challenges driven by lack of industrialization strategy. The secondary sector
of the country account a GDP of less than 15%. The deficit of infrastructure remains
very pronounced with an index sector of only 7.23 out of 100 resulting in a rank of 51
out of 54 countries in 2018. This implies that the economic growth of Chad is still
critical.
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