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Africa in Review & 2013 Outlook 

Africa is probably affected more by swings in commodity prices than any other continent. The Continuous 

Commodity Index, calculated using a weighted average of the prices of a range of commodities, remained 

above US$500 during 2012, the second highest year on record. The general high price of commodities that 

has been sustained during the last year has been a boon for people in Africa and has encouraged 

investment in new projects. There is a lot of growth potential in both farming, which is suffering from years 

of under-investment, and in mining, especially in countries that have scared investors off in the past 

because of instability or conflict.  

 

Even though many African countries depend on cash crops for foreign currency, productivity remains very 

low. With the exception of cocoa, Africa has a small share of world production-12% of coffee, 6% of cotton 

and less of tobacco. The main reasons are lack of capital, small farm sizes and the predominance of 

subsistence farmers over large-scale commercial farmers, but the continent has all the right fundamentals 

and 60% of the world's unused arable land, so there is a lot of scope for growth by increasing both 

productivity and the area of land under cultivation. One of the main issues in agriculture is poorly defined 

property rights-in recent years governments in the DRC and other African countries have sold land to large 

agribusinesses with local farmers protesting against the ownership of the land. The tensions of balancing 

the needs of farmers with development have been exacerbated by the prospect of global food shortages 

that has made investments in agricultural land particularly attractive.    

 

Similarly, Africa has a lot of metals and hydrocarbons, but in many countries the resource potential is only 

beginning to be developed. The IMF predicts economic growth rates will be highest amongst those African 

countries that are designated as "fragile". This is partly because they are growing from a low base, but also 

because they are starting to attract a lot of foreign capital. Growth in these countries is driven by resource 

exploitation-and if other factors were improved investment and growth rates would improve even more. 

The last few years have seen investment pour in from China, the Middle-East and other emerging 

economies-and this trend is likely to continue, especially if commodity prices remain high. The high price of 

commodities makes their extraction economically viable and also encourages companies to take more risks. 

This has led to an oil & gas exploration boom in Africa, and increasingly Africa is also refining and adding 

value to its own oil. This trend is driven by a greater need to cater for the local market and regional demand 

in sub-Sahara Africa, instead of just export demand. It is also a pattern that is becoming more common in 

other sectors, where African countries are processing their own resources.  

 

Economic growth in Africa is often characterised as being dependent on the extractive industries, however 

that is increasingly untrue. In the last year, more growth was attributed to consumer spending (5.5%) than 

any other factor - including mining and FDI. Although a lot of consumer spending is underpinned by wealth 

generated from commodities, there has been a strong growth in the number of African middle-class, which 

will help develop the service sector and diversify the economy further. Currently 23 African nations are 

regarded as middle income countries, which are defined by the World Bank as countries with average per 

capita gross national incomes of between US$1,026 and $12,475. Of these countries, Algeria, Botswana, 

Gabon, Tunisia, South Africa, Namibia, and Libya are 'higher' middle-income countries, (which is equivalent 
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to 10.5% of the continent's population).  

 

Economic growth and the commodity boom has been in large part a result of China's construction boom, 

which has underpinned its demand for commodities. Contrary to popular perceptions, Africa already has a 

trade surplus with China, and exported US$93bn of goods last year to China. Most of these goods are 

unprocessed mineral ores, hydrocarbons and agriculture; however there is a gradual shift towards 

processing within Africa. For example, Ivory Coast will become the largest cocoa grinder in the world in 

2013, over-taking the Netherlands, and increasing local value and employment. There are similar trends in 

other countries and other commodities.  

 

This year sub-Saharan Africa is on course to import more in terms of USD than in any previous year, which 

shows the Africa's improving integration with the global market, as well as perhaps the growing demands 

of Africa's middle class. The continent is becoming less dependent on the developed economies for growth-

during 2011 sub-Saharan Africa grew by 5.2%, with a similar figure expected in 2012, while European 

economies have remained stagnant. In contrast, during the recession in Europe in 1997, Africa also shrank. 

The de-coupling between Africa and Europe is largely due to Africa's shifting focus towards China and other 

emerging economies.  

 

Infrastructure and Development 

Infrastructure is a key part to Africa's economic development. As transport infrastructure improves new 

areas become accessible to investment and, as logistics becomes easier, transactions become less risky.  

 

New projects to expand railways, ports and pipelines, totalling US$35bn, have been announced in South 

Africa. Transnet, the state transport company, will extend its rail network in order to double freight 

capacity in seven years. Currently only 17% of South Africa's freight is transported by Transnet with the rest 

reliant on more roads. The plan will benefit mining companies and also help landlocked countries export 

goods more cheaply.  

 

Design plans for a railway to link Mekelle, Ethiopia, to Djibouti were also commissioned in 2012 as part of 

the Ethiopian government's plan to create growth in northern areas of the country. The Kenya government 

is also planning to lay 5,000km of railroad, including a connection between Addis-Ababa and Djibouti, in 

order to increase transport capacity and remove economic bottlenecks for importers and exporters. The 

Nacala railroad in northern Mozambique also began an expansion to Moatize last year, which will allow 

more efficient exports of coal. It will also benefit landlocked Malawi by freeing up capacity on the existing 

railway. 

 

At the end of 2012 the first stage of the Africa Coast Europe fibre optic cable came online, allowing internet 

connection speeds in of 5Tb/s.  The ACE cable will help connect 23 African countries directly or indirectly in 

west, central and south Africa in 2013. 

 

Legal infrastructure in Africa is also improving and in this year's Corruption Perceptions Index Botswana, 

Rwanda, Namibia, Ghana and South Africa, which comprise 38% of sub-Saharan Africa's GDP, were all 
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ranked ahead of all of the BRIC countries.  

 

Market Regulations 

Work on Basel III implementation continued throughout 2012 ahead of its start in 2013. Although new rules 

on bank liquidity-the "Liquidity Coverage Ratio"-will be phased in between 2015 and 2019, there is no clear 

timeline on implementation of the rules on capital adequacy ratios for European and US banks. Banks in 

less than half the 27 jurisdictions the Basel rules apply  met a deadline at the beginning of 2013, but so far 

the EU and US have only issued draft regulations. China, South Africa and India were among those countries 

that did meet the deadline to bring their capital adequacy ratios into line with Basel III requirements. This 

creates new opportunities for trade finance because banks are required to allocate roughly five times more 

capital to finance trade finance than in the past-and as banks will allocate capital to the activity with the 

highest return on equity, trade finance will become less attractive.  

  

The higher risk-weighting Basel III regulations assign to trade finance will make Letters of Credit, as well as 

other types of trade loans, more expensive. In 2013, as the strength of commitment of other countries to 

Basel III regulations becomes clearer, the scope of refinancing required and the impact this will have on 

trade finance will also become clearer. The developing world depends on trade finance proportionally more 

than the developed world so the impact of changes is likely to be felt more strongly there. 

 

Currencies 

Quantitative easing and other policies have increased the money supply in recent years, which has led to 

higher commodity prices. Although there are no current plans for further QE, such policies would lead to 

higher commodity prices, leading to squeezes on supply chains and opening up opportunities for trade 

finance. On the other hand, a weakening economy, which is the most likely trigger for a new bout of QE, 

would mean lower demand and prices. The value of the USD is also pertinent given that last year China 

agreed to allow the Renminbi to be used to settle trades. Standard Bank has estimated that by 2015 an 

equivalent value of US$100bn will be settled in Renminbi in Africa-China trade, but if uncertainty over the 

USD increases and the currency continues to weaken in 2013, using the Rinminbi will become increasingly 

attractive to traders.  

 

Similarly, as the Eurozone economy improves trade flows and international investment will increase. Trade 

flows are traditionally "growth sensitive" and are strongly affected by changes in GDP and demand. After 

the financial crisis in 2008/09 trade flows fell by 11% of global GDP-the largest collapse in trade since the 

Great Depression. The effect on trade was probably compounded because banks were short of capital and 

reduced trade finance. Trade flows rebounded sharply in 2010 and, if the demand in the Eurozone picks up, 

trade flows will rebound again, which will mean more opportunities for trade finance in the future. 

 

Elections and Politics Forecast 

Egypt parliamentary elections are scheduled for early 2013. Although its economy grew during 2012, Egypt 

is facing a balance of payments crisis. The government has spent USD20bn to maintain the exchange rate 

since 2009 and at the end of November had only USD15bn of foreign reserves left. On the last day of 2012 

the Egyptian pound fell to an all-time low against the dollar and economic reform will be necessary to 
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address structural problems.  

 

Zimbabwe will carry out elections before June 2013. Since adopting the USD as its official currency in 2009 

economic growth has improved, largely driven by mineral exports and rising prices. Kenya is also carrying 

out elections in March. The east Africa country has discovered oil in 2012 and exploration is taking place 

offshore too, which will help correct the country's current account deficit. 

 

The re-election of President Obama is good news for the Africa Growth and Opportunity Act (AGOA), as he 

has promised to strengthen and expand the legislation, which is currently set to expire in 2015. AGOA 

provides trade benefits for countries in sub-Saharan Africa, such as duty- and quota-free entry of goods to 

the US. Eligibility is decided annually by the US president. Currently 40 African countries are part of AGOA, 

and total exports to the US from AGOA members were USD53.8bn in 2011 and total imports were 

USD20.5bn. Almost half of the US's imports come from Nigeria, and roughly 80% are minerals and 

hydrocarbons. There has been a steep increase in the value of African exports to the US in recent years, 

although this has been driven more by increasing commodity prices than an expansion in production. The 

prospect of expanding AGOA should encourage inward investment in the future. 

 


