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LEGAL DISCLAIMER
The findings, interpretations and conclusions
expressed in this report are those of the authors and
are not necessarily those of the African Development
Bank (AfDB). In the preparation of this document,
every effort was made to offer the most current,
correct and clearly expressed information possible.
Nonetheless, inadvertent errors can occur, and
applicable laws, rules and regulations may change.
The AfDB makes its documentation available without
warranty of any kind and accepts no responsibility
for its accuracy or for any consequences of its use.

PREFACE
The Southern Africa Quarterly Overview and Analysis
is produced by the Southern Africa Resource
Center (SARC) and the Southern Africa Regional
Department B (ORSB) of the AfDB. The publication
is part of the AfDB’s surveillance of economic and
policy developments in Southern African countries.
It also attempts to draw some implications of
quarterly developments for the outlook period.
Individual country reports are prepared by the
country economists and produced from information
gathered through consultations, the review of country
documents and other relevant sources.
Preparation of the report was coordinated by Wolassa
Kumo and Imen Chorfi under the supervision of
Kennedy Mbekeani (Regional Economist, SARC)
and Ernest Addison (Lead Economist, ORSB) and the
overall guidance of Ebrima Faal (Regional Director,
SARC) and Chiji Ojukwu (Regional Director, ORSB).
The following contributed to the publication: Andre
Almeida Santos, Albert Mafusire, Angela Zeleza,
Barfour Osei, Edirisa Nseera, Flavio Soares Da
Gama, George Honde, Mary Manneko Monyau,
Martha Phiri, Joel Daniel Muzima, Peninah Kariuki,
Peter Mwanakatwe, Peter Engbo Rasmussen and
Wolassa Kumo.

I. REGIONAL OVERVIEW
Southern Africa is projected to grow at 4.4 percent in 2013. A strong first quarter performance in many of
the countries set the region on course towards this growth rate. In Angola, despite a slight deceleration
of output in the non-oil sector, growth remained quite healthy, supported by oil production. Botswana
maintained strong growth on the back of a resurging mining sector. Lesotho maintained positive growth
that largely reflected the mining and textile sub-sectors’ good sustained performance, while in Malawi
growth rebounded in the first quarter, with the main drivers being improved tobacco prices and larger
agricultural output, especially maize production. Growth accelerated moderately in Mauritius, driven
by strong performance in financial services and information and communications technology (ICT).
Similarly, Mozambique recorded strong growth on the back of expansion in the coal sector. Namibia’s
strong performance in the first quarter was underpinned by growing output from the agricultural and
mining sectors. Also, São Tomé and Príncipe recorded strong first quarter performance mainly linked
to the launch of major infrastructure projects. Growth was rather subdued in South Africa due to falling
consumer demand, depressed business confidence at home, and continued weakness in European
markets. Similarly, Swaziland saw depressed economic activity in the first quarter as a precarious
fiscal situation constrained investment activity. In Zambia, an outbreak of armyworm early in the
planting season combined with poor rainfall hampered agricultural production and overall economic
activity. Zimbabwe continued to experience a number of fundamental problems in the agricultural and
mining sectors that constrained growth in the first quarter.
Most countries in the region remain steadfast in implementing prudent macroeconomic policies.
Moreover, fiscal restraint has contributed to easing inflation across the region. Inflation in Southern
Africa is expected to mellow slightly to 6.1 percent in 2013 from 6.8 percent in 2012, and in several
countries the first quarter performance was in line with the decline. Inflation was subdued in Lesotho,
Mauritius, Mozambique, Namibia, São Tomé and Príncipe, Zambia and Zimbabwe. On the other hand,
inflation rose slightly in Angola due to high food and fuel prices. In Botswana inflation was higher on
account of higher administered prices of electricity, water, and transport services. Malawi faced high
inflationary pressures emanating from the recent upward adjustments in the prices of maize and
gasoline. Likewise, pressure from food and oil prices and the depreciation of the South African rand
(ZAR) kept inflation high in South Africa.
Strong adherence to structural reforms continued during the first quarter. Angola’s sustained effort
at improving the investment climate was rewarded with 11 new private investment contracts signed
with the Angola National Agency for Private Investment. Botswana showed progress with economic
diversification with the re-opening of an ostrich abattoir that caters for the export market. Lesotho
took further steps to increase the participation of the private sector in the economy. Malawi continued
with efforts to tackle energy shortages by reinstating the Malawi-Mozambique Power Interconnector
Project. The interconnection will allow Malawi to have access to the Southern Africa Power Pool. The
Government of Mauritius made progress with its infrastructure program by launching the Mauritius
Light Rail Transit project. Mozambique put in place the Mozambique Financial Sector Development
Strategy, which is aimed at ensuring an inclusive, competitive, transparent and resilient financial
system. In Namibia the public procurement system is being modernized through the new Public
Procurement Bill. The country also launched a comprehensive public-private partnership (PPP)
policy and promulgated the new Financial Intelligence Act to align the regulatory environment to best
international practices. The Government of São Tomé and Príncipe is implementing key reforms to
enhance transparency and accountability in the management of public funds. In South Africa, the
Government has introduced major reforms that mark the first step in implementing the National
Development Plan (NDP): Vision for 2030; the NDP aims to eliminate poverty and reduce inequality
through accelerated job creation. Swaziland launched a PPP policy expected to provide a basis for
scaling up infrastructure investments. Zambia continued to implement private sector reforms with an
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emphasis on developing entrepreneurship and improving competitiveness
for businesses. In Zimbabwe, significant progress was made towards
finalizing negotiations with the International Monetary Fund (IMF) in the
country’s drive to re-engage with the international community.
Going forward, adherence to strong macroeconomic and structural
reforms remains key for accelerated and inclusive growth. Angola needs
to concentrate on economic diversification and fairer distribution of
national income to reduce hunger and regional asymmetries. Botswana
has to take cognizance of continued allegations of growing corruption
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in public activities. In Malawi, there is a need to guard against rampant
Government expenditure in the run up to the elections. In Mauritius,
external sector vulnerabilities will remain a major risk factor for inclusive
growth unless renewed efforts are made at structural reforms to enhance
the country’s global competitiveness on trade and investment. São Tomé
and Príncipe has to address the fragile political outlook that might delay
implementation of key reforms and lead donors to withhold pledged funds.
In South Africa, energy deficits continue to constrain economic growth and
rapid industrialization. Zambia has to monitor developments in the Public
Sector Wage Bill, which is increasingly becoming unsustainable.

II. COUNTRY ANALYSES

ANGOLA
HIGHLIGHTS
•

Angola’s economy is expected to grow by 7.1 percent in 2013
anchored primarily by increasing output in the non-oil sector.

•

Foreign international reserves expanded by 2.97 percent to reach
a historic new level of USD 34.4 billion, mostly driven by rising oil
revenues.

•

African air companies’ increasing penetration into the Angolan market
can enhance the country’s integration into the regional economy.

I.

MACROECONOMIC
MANAGEMENT OVERVIEW

Economic Growth: Angolan economic outlook remains positive,
with gross domestic product (GDP) expected to grow by 8.2 percent in
2013 against the 6.8 percent registered in 2012. The underlying factors
behind the expected improvement in GDP growth are related to the
acceleration in growth of output in the non-oil sector, which is expected
to expand by 9.1 percent in 2013 from 6 percent in 2012. In contrast, the
growth in the oil sector is expected to decelerate to 6.0 percent in 2013,
from 8.5 percent registered in 2012. Meanwhile, oil production declined
from 52.76 million barrels in January 2013 to 44.54 million barrels in
February 2013 due to technical disruptions, but the increase in average
prices, from the USD 111.6/barrel recorded in January 2013 to USD
114.1/barrel in February 2013, compensated for the decline in production.
With regard to the mining sector, diamond’s output also declined from
714.48 thousand carats in January 2013 to 652.20 thousand carats in
February 2013. However, this decline was offset by rising market prices,
which reached USD 181.14/carat in February 2013, way above the USD
120.64/carat registered in January 2013. Notwithstanding the economic
rebound, the economy still faces massive infrastructure shortages. Data
from the National Electricity Company point to the decline in electricity
generation by 6.45 megawatts (MW) in February 2013 compared to the
total electricity output of 538.88MW generated in January 2013. This
decline is posing a major threat to the recovery of manufacturing output
and impacts negatively on the country’s competitiveness.
Monetary Policy and Banking System: Angola’s monetary
policy has been conducted with the ultimate objective of ensuring price
stability. Data from the National Institute of Statistics show that on a yearon-year basis, monthly inflation increased slightly from 9.04 percent in
February 2013 to 9.11 percent in March 2013. Food and non-alcoholic
beverages are the main drivers of inflation, accounting for 59 percent of
the total. Consistent with the prudent monetary policy is the current trend
of decline in money supply growth (M2); driven in part by total banking
sector deposits, which reduced by 0.67 percent in February 2013, the
decline in money supply growth has had a negative impact on the total
credit to the economy, which grew by only 0.54 percent during this period.
The decline in total banking deposits also led commercial banks to be
more conservative by temporarily reducing the share of medium-term
credit in the economy – a trend that may not be favorable for long-term
investment. The apparent liquidity restriction in the market induced a slight
increase in commercial banks’ 181-days to one-year maturity lending
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ANGOLA
interest rates, from 12.82 percent in December 2012 to 14.24 percent
in January 2013 and consequently widened the spread between lending
and borrowing rates by 1.58 percentage points to reach 9.56 percent
in January 2013. Meantime, the domestic currency (Angolan kwanza
(AKz)) remained stable against the United States dollar (USD), having
depreciated only 0.023 percent in February 2013 and closing the quarter
at AKz/USD 95.98.

of public companies. In this regard, the Government is aware that the
development of non-conventional sources of energy – such as minihydros, wind and solar power systems – needs to happen alongside
efforts to extend the grid to peri-urban centers and rural towns.

Fiscal Policy: Angola’s fiscal policy for 2013 is focused on three
main objectives, namely: increasing domestic resource mobilization to
finance the country’s infrastructure rehabilitation program, rationalizing
the sources of expenditure financing, and accumulating a large amount
of international reserves in order to insulate the economy from the
volatility of oil prices and external shocks. Total fiscal revenue in 2012
reached 45.7 percent of GDP, up from 42.3 percent in 2011. Total public
expenditure remained stable at 37 percent of GDP, in part as a result
of the expenditure rationalization program. Despite this, the overarching
fiscal objective of reducing the non-oil fiscal deficit as a percentage of GDP
from 21.9 percent in 2011 to 20.9 percent in 2012 was not achieved, as
the non-oil sector primary fiscal balance remains at 24.5 percent of GDP.
The 2013 state budget projects total revenues of USD 46.4 billion and
total expenditures of USD 52.1 billion (excluding debt service), which will
translate into a fiscal deficit equivalent to 3.8 percent of GDP. Preliminary
data from the Ministry of Finance indicate that total fiscal revenues during
the first quarter of 2013 reached 22 percent of the annual target and were
dominated by oil revenues (about 75 percent), while total expenditures
stood at 16 percent of the annual target in the same period.
External Sector: Mostly driven by rising oil revenues, foreign
international reserves expanded by 2.97 percent to reach a new record
level of USD 34.4 billion. With regard to external sector developments,
Angola’s trade balance recorded a surplus of USD 6.7 billion in the fourth
quarter of 2012, down from the USD 9.8 billion registered during the third
quarter of 2012. Preliminary estimates show that the trade balance is
likely to decline further in 2013, mostly due to the rising import bills on
capital goods that are needed to close the country’s infrastructure gap.
Foreign direct investment (FDI) inflows stood at USD 9.9 billion in 2012
and were mostly channeled to pre-salt oil-field investments. China recently
surpassed the United States of America as Angola’s largest trading
partner, and concessional loans to finance infrastructure development
programs dominate this country’s official cooperation with Angola.

II.

INSTITUTIONAL AND
STRUCTURAL REFORMS

Institutional Reforms in the Energy Sector: The Government
of Angola has defined as priority for the 2009/2016 period the construction
and rehabilitation of inoperative infrastructure; the reinforcement of the
transport and transformation capacity of the electrical system; and the
interconnection of the three main electrical systems (the northern, central
and southern systems) in its quest to enhance installed capability. The
current situation in the sector is characterized by the low rate of access
to electricity (estimated at 30 percent), limitations in power production
capacity, high cost of power production and the poor financial structure

Regional Integration Agenda: The number of African airline
companies operating in the Angolan market has been increasing
significantly over the past few years, which can be read as an indication
of the country’s efforts to better position itself in the context of regional
integration into the Southern African Development Community and the
Central African region. Improved security conditions at the country’s main
airport have also been a contributing factor. Currently, eight companies
operate regular international flights between Angola and the rest of the
world, and a number of other companies are awaiting authorization from
the National Institute of Civil Aviation to do so. Companies including
Ethiopian Airlines (Ethiopia), Arik Air (Nigeria), Equaflight (CongoBrazzaville), Kenya Airways (Kenya), Royal Air Maroc (Morocco), Air
Namibia (Namibia), Lam (Mozambique) and South African Airways
Southern Africa Quarterly Overview and Analysis
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(South Africa) operate in Angola and are expected to gradually ease high
transport and transaction costs and consequently improve the country’s
standing in doing-business rankings.
Private Sector Reform: The Angola’s National Agency for Private
Investment signed 11 new contracts for private investment valued at AKz
3,423 billion (equivalent to USD 35 million). The investments target the
areas of trade, construction and service delivery. It is worth noting that
since the approval of new laws governing private investment and small,
micro and medium enterprises (SMMEs) in 2011, the country saw a
massive inflow of FDI, which reached USD 9 billion in 2012, up from USD
4.5 billion recorded in 2010.

III. ISSUES NEEDING PARTICULAR
ATTENTION
Despite rapid economic growth, Angola has performed poorly in terms
of broad-based socio-economic welfare as reflected in its low human
development index (HDI) ranking. In 2012, the country (with a score of
0.508) was ranked 148 out of 187 countries on the United Nations HDI.
In order to eliminate hunger and reduce extreme poverty and regional
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asymmetries, the Angolan Government will need to concentrate on
diversifying the economy and widening the distribution of national income,
so it reaches all regions. Diversification of the economy will require the
implementation of concrete programs to encourage entrepreneurship,
the streamlining of environmental regulations and the encouragement of
economic competition in the private sector.

BOTSWANA
HIGHLIGHTS
•

Real GDP growth slowed down to 6.3 percent during the fourth quarter
of 2012 from the rate of 9.1 percent recorded during the same quarter
in 2011.

•

Inflation remained virtually unchanged during the first quarter of 2013,
but the rate remained above the objective target range of 3-6 percent
in the period. This mainly reflected an increase in food and energy
prices emanating from adverse weather conditions.

•

President Khama expressed concern about the existence of corruption
in the country in spite of its impressive assessment by international
agencies. He reiterated the Government’s zero tolerance of corruption
and called upon all stakeholders to ensure that the vice is appropriately
addressed.

I.

MACROECONOMIC
MANAGEMENT OVERVIEW

Economic Growth: The performance of the economy remained
modest during the fourth quarter of 2012 mainly due to adverse
weather conditions, and real GDP growth slowed down to 6.3 percent
compared to 9.1 percent in the same quarter of 2011. In particular, the
drought significantly impacted performance of the water and electricity
sector, and agriculture; these sectors recorded declines of -138 percent
and -14.8 percent respectively. On a positive note, the mining sector
grew by 8.7 percent, thereby suggesting the onset of a recovery from
the global economic downturn. Other sectors in which increases were
recorded included social and personal services (9.8 percent), finance and
business services (8.7 percent), construction (7.6 percent), and transport
and communications (6.3 percent). Economic performance during the
first quarter of 2013 is expected to remain subdued, mainly due to the
persistent electricity shortfalls.
Monetary Policy and Banking System: The annual rate of
inflation rose marginally, from 7.4 percent in December 2012 to 7.6 percent
in March 2013. However, this was lower than the level of 8.0 percent in
March 2012. Nonetheless, the rate continues to be well above the Bank
of Botswana’s objective target range of 3 to 6 percent. The persistent
high inflation rate emanates from increases in food and fuel prices, and
administered prices of electricity, water and transport services. In view of
this, the Bank of Botswana continues to pursue a tight monetary policy
given that aggregate demand is likely to be suppressed and inflation is
anticipated to converge downward to the official objective range in the
medium term.
Fiscal Policy: Botswana’s medium-term budget remains focused on
fiscal sustainability and promotion of economic growth. Fiscal operations
during the third quarter of the 2012/13 financial year (October-December)
resulted in a deficit of BWP 1,778 million (about 6.2 percent of GDP). This
was in stark contrast to the surplus of BWP 1,664 million (about 5.9 percent
of GDP) recorded in the corresponding quarter of the 2011/12 financial
year. The outturn reflected an increase of 15 percent in expenditure and
a decline in revenue of 21 percent. The lower revenue was mainly due
to declines in mineral revenues and non-mineral income tax, while the
Southern Africa Quarterly Overview and Analysis

7

BOTSWANA
increase in expenditure reflected higher levels of both recurrent and capital
expenditure. The revised projections for the 2012/13 fiscal year indicate a
challenging revenue outlook, and thereby only a modest budget surplus
of 0.6 percent of GDP is expected on account of expenditure restraint.
Public debt is projected to decline to 14.9 percent of GDP in 2012/13
from 17.6 percent in 2010/11, with external public debt (including publicly
guaranteed debt) expected to remain at 11.0 percent of GDP.
External Sector: During the first month of the first quarter of 2013
(January), Botswana realized a trade balance surplus of BWP 484.8
million; this is the first time the country achieved a trade balance surplus
since September 2012. This reflected a sizeable increase (59.7 percent)
in the value of total exports from that recorded in January 2012, an
increase far above the increase of 21 percent in import value. However,
the increase in exports was totally due to mineral products – particularly
diamonds, which increased by 80 percent – as exports of other products
declined by 27 percent. While the reversal in the trade balance is a
welcome relief, it is too early to gauge whether this points to renewed
prospects for the economy, especially against the backdrop of the
continuing gloomy global financial environment. In addition, the persistent
trade deficits experienced up to the end of 2012 have led to a continued
decline in gross foreign reserves, although they remained relatively high,
at USD 7.63 billion as at end-December 2012, equivalent to about 12.3
months of imports of goods and services.
The nominal value of the Batswana pula (BWP) exhibited mixed
performance against major foreign currencies during the first quarter of
2013. The BWP depreciated against the USD (by 6.1 percent) and the
euro (by 2.7 percent). This was due to Botswana’s persistent high inflation
rate and the low demand for its exports into these markets. However, it
held steady against the British pound (GBP) while it appreciated against
the yen by 2.7 percent and against the ZAR by 2.1 percent.

II.

INSTITUTIONAL AND
STRUCTURAL REFORMS

In February, Botswana’s diversification strategy received a boost with
the reopening of the Gaborone ostrich abattoir that closed down in 2010
due to inadequate supply of ostriches. The abattoir has been licensed to
slaughter ostriches for export to external markets, including the European
Union. Government has thus encouraged both previous and aspiring
ostrich farmers to take full advantage of this development.
In view of the severe energy shortage facing the country, the Botswana
Power Corporation (BPC) announced plans in March to adopt a new
strategy to address the challenge. The Ministry of Minerals, Energy and
Water Resources affirmed that this would entail transforming the BPC from
a retailer to an electricity producer. The power corporation currently buys
the bulk of its power from South Africa, which withheld the supply when its
own domestic demand went up. This led to a shortfall of about 200MW and
critical power outages in Botswana. The Minister said the BPC would be
exporting power in about four years, as there would be more than enough
in the country, adding that about 1,000MW would be produced while the
country would need about 600MW. To kick-start the process, the Ministry
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held consultations with electricity supplying companies for benchmarking
purposes to establish if they could help in the new BPC strategy.

III. ISSUES NEEDING PARTICULAR
ATTENTION
In spite of Botswana’s sound record of good governance in Africa, there
was an admission in March from the highest level of the existence
of corruption. In particular, allegations were cited of the existence of
corruption in recruitment, transfers and promotions, tender awards,
misappropriation of public funds and collusion by some staff and
suppliers. This admission reinforces the country’s zero tolerance policy on
corruption and the political will to address the vice. The authorities called
on corruption prevention committees at district level to be proactive and
to lead and guide staff in terms of sensitization and awareness. Councils
and the nation at large were urged to embrace anti-corruption strategies
and report all forms of corruption.

BOTSWANA

Southern Africa Quarterly Overview and Analysis
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LESOTHO
HIGHLIGHTS
•

The economy continued on the positive growth trajectory that largely
reflects sustained good performance of the mining and construction
as well as postal and telecommunications sectors.

•

Mainly driven by good performance of domestic and customs revenue
as well as grants, fiscal balance continued to be in a surplus position.

•

Inflation continued to be subdued at lower levels in spite of high fuel
prices.

I.

MACROECONOMIC
MANAGEMENT OVERVIEW

Economic Growth: The key sectors of the economy reflected a
modest performance during the fourth quarter of 2012. Expansion in the
mining sub-sector (Letseng mine doubled its investment), faster growth in
construction and a respectable growth in posts and telecommunications
kept the economy on course, resulting in an annual GDP growth of 4.2
percent in 2012. Authorities forecast the growth outlook for 2013 to be less
than modest as the key sectors – mining and construction – are currently
experiencing a slump.
Monetary Policy and Banking System: Broad money supply
(M2) increased in the quarter ending December 2012 compared to the
same quarter in 2011. Increases in net foreign assets, which more than
offset the decline in the net domestic assets, was the main driver of this
increase. Velocity of money in circulation plummeted from 2.91 to 2.78
from the last quarter, which ended in September. This means that the
interval between economic transactions became longer, which could result
in suppression of economic activities. However, on a year-on-year basis,
velocity remained almost stable at 2.8, which is the desired position.
Annual overall inflation was registered at 5.0 percent in March 2013
compared to 7.2 percent during the same period in 2012. Rises in the
prices of electricity, gas and other fuels (13.7 percent); education (13.4
percent); food (6.5 percent); goods and services for routine household
maintenance (5.8 percent); personal care (3.6 percent); and clothing (1.7
percent) were the main drivers of inflation.
Fiscal Policy: Owing to improved revenue collections and higher
inflows of donor resources in the form of grants, the Government budget
recorded a non-cumulative surplus during the fourth quarter of 2012. The
overall fiscal position during the fourth quarter was a surplus estimated
at 5.7 percent of GDP compared to a deficit of 1.7 percent of GDP during
the same period in 2011. The surplus was mainly on the back of strong
performance in Southern African Customs Union (SACU) receipts and
domestic revenues as well. The fiscal position is expected to remain in
surplus for the first quarter ending March 2013.
External Sector: There was a noticeable improvement in the external
sector position as measured by the current account. The current account
deficit narrowed to 10.6 percent of GDP during the quarter ending
December 2012 from 11.4 percent of GDP at the end of the last quarter
in September the same year. This was largely on account of a reduction
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in the domestic absorption of imports. Other factors comprised good
performance in the current transfers, including those of the SACU, and
an increase in exports, in particular of diamonds and textiles. The gross
International reserves increased from 4.3 months of import cover at the
end of the third quarter of 2012 to 5.0 months of import cover at the end
of the fourth quarter of 2012. The reserves were more than adequate to
cover the required 3 months of import cover.

II.

INSTITUTIONAL AND
STRUCTURAL REFORMS

Public Sector Management: In its effort to enhance domestic
revenue mobilization, the Government in its budget identified measures
to broaden the tax base and strengthen the administration of both tax
and non-tax revenue. In this respect, the Government is introducing the
new Integrated Revenue Management System under the administration
of the Lesotho Revenue Authority (LRA) to further enhance tax revenue
collections. In addition, the LRA is undergoing restructuring to improve its
administrative capacity and client focus.

the MOU will assume and share the risk associated with possible nonrepayment on equal terms.

III. ISSUES NEEDING PARTICULAR
ATTENTION
The poor absorption capacity of donor resources (65 percent for loans)
is a cause of concern since it often leads to slow implementation of
development programs. This underlines the need to enhance Government
development programs’ monitoring and evaluation mechanisms for
efficient and effective implementation.

Private Sector Reform: The small size of the private sector (14
percent of GDP) has attracted the attention of the coalition Government,
which is working towards increasing its participation in the economy.
In 2012, Government finalized the administrative arrangements to
regulate the extension of credit by commercial banks to the private
sector, in particular to SMMEs. In this endeavor, Government signed a
memorandum of understanding (MOU) with the four commercial banks:
First National Bank Lesotho, the Lesotho Post Bank, Nedbank Lesotho
and Standard Bank Lesotho. In extending the credit, the two parties to

Southern Africa Quarterly Overview and Analysis
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MALAWI
HIGHLIGHTS
•

In February 2013, an IMF mission reached staff level agreement with
Malawi on the new Extended Credit Facility (ECF) Second Review.
The IMF Executive Board is expected to meet and discuss the findings
of the second review in April 2013.

•

Policy reforms yielded results in the first quarter of 2013 as shown
through increased availability of foreign exchange, resumption of
credit lines and normalization of fuel supply. However, the maize yield
has been below requirement against rising inflation, and the Malawian
kwacha (MK) continues to be volatile.

•

In this quarter, Malawi reinstated the Malawi-Mozambique
Transmission Interconnection Project that should ease the country’s
frequent power shortage problems. President Joyce Banda also
launched the construction and rehabilitation of a key railway link that
forms part of the Nacala Corridor running through Malawi.

I.

MACROECONOMIC
MANAGEMENT OVERVIEW

Economic Growth: Real GDP growth is estimated to have slowed
from 4.3 percent in 2011 to 1.9 percent in 2012. For 2013, the IMF has
projected a rebound in growth at 5.5 percent, while Government is targeting
annual GDP of 5.7 percent by December 2013, supported by improved
tobacco prices and maize yield, a rebound in the manufacturing sector,
stabilizing exchange rates, promotion of other export crops, fiscal discipline
as well as innovations in the mining sector. Performance of the tobacco crop
– Malawi’s main export earner – over this period has so far been satisfactory
with production more than doubling from about 6.6 million kilograms of
tobacco in 2012 to 18.8 million kilograms in 2013 and the value of tobacco
sales up by 228 percent from USD 8.4 million to USD 27.6 million.
Monetary Policy and Banking System: The year-on-year
headline inflation for the month of February 2013 stands at 37.9 percent,
an increase of 2.8 percentage points on the previous month. The urban
and rural rates stand at 39.6 percent and 33.7 percent Thus inflation
continues to rise but at a slower rate. The current rise in overall inflation is
mainly attributed to the recent upward adjustments in countrywide maize
and maize flour prices, due to the decline in food production, and also to
the adjustment in the price of gasoline and its derivatives. Upward risks
to inflation remain salary hikes, rising fuel costs and increased short-term
Government borrowing. However, based on seasonal price movement
patterns, inflation could moderate after the maize harvests (on account
of better weather) in the second quarter. Supported by tighter policies,
average inflation is therefore projected to taper down to 18 percent in 2013.
In line with recent inflation forecasts, the Reserve Bank of Malawi (RBM)
has upwardly revised the benchmark bank rate to 25 percent in this quarter
from 21 percent in December 2012. Interest rates have moved in line with
the discount rate and have risen; the average prime lending rates in the
money markets stand at 36.2 percent (thus “marginally negative”), up from
31.4 percent in the previous quarter. The average Treasury Bill yield rose to
32.2 percent in February 2013, up from 23.3 percent as at end-December
2012 as investors demanded higher yield to compensate for inflation risk.
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MALAWI
Broad money growth eased over this quarter as the RBM pursued a
tight monetary policy through reduced lending to banks, open market
operations and raising the policy rate to 25 percent in January 2013 from
21 percent in December 2012. In the preceding quarter, growth in money
supply was at 23 percent on average while over this period it stood at 21
percent. Net credit to the Government sector from the banking system has
slowed from MK 110,440.9 million to MK 123,873.5 million, effectively a
slowdown from 20 percent to 10 percent over the two quarters, reflective
of improved fiscal performance. There is also reduced lending to the
private sector from MK 19,266.6 million in December 2012 to MK 18,900.3
million in February 2013.
The MK has continued to depreciate from the official rate of MK 1/USD
249 immediately after the devaluation of the currency to MK 1/USD 330
in December 2012, i.e. 33 percent depreciation after the 49 percent
devaluation and subsequent floatation of the currency in May 2012. From
end-December 2012 to March 2013, the MK weakened against all the
major trading currencies; as at 31 March 2013, the currency was trading at
MK 387/USD 1 (15 percent decline), MK 606/GBP 1 (13 percent decline),
MK 43/ZAR 1 (10 percent decline). The continued depreciation of the MK
is principally on account of payments of international arrears from the
private sector, the demand for strategic imports (e.g. fertilizers) and market
perceptions of continued scarcity of foreign exchange. Depreciation is
expected to subside in the next quarter on account of expected good
tobacco sales in March/April 2013, which may boost forex availability and
support the value of the MK.

in 2012, arising largely from these increased official transfers. FDI
has largely been low, standing at 1.1 percent of GDP in 2011 and 1.5
percent of GDP in 2012 and projected to rise to 2.8 percent of GDP in
2013. International reserves as at end-February 2013 fell to USD 321.6
million from USD 418.1 million in December 20121 on account of fertilizer
purchases and payments. Import cover (in months) stands significantly
low at 0.9 months, of which gross official reserves is 0.8 months against
an import requirement (cost, insurance, freight) of USD 188.1 million.
Foreign exchange reserves have also seen a significant drop from USD
218.5 million at end-December 2012 to USD 172.5 million in February
2013, as a result of continued intervention in the foreign exchange market
by the RBM through foreign exchange sales over this period. The tobacco
sales of the current auction floor should see a significant improvement in
the country’s reserve position for the next quarter.

Fiscal Policy: The second review of Government’s ECF program
with the IMF concluded that the overall performance under the program
has been satisfactory. Most of the quantitative targets for end-December
2012 were met, including those on the level of net international reserves
and net domestic assets of the RBM, and the Government’s net domestic
borrowing. However, the indicative targets on reserve money and on
Government social spending were missed by small margins. At the end
of the first half of the fiscal year, actual outturn for domestic revenues
was MK 133.8 billion, representing an over-performance of MK 3.9 billion
and reflecting fiscal restraint. For year-end, total domestic revenues and
grants are now projected at MK 461.4 billion, representing an upward
revision from the MK 394.9 billion approved budget. This revision is due to
revisions in growth projections and exchange and inflation rates, efficiency
gains in the tax administration system, and a significant improvement in
fuel levy collections on expectation of continued fuel supply. There was
also pressure on the fiscus on account of recent increases in civil service
wages and salaries. Total expenditure and net lending is now projected to
rise from the approved budget estimate of MK 408.4 billion to MK 475.8
billion. Domestic debt repayment is projected at MK 18.8 billion, which
will reduce domestic debt stock to MK 170.0 billion from MK 188.8 billion,
representing domestic debt repayment of 1.7 percent of GDP and hence
surpassing the set minimum target of 0.5 percent of GDP.
External Sector: The current account deficit is estimated to have
narrowed from about 6 percent of GDP in 2011 to about 4.5 percent
1

Total reserves rose from USD 258.2 million in June to USD 418.1 million in December 2012 due to the following grants and donor disbursements in the second quarter
of the 2013 financial year: European Union (€ 40 million), Department for International Development (GBP 19m) and Germany (USD 5 million), IMF (USD 19 million).
Norway has also provided funding for the replenishment of maize in the strategic grain reserves through the RBM. Suppliers’ credit lines are also slowly returning.
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MALAWI
II.

INSTITUTIONAL AND
STRUCTURAL REFORMS

The Government recently reinstated the Malawi-Mozambique Transmission
Interconnection Project, which is intended to enhance Malawi’s energy
capacity and overcome the country’s crippling power shortages. The
interconnection will allow Malawi to have access to the Southern Africa
Power Pool market through Mozambique on the interconnected grid with
Zimbabwe and South Africa and allow the country to tap more power
during periods of deficit in local generation and to export power to the rest
of the region when there is surplus. The construction and rehabilitation of
the railway link to Nacala Corridor is also under way. The railway forms
part of the larger Nacala Corridor project that will result in a 900-kilometer
track connecting coal-mining operations at Moatize in Mozambique’s Tete
Province with a new deep-water port at Nacala. Both initiatives are key to
strengthening the country’s regional linkages.

III. ISSUES NEEDING PARTICULAR
ATTENTION
Policy continuity is key for curbing inflation and stabilizing the exchange
rate. This must be complemented with fiscal restraint and structural
reforms aimed at improving Malawi’s investment climate. Therefore, the
Government’s framework of the 2013/14 financial year budget – expected
at mid-year 2013, in the next quarter – is key. On the premise of consistency
in policy implementation and on the back of the availability of foreign
exchange and a strong recovery in food and tobacco prices, a rebound in
growth is expected at about 5 percent from 2013. Risks to recovery and
growth therefore mainly hinge on adverse weather conditions and policy
reversals in the lead-up to the 2014 general elections.
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MAURITIUS
HIGHLIGHTS
•

Real GDP growth rate is expected to modestly increase from 3.3
percent in 2012 to 3.7 percent in 2013, although shocks from the euro
zone remain a major risk factor.

•

Monetary policy has supported the overall macroeconomic framework,
delivering low inflation while building a reserve buffer.

•

Torrential rains that left 11 fatalities in Port Louis in March 2013 has
brought the issues of climate change, quality of infrastructure and
disaster preparedness to the top of the Government’s agenda.

I.

MACROECONOMIC MANAGEMENT OVERVIEW

Economic Growth: The ongoing fiscal and banking crisis in the euro
zone is expected to continue weakening Mauritius’ external demand in
2013, keeping the domestic economy operating below potential. Growth
is expected to modestly accelerate to 3.7 percent in 2013 from 3.3
percent in 2012 driven by strong performance in financial services and
ICT. Reflecting a weak economic environment in source markets, tourism
continues to perform below par. Driven by a 12.7 percent fall in arrivals
from Europe, year-on-year tourist arrivals for January 2013 declined by 6
percent to reach 51,529. Arrivals from Asia and Africa partly compensated
for the weak performance in the European market, growing by 9.1 percent
and 4 percent respectively albeit from a weak base. Tourist earnings
showed a similar slowdown, decreasing by 14.2 percent from MUR 5.4
billion to MUR 4.7 billion. Going forward downside risks to the growth
outlook emanate from shocks from the euro zone transmitted through a
slowdown in tourism, sugar and textile exports and FDI.
Monetary Policy and Banking System: Consumer price
inflation is expected to accelerate in 2013 to an average of 5.7 percent
from 4.1 percent in 2012 on the back of public sector wage increases and
administrative prices. The consumer price index (CPI) increased by 0.9 to
136.6 in February 2013, with the main driver being a rise in the price indices
of alcoholic beverages and tobacco, food and non-alcoholic beverages and
hotels and restaurants. Against this background, year-on-year CPI inflation
registered an increase from 2.9 percent in January 2013 to 3.6 percent in
February 2013. Overall, the rate of inflation for the 12-month period ended
February 2013 slowed down to 3.6 percent from 3.7 percent for the 12-month
period ended January 2013. In tandem, core inflation eased from 3.2 percent
to 3.0 percent. The authorities continue pursuing a broadly accommodative
monetary policy to support growth while delivering low inflation and rebuilding
reserves buffers. In March 2013, the country’s Monetary Policy Committee
maintained the policy rate at 4.90 percent as the domestic economy remained
at risk from the continued global economic turbulence. Excess liquidity in the
banking system remained high with all auctions of Government of Mauritius
Treasury Bills (GMTBs) between end-January 2013 and end-February 2013
oversubscribed. The weighted yields on the 91-day GMTBs during the
period fell by 25 basis points to reach 2.41 percent – substantially below
the policy rate. Credit to the private sector increased by 0.4 percent to MUR
365.70 billion between end-December 2012 and end-January 2013, with the
main driver being credit growth to the construction and tourism sectors. The
IMF Article IV mission of January 2013 concluded that the exchange rate and
the monetary policy framework remained broadly appropriate for Mauritius.
Southern Africa Quarterly Overview and Analysis
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MAURITIUS
Fiscal Policy: Fiscal policy is expected to remain less expansionary
in 2013 in line with medium-term consolidation objectives. In 2012, a
reduction in transfers and subsidies and a slowdown in spending on goods
and services helped reduce the fiscal deficit from 3.2 percent of GDP in
2011 to 2.9 percent in 2012. The good fiscal outturn was in line with the
Government’s medium-term fiscal consolidation objectives to improve
public debt sustainability and help reduce external sector vulnerability. At
54.2 percent of GDP in 2012 (down from 56.8 percent in 2011), public
debt remained within the country’s legal limit with a positive outlook. The
Government’s objective is to bring down the public debt ratio to 50 percent
of GDP by 2018. To attain this objective, the authorities acknowledge that
tax revenues (which at 18.7 percent of GDP in 2012 were better than
expected) and private investments including FDI will have to remain
robust to support their ten-year USD 10 billion infrastructure program.
For the period January to February 2013, revenues were at MUR 12.72
billion, 21.5 percent higher than the same period in 2012. Tax revenue
performance during the period remained within trend. At MUR 9.67 billion,
tax revenue to date represented 13.5 percent of the total estimated tax
revenues for 2013, comparable to 2012. Higher spending on public wage
and social benefits was the main driver of total spend, which came in at
MUR 11.77 billion. Going forward, the 2013 fiscal deficit is expected to
narrow further to 2.4 percent of GDP.
External Sector: Terms of trade shocks from the euro zone and
underlying structural bottlenecks to trade competitiveness continue to
impact on Mauritius’ external sector position. In 2012 the trade deficit
narrowed slightly to 13.0 percent of GDP from 13.2 percent in 2011 as
growth in exports outpaced imports. Reflecting challenges in the euro
zone, the main market earnings from tourism increased by only 1.7
percent compared to 23 percent in 2011. Against this background, the
current account deficit is estimated to have narrowed from 12.6 percent
of GDP in 2011 to 10.0 percent in 2012. It is clear that Mauritius needs
to strengthen its export diversification efforts to address external sector
vulnerabilities. Fiscal consolidation must also continue along with
improvements to the skills base and infrastructure so as to strengthen the
country’s trade competitiveness and investments. In 2012, FDI performed
better than expected on the back of investments into real estate and the
financial sector, reaching MUR 12.6 billion. Total FDI from Africa increased
by 14 percent to reach MUR 3.0 billion, dominated by investments from
South Africa. The Bank of Mauritius (BoM) continued to intervene in the
foreign exchange market to bolster reserves and smooth volatility. To this
extent the reserves coverage increased from 4.3 months of imports in
2011 to 4.9 months, while the Mauritian rupee (MUR) appreciated in real
effective terms by 1.6 percent compared to 6 percent in 2011. As at endFebruary 2013, reserves coverage stood at five months of imports. Being
an international financial sector, reserves will need to increase further to
mitigate the potential risk of capital flight and make provision for a possible
bailout of the banking sector in case of a crisis.

II.

INSTITUTIONAL AND
STRUCTURAL REFORMS

The first quarter saw the Government progressing with its USD 10 billion
infrastructure program with a call for proposals for the design, construction,
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financing, operation and maintenance of the Mauritius Light Rail Transit
Project. The PPP arrangement is expected to help the Government
leverage human capacity and financing from the private sector to ensure
efficient implementation of the program while remaining on the fiscal
consolidation path. Mauritius also made progress in operationalizing the
long awaited National Energy Commission, which is mandated to review
the national energy requirements and advise Government on the planning
and execution of major projects. Meanwhile, Mauritius suffered one of its
worst natural disasters in many years in March 2013 when torrential rains
left 11 fatalities in the capital, Port Louis. While the authorities note that the
intensity and frequency of torrential rains received this year is increasingly
pointing to the impact of climate change, they also acknowledged that
the quality of infrastructure, in this case the drainage system, and the
effectiveness of the country’s disaster preparedness system needs
improvement. The Government has requested the support of Singapore
and the United Kingdom to help Mauritius review its overall flood strategy
and minimize its effects.

MAURITIUS
III. ISSUES NEEDING PARTICULAR
ATTENTION
External sector vulnerabilities will remain a major risk factor for the
Mauritian economy. Structural reforms to enhance the country’s
global competitiveness in trade and investment and efforts to address
infrastructure and human capital bottlenecks remain crucial in moving
forward. Furthermore, as the country implements its USD 10 billion
infrastructure program, there needs to be focus on environmental issues,
climate change and the quality of infrastructure. Disaster preparedness,
including early warning systems, also needs strengthening.

Southern Africa Quarterly Overview and Analysis
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MOZAMBIQUE
HIGHLIGHTS
•

A total of 104 people lost their lives due to heavy rains and subsequent
flooding in January and February 2013. The regions most affected
were the agriculture rich provinces of Gaza and Zambezia. In total,
more than 240,000 people were displaced.

•

ENI, an Italian energy company, announced an agreement with China
National Petroleum Corporation to sell a 28.57 percent stake in its
offshore natural gas fields for of USD 4.21 billion. The fiscus will gain
more than USD 500 million if capital gains tax is enforced on this sale.

I.

MACROECONOMIC
MANAGEMENT OVERVIEW

Economic Growth: A strong economic performance from the
coal sector during the last quarter of 2012 assisted quarterly real GDP
growth to reach 8.9 percent. Annual real GDP growth was 7.45 percent,
and the outlook for 2013 is positive, with a projection of 8.5 percent of
GDP growth. However, it will be difficult to achieve the growth target.
The flooding that occurred during the first quarter seriously damaged the
only rail line serving coal exports, forcing coal production to halt for two
months. Additional damages on power transmission lines also affected
the industrial sector with power supply shortages. The flooded regions
are also the most agriculturally productive, and the crop destruction
constrained domestic food supply, causing a surge in inflation. The impact
will also be felt on the balance of payments, which will be strained by
the expected increased demand for imports of food and equipment. The
strain on the balance of payments may also put additional pressure on the
country’s international reserves.
Monetary Policy and Banking System: The 12-month average
inflation reversed its two-year-long negative trend in February 2013,
increasing to 2.10 percent from 1.94 percent in January 2013, reaching
2.23 percent in March 2013. Inflation during this period reflected the
exogenous shocks (and flood) that affected the supply of food – particularly
fruits, vegetables and legumes – and the influence of the average price
increases of some commodities in international market. Additionally,
the strengthening of the USD and the subsequent pressure on imports,
particularly fuel, should not be underestimated. Annual inflation doubled
from the previous quarter and now stands at 4.31 percent. Credit expansion
presented a 3 percent accumulated growth in the quarter, as the one-year
average lending rate continued its paced negative trend. At 19.66 percent,
it is the first time the one-year average lending rate broke through below
the 20 percent threshold since August 2010. On the money market, the
inter-bank lending rate as well as the three-month and one-year Treasury
Bill rates are all more than 60 percent down year on year. However, all
rates reversed their continued negative trend and presented modest gains
in the quarter. The patterns seem to indicate a reversal point, signaling
a new inflationary period that could reverse lending rates. The Bank of
Mozambique retained its monetary policy stance in the period.
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MOZAMBIQUE
Fiscal Policy: The budget for 2013 is programmed at MT 174,955.0
million, of which MT 113,962.0 million (23.6 percent of GDP) is in state
revenues. The remaining deficit (12.6 percent of GDP) will be financed
withMT 3,573.3 million from domestic credit (0.7 percent of GDP) and MT
57,419.7 million from external financing, comprising loans (7.8 percent of
GDP) backed up by donations (4.1 percent of GDP). In the first two months
of 2013, a shortfall of direct budget support disbursement realized only 28
percent of the monthly forecast, while state revenues grossed up to MT
7.2 billion, representing a nominal increase of 22.4 percent over the same
period in 2012. Tax on goods and services and income tax constitutes
the bulk (82.8 percent) of the collected revenue, with particular emphasis
on the 148.5 percent realization of income tax. The January 2013 flood
impacted directly on food aid, which reached MT 10.1 million, exceeding
48 percent of the forecasted revenue. In the same period, the total
Government expenditure amounted to MT 7.32 billion, consisting mainly
of operating expenditures (72.4 percent) and investment (26 percent). The
Governmental expenditure was for the most part aligned with the budget
program, with the exception of the frontloading of transfers and pensions,
which already took up 16.6 percent and 20.6 percent respectively of the
annual allocation, mostly related to flood assistance. The final impact of
the cleanup and reconstruction operations is yet to be known but could
lead to a budgetary revision. Compared with 2012, the reduction in
domestic borrowing by 0.1 percentage point of GDP demonstrates the
Government’s effort to minimize the crowding-out effect of the budget
deficit on domestic private investment.

providing financial services in peri-urban and rural areas for low income
households and SMMEs.

External Position: The Mozambican metical (MT) continued its
devaluation (-1.45 percent) against the USD in the period, continuing the
trend it has been following since November 2011. Year on year the currency
has an accumulated depreciation of 9.54 percent. The devaluation against
the USD puts added weight on the servicing of the fuel bill, although this
pressure is relatively offset by the valuation to the ZAR, the main currency
for consumer goods imports. The MT gained 6.86 percent over the ZAR in
the first quarter and accumulated 9.7 percent during the last year. In the
first quarter, net foreign reserves reduced by USD 365 million to USD 2.29
billion, with more than USD 250 million used in fuel bills. Main sources for
hard currency were official aid and also a steady stream of remittances
from Mozambican miners abroad, particularly in South Africa.

II.

INSTITUTIONAL AND
STRUCTURAL REFORMS

The Mozambique Financial Sector Development
Strategy (MFSDS). The new MFSDS strives towards an inclusive,
competitive, transparent and resilient financial system that promotes
economic development. The goal of the MFSDS is to provide citizens and
businesses – particularly SMMEs – with convenient access to a range
of appropriate, high quality financial services at affordable prices. By
end-2021 not less than 35 percent of the adult working age population of
Mozambique should have access to at least one financial service provided
by a regulated financial institution. The MFSDS will implement strategies
that: (i) promote financial inclusion, (ii) seek to expand the formal financial
sector by improving and expanding basic infrastructure, (iii) promote the
use of PPPs to finance the development of infrastructure and (iv) support
the development of the microfinance and savings sectors as tools for
Southern Africa Quarterly Overview and Analysis
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MOZAMBIQUE
III. DONOR COORDINATION ACTIVITIES
Annual Evaluation of the Government and Program Aid
Partners (PAPs) Performance. Together with the Government of
Mozambique and the PAPs, associated members and civil society perform
a mutual evaluation exercise with the help of a performance assessment
framework that uses a set of indicators that are evaluated against the
country’s development policies and the PAPs’ aid mechanisms. The
exercise is undertaken during the first quarter and informs the PAPs’
annual budget support commitments.

IV. ISSUES NEEDING PARTICULAR
ATTENTION
SMME Credit, Inﬂation and Public Debt Levels: The
exogenous shocks to the economy during this first quarter exposed its
vulnerability. Negative economic impacts from external or weather crises
could further affect the Government’s ability to service the country’s rising
debt levels. The fiscus is particularly vulnerable to a reduction in revenue
from the extractive industries sector and added financial burdens arising
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from reconstruction efforts and social transfers. The low inflation trend
seems to have been reversed, catalyzed by the effects of the floods. The
continued credit expansion and a possible further devaluation of the MT
against the USD merit closer monitoring.

NAMIBIA
HIGHLIGHTS
•

The GDP growth rate estimate for 2012 is likely to be revised upward
to nearly 5.0 percent on the back of strong performance in agriculture
and mining activities in the fourth quarter of 2012.

•

Inflationary pressures have eased since the beginning of 2013 due
to a slowdown in food prices despite the depreciation of the local
currency.

I.

MACROECONOMIC
MANAGEMENT OVERVIEW

and job creation. Consequently, the fiscal deficit for 2013/14 is projected
to increase to 6.4 percent of GDP, from 2.8 percent in 2012/13. It will
be financed through a combination of drawdown on accumulated cash
reserves and borrowing mainly from domestic sources with the objective
to support capital market development. Consistent with high public
borrowing, total public debt is projected to rise significantly from NAD 27.5
billion (26.3 percent of GDP in 2012/13) to NAD 32.4 billion (27.8 percent
of GDP) in 2013/14. It is expected to reach NAD 44.5 billion (30.7 percent
of GDP) by 2015/16 but will remain sustainable and below the upper limits
of Namibia’s fiscal benchmarks.

Economic Growth: Although the preliminary national accounts
for 2012 have not yet been released, the authorities are likely to revise
upward their GDP growth rate estimate for 2012 from around 4.0 percent
to nearly 5.0 percent. This is due to the fact that agriculture and mining
activities registered stronger growth in the fourth quarter than originally
anticipated, mainly driven by a substantial increase in the grape harvest
and a strong rebound in diamond and uranium output. The country’s
growth prospects for the medium term remain favorable, with GDP
projected to grow at about 4.3 percent in 2013. However, downside risks
from global uncertainties remain elevated.
Monetary Policy and Banking System: Inflationary pressures
have eased since the beginning of 2013. Year-on-year inflation slowed
down to 6.2 percent in February 2013, the lowest level in six months, from
7.6 percent in November 2012, the highest since August 2009. In spite of
the depreciation of the ZAR, to which the Namibian dollar (NAD) is pegged
at par, the positive inflation outturn benefited from a slowdown in food
inflation, which accounts for the single largest weighting in the CPI basket,
for a third successive month. The authorities expect inflation to remain
above the South African Reserve Bank inflation target of 3 to 6 percent in
the medium term as the weak domestic currency feeds into higher price
pressure for goods and services originating from outside the Common
Market Area mainly through energy imports. Given that the spillovers from
the weakening of global economic conditions remain unabatedly high, the
Bank of Namibia is expected maintain the repo rate at the current rate of
5.50 percent in the near future. The measure of monetary policy easing
pursued by the authorities continues to be necessary to further shore up
domestic economic growth.
Fiscal Policy: Namibia’s Finance Minister, Mrs. Saara KuugongelwaAmadhila, unveiled her 2013/14 budget on 26 February 2013, and it
allows the authorities to continue pursuing a moderate expansionary fiscal
policy aimed at cushioning the domestic economy from the severe impact
of the global economic downturn. Total revenue is projected to increase
by 8.2 percent, to NAD 40.1 billion (34.5 percent of GDP) in 2013/14.
The increase is on account of initiatives to improve the tax administration
regime and recovery in SACU revenues, which remain Namibia’s main
revenue source (37 percent of total revenue). Reflecting a continuation of
high Government spending, total expenditure is projected to increase by
19 percent to NAD 47.9 billion (41 percent of GDP) in 2013/14 to continue
to support the implementation of the Targeted Intervention Programme for
Employment and Economic Growth, which is aimed at increasing growth

External Sector: The current account recorded a surplus of NAD
25 million during the third quarter of 2012, which is substantially lower
than that registered during the previous quarter. The reduced surplus was
due to weak exports, reflecting a considerable fall in diamond exports
quarter on quarter against a stronger import demand during the quarter.
Consequently, Namibia’s merchandise trade deficit worsened during the
third quarter of 2012. With regard to the financial and capital account,
FDI recorded significant inflows during the quarter, enough to offset
Southern Africa Quarterly Overview and Analysis
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NAMIBIA
the usual outflows in portfolio investment and the accompanying deficit
in other short-term investments. However, this positive outturn was not
enough to prevent the country’s overall balance of payments relapsing
into a deficit during the third quarter of 2013 after registering a surplus
during the previous quarter, the first surplus since the fourth quarter of
2008. Namibia’s gross reserves were estimated at NAD 14.7 billion at
end-December 2012, equivalent to 3.4 months of import cover. The stock
of reserves was sufficient to maintain the currency peg.
The nominal value of the NAD has depreciated against major foreign
currencies since 2012. The NAD depreciated against the USD by 17
percent, the euro by 16 percent and the GBP by 13 percent between March
2012 and March 2013. Its depreciation is based on the peg to the ZAR,
which has depreciated as a result of sentiments turning against emerging
markets, including South Africa, as well as developments in South Africa
such as labor unrest, the country’s downgrading by international rating
agencies and a widening current account deficit.

II.

INSTITUTIONAL AND
STRUCTURAL REFORMS

There are continuous Government efforts to improve economic and
financial governance. The Public Finance Management Bill will soon be
introduced, and the Integrated Financial Management Information System
is being upgraded to maximize service delivery through the effective and
efficient use of limited public resources. The public procurement system
is being modernized through the new Public Procurement Bill, which is
expected to be tabled before Parliament in 2013. A comprehensive PPP
policy has been finalized and approved by Cabinet. In the financial sector,
Parliament passed the new Financial Intelligence Act and Prevention
and Combatting of Terrorist Activities Act in order to align the regulatory
environment to best international practices and deter money-laundering
opportunities.

III. ISSUES NEEDING PARTICULAR
ATTENTION
NamPower (Pty) Limited, Namibia’s electricity utility, has advertised a
prequalification tender notice for the selection of the turnkey engineering,
procurement and construction Contractor for the Kudu Gas power
project. The request for prequalification will close on 3 May 2013, while
the selection of the contractor is expected to be finalized in the fourth
quarter of 2013. Namibia is currently experiencing a power supply deficit,
which is expected to reach 350 MW by 2015. As a viable long-term option,
the Government has settled on building the more than USD 1.0 billion
Kudu project by 2017/18. Half of the plant’s generation capacity of 800
MW will mainly be exported to South Africa. Namibian national power
utility NamPower will own 51 percent of the power station, and private
investors will take up the balance. Meanwhile, NamPower has signed a
power purchase agreement with the United Kingdom’s Aggreko to import
up to 90 MW of electricity from its gas-fuelled power plant in Mozambique
for two years as one of the short-term measures aimed at addressing
Namibia’s power shortages.
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SÃO TOMÉ AND PRÍNCIPE
HIGHLIGHTS
•

Despite the members of parliament of the outgoing ADI party resuming
their duties, tensions are still running high in the political arena since
the collapse of the XIV Government in late December 2012.

•

The 2013 state budget of USD 150 million was approved on 11 March
2013.

•

Government sent out positive signals regarding the improvement the
business environment by launching a public tender for the granting of
a telecommunication-operating license.

I.

MACROECONOMIC
MANAGEMENT OVERVIEW

Economic Growth: In 2012, the economy of São Tomé and Príncipe
(STP) grew at a rate of 4 percent, driven by the construction, transport
and retail sectors. The decline in growth from 4.9 percent registered in
2011 was mainly due to the global uncertainties, reduction in both private
and public consumption as well as a decrease in FDI. Despite the recent
political events that led to a collapse of the XIV Government in December
2012 with the appointment of the new Prime Minister, Gabriel Costa, the
economic outlook for the years ahead remains positive. For the year 2013,
the Government forecast that the economy would grow by 5.2 percent
mainly linked to the commencement of major infrastructure projects,
notably a deep-sea port, a revamp in FDI and an investment in the oil
sector. In the medium to long term, the service sector will remain the
engine of growth.

Fiscal Policy: The 2013 state budget estimated at USD 150 million is
conservative. Although it has a special focus on the social sector (education
and health), the 2013 budget’s main priority is infrastructure (transport and
communication), which will be absorbing 21 percent of the total spend. It is
important to note that external assistance will finance 93 percent of capital
expenditure. Despite Government’s efforts to improve revenue collection
(from 16.41 percent in 2012 to 17.1 percent of GDP in 2013), managing
domestic expenses remains a challenge; these expenses grew from 20.7
percent of GDP in 2012 to 21.4 percent of GDP in 2013. As a result, the
domestic primary deficit is estimated at 12.9 percent in 2013 against the
9.4 percent of GDP it clocked in 2012. The country’s macroeconomic
performance was rated satisfactory in the first review under the ECF 2012
to 2015 program with the IMF, which was held in March 2013. Given the
country’s fragile external debt situation, the program advised Government
to avoid commercial borrowing and focus on highly concessional loans.
Strengthening the customs and tax laws and enforcing compliance with
these laws will increase domestic resource mobilization.

Monetary Policy and Banking System: The ongoing fixed
exchange rate agreement signed with the Government of Portugal in
January 2010 helped to sustain the inflation trend, which averaged 16
percent from 2008 to 2012. Supported by the exchange rate peg and a
prudent fiscal stance, inflation continued its downward trend and stood
at 9.5 percent in 2012. Inflation declined to 10.5 percent in March 2013,
compared to 11.5 percent registered in the first quarter of 2012. A further
reduction, to 7.9 percent, is expected toward the end of the year, mainly
linked to the easing of food prices, the main driver of inflation. However,
a regular shortage of consumer goods due to limited absorption capacity
of the main port remains a key challenge and cause of high inflation. In
addition, the STP dobra’s (Db) peg to the euro (Db 24,500/€ 1) will put
additional pressure on the Government to keep foreign reserves at a
minimum of three months of imports. On the other hand, the reduction
in private sector credit to 9.2 percent in 2012, compared to an average of
28.5 percent from 2008 to 2011, has negatively impacted money growth.
While credit is expected to further decline to 7.6 percent in 2013, the
Central Bank (CB) has set new requirements for unprofitable banks and
raised the capital risk weighted ratio to above 10 percent. Going forward,
the CB is envisaging introducing a new chart of accounts in 2013 to help
the authorities with the reporting of their financial statements; this chart
will comply with international reporting standards.
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SÃO TOMÉ AND PRÍNCIPE
External Sector: Despite the projected improvement in the trade
balance deficit, 35.1 percent in 2013 compared to 39.8 percent in 2012,
the current account deficit, including transfers, is projected to deteriorate to
23.0 percent in 2013, up from 21.8 percent in 2012, reflecting reduction on
the current transfers amounting to 8 percent of GDP. Large infrastructure
works will lead imports. In anticipation of the eventual negative effects
of the exchange rate movement, the Government has agreed, under the
ECF 2012 2015 program with the IMF, to maintain the level of international
reserves at 3.5 months of imports. In March 2013, international reserves
stood at USD 38.4 million against USD 27.1 million reported in the similar
period in 2012. Remittance, a major source for private consumption, is
expected to remain low in 2013 due to the ongoing fiscal crisis in Portugal
where many São Toméan are based and working. In spite of poor
performance in recent years, FDI is expected to recover to USD 25 million
during 2013 to 2015.

II.

INSTITUTIONAL AND
STRUCTURAL REFORMS

Public Sector Management: The new Government, appointed
on 12 December 2012, is set to continue implementing key reforms to
enhance transparency and accountability in the management of public
funds. The management and execution of the 2013 budget will be through
the SAFE public finance management system. Other key measures
include the participation of civil society in policy dialogue and project
implementation.
Public Sector Development: The sector is undeveloped and in
need of improvement. Conscious of the challenges, the Government is
making progress to unleash the country’s potential. An operating license
was launched and has been awarded to the Angola telecommunication
giant Unitel.

III. DONOR COORDINATION
Coordination among donor partners is weak, thus significant efforts are
required in developing joint initiatives. Nevertheless, the Government is
making progress to mobilize additional resources from bilateral donors.
In this connection, a USD 15 million cooperation agreement was signed
with China and Taiwan in late March 2013. The resources will be used for
ongoing projects in the health, education, agriculture and energy sectors.

IV. ISSUES NEEDING PARTICULAR
ATTENTION
The fragile political outlook due to the new ruling coalition, a divided political
scene and prospects of an early election might delay implementation of
key reforms and lead donors to withhold pledged funds.
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SOUTH AFRICA
HIGHLIGHTS
•

Due to expansion in manufacturing and financial sector output,
economic activities rebounded during the final quarter of 2012,
registering a real growth rate of 2.1 percent, up from 1.2 percent
during the preceding quarter. The unemployment rate fell by 0.6 of a
percentage point, from 25.5 percent in the third quarter to 24.9 percent
in the fourth quarter of 2012.

•

If successfully implemented, the public service reform will go a long
way in helping build a capable and developmental state while rooting
out the scourge of corruption plaguing the economy.

•

To avert the impeding energy crisis and create a reliable energy
supply that will spur economic recovery, growth and job creation,
the Government needs to urgently address the country’s technical
capacity and labor market issues.

I.

MACROECONOMIC
MANAGEMENT OVERVIEW

Economic Growth: Economic growth accelerated during the final
quarter of 2012 to 2.1 percent from 1.2 percent in the third quarter of 2012;
the main drivers of this growth acceleration were expansion in manufacturing
and financial sector activities. The manufacturing sector grew by 5 percent
during the quarter, contributing 0.8 percentage points, while finance, real
estate and business services expanded by 2.9 percent, contributing 0.6
percentage points to growth in real GDP during the quarter. An increase in
real domestic final demand and stronger export demand for certain types of
manufacturing anchored the expansion in the manufacturing sector. On the
other hand, the real value added in the mining sector shrank by 9.3 percent
year on year in the fourth quarter of 2012 due to continued labor unrest. The
overall GDP growth, however, decelerated to 2.5 percent in 2012 from 3.5
percent in 2011. The unemployment rate declined by 0.6 percentage points
from 25.5 percent in the third quarter to 24.9 percent in the fourth quarter
of 2012 due mainly to the decrease in the labor force. The labor absorption
rate declined marginally, from 41.3 percent during the third quarter to 41
percent in the fourth quarter, while employment declined by 68,000 units.
On the demand side, growth in aggregate real gross domestic expenditure
contracted by 0.9 percent in the fourth quarter from a figure of 4.1
percent in the third quarter of 2012. However, it grew by 4.1 percent
year on year. This was mainly due to slower growth in households’ real
final consumption expenditure, which decelerated to 2.4 percent in the
fourth quarter from 2.7 percent in the third, contractions in Government
consumption and changes in inventories. Household consumption was
depressed mainly as a result of the decline in growth in real disposable
income from 2.7 percent during the previous quarter to 2.4 percent during
the fourth quarter, reflecting modest employment gains during the period.
The growth in nominal disposable income of households still outpaced
the growth in household debt, causing the ratio of household debt to
disposable income to decline from 76.2 percent in the third quarter of
2012 to 75.8 percent in the fourth quarter. On the other hand, the ratio of
debt-service cost to disposable income of the household sector remained
around 6.5 percent in both the third and the fourth quarters of 2012.
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Real gross fixed investment by private business enterprises accelerated
to an annualized rate of 3.8 percent in the fourth quarter from 2.8 percent
in the third quarter of 2012 mainly due to higher capital outlays in the
mining, manufacturing and trade sectors. Growth in real fixed capital
expenditure by public corporations decelerated to 7.2 percent in the fourth
quarter from 10.6 percent in the preceding quarter due to lower capital
outlays in the electricity and transport sectors. Economic growth was
projected to remain subdued during the first quarter of 2013 due to falling
consumer and business confidence as the weaknesses in the global
economy continued.
Monetary Policy and Banking System: Consumer price
inflation accelerated to 5.9 percent in February 2013 from 5.4 percent in
January 2013 mainly due to the increase in food and fuel costs. In spite
of the upside risk to inflation, due mainly to pressure from food prices and
the depreciation of the ZAR exchange rate, the South African Reserve
Bank left the discount rate at 5 percent during its March 2013 Monetary
Policy Committee meeting. Benign demand pressure on inflation, signs of
moderation in consumption expenditure, a persistent negative output gap
and a downside risk to the growth outlook all underpinned the Monetary
Policy Committee’s decision. Core inflation has also accelerated faster in
2013, having jumped from 5 percent in January to 5.5 percent in February
from 4.6 percent in June 2012. Administered price inflation – including
prices of petrol, electricity and municipal levies – reached 8.9 percent in
February from 8.5 percent in January 2013.
Fiscal Policy: During the first nine months of the 2012/2013 fiscal
year, national Government recorded a primary deficit of ZAR 78.4 billion
or 3.3 percent of GDP – significantly higher than the 3.0 percent recorded
during the same period in the previous year. In February 2013, total tax
revenue net of SACU payments reached R80.5 billion compared to the
total expenditure of R72.5 billion. At the end of the 2012/13 fiscal year, the
South African Revenue Services collected R814.1 billion in tax revenue.
Tax revenue increased by 9.6 percent compared to the previous fiscal
year.
In February 2013 total revenue net of SACU payments reached R80.5
billion, higher than the total expenditure for the month, which amounted
to R72.5 million. Between January and February 2013, total revenue
increased by nearly 71 percent while total expenditure decreased by about
6 percent, leading to a significant monthly surplus. This was, however, due
to the cyclical nature of Government activities associated with extended
New Year holidays in January. Fiscal deficit is expected to increase to 5.2
percent in the 2012/13 fiscal year, up from 4.2 percent during the previous
year. During the same period, the primary balance was estimated to reach
a deficit of 3.0 percent of GDP, thereafter narrowing to an average 1.6
percent of GDP over the medium term.
South Africa adopted less expansionary fiscal policy for the medium
term beginning in 2013/14 with consolidated Government expenditure
projected to increase by 8.1 percent per annum or 2.3 percent in real
terms, up from R1 056 billion in the 2012/13 fiscal year to R1 334 billion in
the 2015/16 fiscal year.
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Domestic debt continued to increase from ZAR 1,071 billion as at 31 March
2012 to ZAR 1,217 billion as at the end of December 2012. Increase in
domestic short and long-term borrowing contributed to considerable
rise in national Government’s domestic debt. Foreign debt of national
Government remained broadly unchanged at R117 billion between March
and December 2012. Domestic debt accounts for about 90 percent of total
gross loan debt, with foreign debt accounting for the balance. Total gross
loan debt of national Government, which includes domestic and foreign
Government debt, increased from R1 188 billion at the end of March 2012
to R1 334 billion the end of December 2012, increasing from 39.9 percent
to 42.3 percent respectively.
External Sector: The trade deficit increased to its widest level in
over four years in January 2013, reaching ZAR 24.5 billion from ZAR 2.4
billion in December 2012 due to slower growth in exports and a rapid
expansion in import demands. The trade balance had been in deficit for
13 consecutive months, since January 2012. This has contributed to a
higher current account deficit for 2012, which reached 6.3 percent in 2012
up from 3.4 percent in 2011 due to the deterioration in both trade and
services accounts. The current account deficit is comfortably financed
by capital inflows, which reached 6.5 percent of GDP in 2012 up from
4.5 percent in 2011. FDI declined from ZAR 43.6 billion in 2011 to ZAR
37.6 billion in 2012, accounting for only 18 percent of the total capital
inflows. The bulk of the capital inflows constitute opportunistic short-term
portfolio investments driven primarily by higher interest rate differentials.
A widening current account deficit remains one of the main risks to the
stability of the ZAR exchange rate. Gross international reserves continue
to rise, covering nearly seven months of imports in January 2013.
In March 2013, South Africa hosted the fifth summit of the BRICS
countries (Brazil, Russia, India, China and South Africa), during which
a number of bilateral trade and economic cooperation agreements were
signed, including USD 5 billion loans to state-owned rail, port and pipeline
giant Transnet’s five-year infrastructure investment program. The summit
also agreed on the establishment of a BRICS development bank in
South Africa that will help mobilize domestic savings fund infrastructure
investments across the developing regions.

II.

INSTITUTIONAL AND
STRUCTURAL REFORMS

Government has embarked on major reforms in the public service sector
as the first steps in implementing the National Development Plan (NDP):
Vision for 2030, which was adopted in August 2011. The plan aims to
eliminate poverty and reduce inequality by 2030 by creating 11 million jobs.
The three strategic priorities of the NDP are: (i) growth and job creation,
(ii) education and skills development, and (iii) building a capable and
developmental state. The National Planning Commission and Department
of Public Service and Administration have accordingly identified addressing
challenges in the public service as the first step to implement the NDP.
The Government departments have begun a dramatic shake-up of the
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public service in a bid to enhance the capacity to deliver basic economic
and social services and fundamentally address the chronic high levels
of unemployment, poverty and inequality that are plaguing the economy.
The reform involves the removal of unqualified managers, dismissal of
accounting officers who fail to achieve clean audit reports and setting
new minimum standards for appointments in top management posts. In
addition to these measures, public servants will from now on be banned
from engaging in private business with Government departments. Other
reforms being undertaken include a skills audit of all public servants and
a reskilling drive through various training programs. Public servants who
are unable to deliver what is required of them will be relieved from duties
within the framework of the law, and those who lack competence will be
trained for other positions. New employees will need to attend the new
school of Government for between 3 and 12 months while all managers
will need to attend a three-month reorientation course. In terms of this
new drive, the national Health Department has already replaced 100
hospital chief executive officers. The measures apply to all three spheres
of Government: municipal, provincial and national.

III. ISSUES NEEDING PARTICULAR
ATTENTION
Energy deficits continue to remain a major constraint to South Africa’s
economic growth, recovery and industrialization. The electricity reserve
level has diminished below 1.5 percent, highlighting the impending energy
crisis facing the country. Nevertheless, Eskom’s energy infrastructure
expansion program, which is aimed at addressing this challenge,
continues to languish behind schedule due to geotechnical, labor, and
design and construction issues. One such energy project is Medupi, which
is co-financed by the AfDB, and remains the Bank’s flagship project in
South Africa. To improve economic growth prospects and create muchneeded jobs, the Government urgently needs to address the technical
capacity and labor market issues.

SWAZILAND
HIGHLIGHTS
•

Another windfall from the SACU revenue pool eased fiscal pressures,
which will in turn enable the Government to clear outstanding arrears.

•

Growth in credit to the private sector weakened significantly during the
last 12 months, reflecting continuing investor pessimism.

I.

MACROECONOMIC
MANAGEMENT OVERVIEW

Economic Growth: Economic growth is likely to have been
depressed during the first quarter of the year, as the fiscal situation
remained precarious. Indications of lower than expected maize harvests
may also imply a poor agricultural season that is bound to affect growth.2
The projected real growth of 0.7 percent for 2013 may therefore not
be realized unless infrastructure projects planned for the year are fully
implemented. The private sector will also need to respond quickly to an
improved fiscal situation. On the expenditure side, public sector wages
have fallen in real terms and this has depressed consumer confidence.
Public sector wages have been frozen for three consecutive years, and
indications are that, in real terms, wages may still be lower than their level
in 2010. The possibility of a granite project coming on stream during the
course of the year will help increase mining output. With the mining sector
contributing less than 2 percent to GDP, its impact will be limited. The
expected recovery in manufacturing output will, however, boost growth.
Signaling Government’s expansionary fiscal stance, the 25 percent
increase in capital expenditure announced in the 2013/14 budget is
likely boost construction related activities. Experience from previous
budgets indicates that capital projects account for the largest part of
under spending. From global and regional perspectives, uncertainty still
remains, especially as the banking sector crisis in Europe is likely to keep
growth in the region depressed.

decreased from 39.5 percent a year earlier to -2.4 percent in February
2013; the decline was recorded in agriculture, manufacturing and
construction sectors.
After amassing foreign reserves to about three months of import cover
during 2012, foreign reserves decreased significantly in the first the
quarter of 2013 to a level sufficient to cover about 2.5 months of imports.
Continued dependence on the SACU revenue pool is likely to see a repeat
of the dynamics in foreign reserve levels that were experienced in 2012 –
end-quarter reserves levels were significantly lower those at the beginning
of the quarter, when SACU revenues were received. This pattern suggests
the persistence of fiscal vulnerabilities.

Monetary Policy and Banking System: Inflation trended
downward during the second half of 2012, falling from a peak of 9.6
percent in April 2012 to 8.2 percent by the end of the year. This decline
was sustained until January 2013, when inflation was recorded at 6.55
percent before price pressures started building up again. In February 2013,
inflation was recorded at 6.71 percent, driven largely by the depreciation
of the ZAR and higher prices for imported food. Inflation is likely to rise
further in the outlook period, as prices for fuel and their knock-on effect on
transport will be felt. In addition, the Swaziland Electricity Corporation has
been awarded a tariff increase of more than 9 percent, and this will impact
both firm and household budgets.
Year-on-year credit growth to the private sector decreased from 18.2
percent in February 2012 to a meager 1.4 percent in February 2013. The
largest decrease in credit was on account of loan repayments and an
estimated contraction of the economy. Corporate sector credit growth

2

Swaziland expects a maize shortfall of 40 thousand tonnes, slightly higher than that of the last season. Untimely availability of inputs and limited services, in addition
to unpredictable weather patterns, are continuing challenges facing the agriculture sector.
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Fiscal Policy: Swaziland expects another windfall from the SACU
revenue pool. SACU revenue receipts are expected to be equal to
the 2012/13 amount of E 7.1 billion. Despite this windfall, Swaziland’s
2013/14 budget, presented in February 2013, reflects a fiscal deficit
of 1.1 percent compared to a surplus of 0.5 percent for the previous
year – clearly signaling an expansionary fiscal stance. The actual fiscal
outturn for 2012/13, however, is expected to be lower than envisaged
at the beginning of the fiscal year. The revenue for 2013/14 is expected
to increase by 6 percent from the previous year despite a decrease in
grants. The revenue plus grants figure is expected to be E 12.8 billion.
New revenue measures are expected to be introduced during the course
of the year, and these include: the revision of tax thresholds to reduce the
personal tax burden by about E 300 million, a reduction in the corporate
tax rate from 30 percent to 27.5 percent, and the phasing out of graded
tax once the taxpayer identification numbers roll-out has been completed.
On the expenditure side, recurrent expenditure is to remain at the same
level as the 2012/13 fiscal year, at about E 10.3 billion. Allocations to
education and health have, however, increased by 10 percent. Although
coming from a low base, capital expenditure increased by 26 percent in
2013/14, compared to the 2012/13 level, from E 2.3 billion to E 2.9 billion.
Capital expenditures, however, remain at about 10 percent of GDP. With
total expenditure at E 13.1 billion (including E 200 million for elections)
and revenue at E 12.8 billion, the overall budget deficit of 1.1 percent is
expected. Total public debt is expected to increase from 15.9 percent of
GDP in 2012/13 to 16.9 percent in 2013/14. Although domestic debt has
increased rapidly, a fall in domestic interest rates will help moderate the
interest bill – the Treasury Bill interest rate was 6.5 percent in February
2013, down from 7 percent in April 2012.
External Sector: Foreign reserves continued to increase during
2012, ending the year at about three months of import cover. The level of
foreign reserves decreased significantly, however, falling from 3.6 months
of import cover in January 2013 to 3.2 months of import cover at the end
of March 2013. Continued dependence on the SACU revenue pool is
likely to see a repeat of the dynamics in foreign reserve levels as those
experienced in 2012 – end-quarter reserves levels were significantly lower
than at the beginning of the quarter when SACU revenues were received.
This pattern suggests the persistence of fiscal vulnerabilities.

II.

INSTITUTIONAL AND
STRUCTURAL REFORMS

The Government launched the PPP policy in March 2013. The policy
is expected to provide a basis for scaling up infrastructure investments
through increased private sector participation. Capital expenditures as a
share of GDP have been falling in recent years, and this has affected
the country’s competitiveness in the region. The policy sets out broad
principles for developing projects through PPPs; provides a framework for
identifying, approving, structuring, awarding and managing PPP projects;
and provides the governance structures to facilitate competitiveness,
fairness and transparency in procurement, among other things.
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III. DONOR COORDINATION ACTIVITIES
The Bank participated in a joint donors’ meeting that was aimed at providing
an update on the steps that are being taken towards the implementation of
public financial management reforms. The meeting identified four priority
areas for support to strengthen Government capacity: the macro-fiscal
framework, accounting systems, auditing and procurement.

IV. ISSUES NEEDING PARTICULAR
ATTENTION
Following its success in supporting the establishment of the Swaziland
Revenue Authority, the AfDB may wish to consider supporting the
establishment of the PPP unit. Such support would complement the
Bank’s efforts in developing the country’s infrastructure.

SWAZILAND
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ZAMBIA
HIGHLIGHTS
•

An armyworm outbreak, poor rainfall patterns and slow distribution of
farming inputs will have an adverse effect on the 2012/13 agricultural
harvest.

•

As a result, the 2013 real growth rate is likely to be lower than the
ambitious projection of 8 percent reported in the previous period,
despite increasing copper output.

•

Unsustainable wage increments will boost the wage bill by 45 percent
in 2014, when the increase will be fully implemented.

•

The driving sectors remain agriculture, food processing, construction,
transport and communications.

I.

MACROECONOMIC
MANAGEMENT OVERVIEW

Economic Growth: Real growth continues to remain robust, but
as a result of various adverse events, growth is likely to fall below the
ambitious projection of 8 percent as reported in the previous period. The
Government’s 2013 growth projection in the Medium Term Expenditure
Framework is 7.8 percent, which is still above the estimated growth
of 7.3 percent for 2012. The main events affecting output include an
armyworm outbreak early in the planting season poor rainfall patterns
and a slow distribution of fertilizer and seed inputs. Subsequently,
agricultural production projections for the 2012/13 harvest are lower.
Preliminary indications are that the maize harvest will be smaller than
last year’s harvest of 2.8 million tonnes. The mining sector, on the other
hand, has picked up, and during the past six months copper production
has increased. Copper production for February increased by 8.7 percent
to 77,911 tonnes compared to an output of 71,645 tonnes one year
ago. The current upward trends indicate that 2013 will yield the highest
annual production since mining started. The sectors driving the economy
remain agriculture; construction; transport and communications; and
manufacturing, particularly food processing, paper and paper products,
and chemical and plastic products.
Monetary Policy and Banking System: Amid concerns over
rising food item inflation throughout the third and fourth quarters of last
year, food inflation for the first quarter of 2013 decreased to 6 percent
from 8.4 percent at the end of the fourth quarter of 2012, marking the
beginning of the harvest season with increasing food supplies marketed.
This has contributed to a reduction in overall year-on-year inflation to 6.6
percent at the end of the first quarter down from 7.3 percent at the end of
the fourth quarter. Non-food prices that mainly rely on imports have on the
other hand increased but at a slower rate. Non-food inflation stood at 7.2
percent at the end of first quarter, up from 5.4 percent at the beginning of
the fourth quarter. This increase can be attributed to pass-through inflation
from a weakening Zambian kwacha (ZMW).
The country’s Monetary Policy Committee maintained the benchmark
policy rate at 9.25 percent, mainly citing moderating food item inflation
due to increasing food supply but stressed risks of pass-through inflation
from the weakening ZMW.
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The ZMW weakened over the past nine months, which has raised concerns
from businesses that rely mainly on imports. As of March 2013 the ZMW/
USD exchange rate stood at 5.38, corresponding to a depreciation of only
1.8 percent from its value one year ago but corresponding to a depreciation
of 11 percent from its recent high point in July 2012. The Chinese yuan
mimics the USD and stood at 0.84 ZMW/yuan at the end of January. The
ZMW has over the past quarter appreciated slightly, by 3.5 percent, to the
ZAR and 2.8 percent to the GBP, standing at ZMW 0.59 /ZAR 1 and ZMW
8.12/GBP 1 at the end of the first quarter, respectively.
Broad money (M2) growth stood at 26.2 percent (year-on-year change)
at the end of February, reflecting an increasing trend since the second
quarter of 2012. Over the past two quarters the commercial banking sector
has been accelerating its loans and advances mainly to the private sector,
and by the end of January 2013, total loans and advances increased by
41.5 percent year on year totaling ZMW 16.8 billion. During the same
period, deposit liabilities increased by 45.8 percent.
Fiscal Policy: The 2013 State Budget has a total spending target of
ZMW 32.2 billion (26.6 percent of GDP). Domestic revenues are expected
to finance ZMW 24.7 billion, of which income tax will account for 12.8
billion and value added tax 6.0 billion. Grant aid will finance ZMW 1.5
billion, and external and domestic borrowing will finance the remainder.

dominated Government ambitiously committed to create 1 million jobs
by the end of 2015. Although being disputed by a leading Zambian nongovernmental organization, Government figures show a total of 195,000
jobs have already been created since the PF Government took office,
with parastatals alone accounting for 29,000 jobs and central Government
for 10,000.
The PF Government continues to implement private sector reforms
with the emphasis on developing entrepreneurship and improving
competitiveness for businesses. Key reforms that will be pursued in 2013
include: developing new sources of finance for SMMEs by raising capital
on the Lusaka Stock Exchange; revising Acts including the Companies Act,
the Town and Country Planning Act, and the Public Health Act; introducing
new legislation such as the Business Licensing Regulation Bill; reforming
trade logistics of key border agencies including the introduction of a
single trade window; introducing web-based systems for online business
registration, licensing and other processes; and developing the Lands
Administration Information System.

Following large increments in the minimum wages for the private sector
in 2012, minimum wages for the public sector have now been agreed
on with the unions. Minimum wages are set to increase from between 5
and 200 percent depending on the starting point, i.e. low-income earners
will receive relatively higher increases. Taking effect from September
2013, the minimum wage for public servants has been set at ZMW 2,900
(USD 600) per month. The wage bill was set to increase by 9 percent, but
recent data indicate that the increase will be a nominal 45 percent, raising
concerns that this level is financially unsustainable and that it may lead to
a vicious wage-price spiral.
External Sector: Exports and imports both increased in the first two
months of the first quarter compared to the fourth quarter of last year.
Exports and imports amounted to ZMW 4,436 million and ZMW 4,302
million at end of February, respectively. The Zambian trade surplus
deteriorated slightly in February 2013, to ZMW 134 million from ZMW 194
million in January 2013. These levels are down from the high levels of
August and September 2012, when the monthly trade surplus exceeded
ZMW 450 million. As indicated in the previous quarterly report, nontraditional exports continue to demonstrate strong growth. Non-traditional
exports accounted for 38.4 percent of exports at the end of February
2013, up from 33.8 percent at the end of December 2012.
Gross international reserves fell by more than 8 percent to USD 3,069 billion
in December 2012 compared to November (USD 3,342 billion). At the end
of December reserves covered a little more than four months of imports.

II.

INSTITUTIONAL AND
STRUCTURAL REFORMS

President Sata reiterated the Government’s commitment to pursue
growth and create employment opportunities. The Patriotic Front (PF)
Southern Africa Quarterly Overview and Analysis
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III. DONOR COORDINATION ACTIVITIES
On 7 February 2013, the AfDB, as a member of the group providing general
budget support, participated with other donors in the second review of
the poverty reduction budget support forum. The overall targets for 2013
and 2014 performance assessment framework were discussed and
agreed upon, and a presentation of the mutual accountability framework
was made. The main issues that came up during the review discussions
included the Government’s support for costly maize, fertilizer and fuel
subsidies and the accelerated road investments that risk crowding out
public finance in the efforts to maintain the existing road network.

IV. ISSUES NEEDING PARTICULAR
ATTENTION
As reported in the previous period, the Central Bank of Zambia implemented
interest rate caps on commercial (18.25 percent) and microfinance loans
(30 percent and 42 percent). The two leading microfinance institutions in
the country have indicated that some of the smaller players are finding it
difficult to adjust to the caps. The main concern is that SMME finance will
suffer if the 365-day Treasury Bill rate further closes the gap to the cap on
commercial loans. The wage bill developments will be an item to follow in
the coming months; any changes in overall inflation must be monitored.
Agriculture subsidies continue to impact the state budget, with ZMW
500 million allocated for farming inputs and ZMW 300 million for buying
up maize. In 2012 the total agriculture subsidies accounted for ZMW 3
billion or the equivalent of 10 percent of the state budget. Even though
Government has reduced the budget allocation, there are concerns that
execution will follow previous years’ trends.

34

Southern Africa Quarterly Overview and Analysis

ZIMBABWE
HIGHLIGHTS
•

The economic growth rate for 2013 is projected at 5 percent. However,
during the first quarter of 2013, the economy showed a number of
fundamental weaknesses that may impact on the projected growth.

•

The economy remains fragile, as the recovery is largely dependent
on a few sectors, mainly agriculture and mining, which are vulnerable
to external shocks. Zimbabwe also continues to face a number of
economic problems, including liquidity and financing constrains,
limited revenue growth and a wide current account deficit.

•

The fiscal sector is likely to remain under stress largely due to costs
associated with the referendum, the general election and ancillary
activities such as voters’ registration and education.

•

Inflation remains contained at below 5 percent.

I.

MACROECONOMIC
MANAGEMENT OVERVIEW

in February. The year-on-year food and non-alcoholic beverages inflation
stood at 4.18 percent, while the non-food inflation rate was 2.04 percent.
Food inflation remained the main driver since Zimbabwe has been
importing more food this year as the agriculture sector continues to be
constrained. The second factor was the alcoholic beverages and tobacco
category, which gained 6.24 percent annually following the increase in
excise duties. Looking ahead, inflation is likely to slightly hike following
the increase in excise duty on fuel that took effect in March 2013. Excise
duty on diesel was increased from USD 0.20 to USD 0.25 per liter, while
excise duty on petrol was increased from USD 0.25 to USD 0.30 per liter.
Commercial bank weighted average lending rates for individuals and
corporates opened the year 2013 at 15.58 and 10.81 percent, up from
15.08 and 10.40 percent in December 2012 respectively. Merchant
bank weighted average lending rates for individuals firmed from 17.93
percent in December 2012 to 17.96 percent in January 2013. However,
over the same period, merchant bank weighted average lending rates for
corporates softened marginally, from 14.43 percent to 14.42 percent.

Economic Growth: The Zimbabwean economy continues to show
signs of fragility as evidenced by the deceleration in GDP from the highs of
about 10 percent in 2010 and 2011 to only 4.4 percent last year. The GDP
growth rate in 2013 is projected to stabilize at 5 percent, underpinned
by anticipated output improvements in mining and agriculture. Zimbabwe,
however, still faces a number of economic problems that can negatively
impact on the projected growth. These economic challenges include
liquidity and financing constrains, limited revenue growth, as well as a
widening trade and current account gap, emanating from depressed
exports and over-dependence on imports.
Monetary Policy and Banking System: Annual growth in broad
money supply (M3), defined as total banking sector deposits (net of interbank deposits), decelerated from 33.2 percent in January 2012 to 21.1
percent in January 2013. On a month-on-month basis, M3 growth declined
from 1.6 percent in December 2012 to -2.0 percent in January 2013. The
slow-down in annual M3 growth is unfavorable in a recovering economy
with increasing demand for bank credit and also limited sources of credit.
Annual total banking sector deposits increased from USD 3.15 billion
in January 2012 to USD 3.81 billion in January 2013. On a month-onmonth basis, total banking sector deposits declined from USD 3.90 billion
in December 2012 to USD 3.81 billion in January 2013. The decline
in total bank deposits in January 2013 followed the decline in demand
deposits, and savings and short-term deposits by 2.77 percent and 3.43
percent respectively. Over the same period, however, long-term deposits
increased by 3.9 percent from USD 0.56 billion in December 2012 to USD
0.58 in January 2013 – a welcome development for an economy in dire
need of financing.
Zimbabwe continues to maintain a stable general price level, benefiting
from the depreciation of the ZAR against the USD and depressed demand
due to liquidity constraints. The March 2013 annual inflation level shed
0.22 percentage points to 2.76 percent from the 2.98 percent registered
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The range of commercial bank three-month and savings deposit rates in
January 2013 remained at the November 2012 levels of 4 to 20 percent
and 0.15 to 8 percent respectively.
Lending rates are expected to decline following the signing of the MOU
between the Reserve Bank of Zimbabwe (RBZ) and banks in January
2013. According to this memorandum, which became effective on 1
February 2013, a maximum of 12.5 percent interest margin is allowable
over and above the cost of funds.
According to the 2013 national budget statement, deposits with a minimum
of 30 days are to be paid interest of at least 4 percent per annum. However,
banks with high cost structures may not be able to increase deposit rates
significantly.
Fiscal Policy: Total revenues at the end of March 2013 were estimated
at USD 241 million against a target of USD 301.8 million. Of total revenue,
tax revenue was registered at USD 235 million against a monthly target
of USD 286 million, while non-tax revenue was USD 6.1 million against a
target of USD 15.9 million. Cumulative revenues during the first quarter
were estimated at USD 765 million against a quarterly target of USD 825.3
million.
Total expenditures as at 22 March 2013 amounted to USD 221.9 million
against the monthly target of USD 252.1 million. Recurrent expenditure
registered USD 206 million, while capital expenditure accounted for USD
6.3 million. Within recurrent expenditure, employment costs remained
high, at USD 155.3 million, accounting for almost 75 percent of total
recurrent expenditures. During the same period, capital expenditures
stood at USD 6.3 million. Cumulative expenditures during the first quarter
were estimated at USD 772.1 million, slightly below the target of USD
775.6 million.
The fiscal sector is likely to remain under stress in 2013 largely due to costs
associated with the referendum and the general election and ancillary
activities such as voters’ registration and education. The total cost for
these activities was estimated at USD 205 million against the USD 25
million allocations made in the 2013 national budget. Noting the financing
gap, Government employed a number of measures to contain referendum
related costs. These measures included rationalization of expenditures
on allowances, sparing on procurement of goods and services and
containment of the period of activities and personnel requirements. Total
costs for the March referendum requirements were therefore contained
at USD 53 million. Further fiscal pressures are still, however, expected;
about USD 222 million is for instance required to settle Government’s
other outstanding domestic payment obligations to service providers.
External support or new streams of revenue will thus be required.
External Sector: The external sector continued to reflect signs
of a widening trade and current account deficit. As at 15 March 2013,
cumulative exports since January 2013 amounted to USD 689 million.
During the same period, cumulative imports since January 2013 stood at
USD 1 739 million. This translated into a trade deficit of more than USD 1
billion within the first quarter of 2013.
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Depressed export levels are a reflection of the local industry’s low
production capacity and the absence of diversification and value addition.
The current scenario – which encompasses overreliance on primary
commodities, whose prices are influenced by international developments
– leaves little room to influence the pattern of exports. Linkages of other
sectors with the mining and agriculture sectors would go a long way
in increasing the value of exports. Following the adoption of the multicurrency system, some exporters have been content with supplying
the domestic market. However, Zimbabwe needs to recapture regional
markets, create new manufactured products and take advantage of
deepening regional integration, which is creating larger markets. In this
regard, horticultural exports and agro-processing industries need to be
revamped, and there should be beneficiation of minerals to increase the
value of mineral exports.

ZIMBABWE
II.

INSTITUTIONAL AND
STRUCTURAL REFORMS

The Constitution: Zimbabweans (nearly 95 percent of those who
voted) voted “yes” on the constitution. The voter turnout was 3.3 million
against the country’s 5.6 million eligible voters. The constitution’s approval
paves the way for elections later in the year. The constitution, which the
president must sign into law, limits the president’s stay in power to two fiveyear terms. It also provides for the establishment of a national prosecuting
authority and fixed terms for service chiefs, heads of parastatals and
other Government institutions. Moreover, it creates institutions that are
supposed to promote democracy, peace, transparency and accountability.
Financing for Elections: Given the large resource requirements
for funding the harmonized presidential and parliamentary elections,
recourse to cooperating partners’ support has been necessary. In this
regard, the Government has been working with cooperating partners for
financial support through the United Nations process.
Progress Towards the IMF Staff Monitored Program
(SMP): The re-engagement process with creditors and International
Financial Institutions has progressed well. The Government hosted an
IMF mission from 25 February to 1 March 2013. During this mission,
Government held discussions and consultations on key economic and
financial policies and targets contained in the Zimbabwe Accelerated Reengagement Economic Program (ZAREP) and possibilities for monitoring
performance under the SMP.
At the end of March 2013, significant progress had been made
towards finalizing the negotiations with the IMF on the letter of intent,
the memorandum of economic and financial policies and the technical
memorandum of understanding for the SMP.

30 days. The MOU also requires that lending rates at banks be subject
to a maximum rate of not more than 12.5 percent above each respective
bank’s weighted average cost of funds.

III. Donor Coordination Activities
The Zimbabwe Field Office participated in several donor coordination
activities during the review period, including the following:
(i) SMP consultation meetings: The Zimbabwe Field Office
participated in a number of technical meetings aimed at mapping
the way forward for the IMF SMP for Zimbabwe.
(ii) Donor consultation meetings: The Zimbabwe Field
office hosted a number of donor consultation meetings during
the quarter including with: the Zimbabwe Investment Authority
to discuss challenges and opportunities of the Zimbabwe
investment climate; the United Nations Economic Commission
for Africa, which was consulting on ways of addressing the gaps
in the agenda for industrialization for economic transformation
and sustainable development in Southern Africa; AUSAID, on
collaboration in providing technical assistance to the Zimbabwe
Revenue Authority; the MOPAN country dialogue to discuss the
Zimbabwe MOPAN 2012 assessment; etc. The office continued
to participate in thematic sessions including: the monthly meeting
between the World Bank and the AfDB to discuss current activities
undertaken by the two institutions in policy advisory, knowledge
work and technical assistance; the public financial management
meeting between the donors and the office of the accountant
general, etc. ZIMFUND continued to hold a number of technical
meetings on ZIMFUND financed projects as well as meetings with
the project oversight committee.

The key ZAREP economic and financial policies and targets that will be
assessed under the SMP are in the following areas: fiscal consolidation
and strengthening of public financial management; social spending
and reforms in the areas of tax policy and administration and pay roll
administration; clearance of domestic arrears and implementation of
the new diamond policy; restoration of external sector sustainability and
rebuilding of international reserves; and enhancement of financial sector
stability and reduction of vulnerabilities in the sector through financial
sector reforms and improvement of the governance of the financial sector
through amendments to the Banking Act, consolidating the reforms at the
RBZ and so forth.
The Banking Sector: The Reserve Bank of Zimbabwe and banking
institutions signed a MOU that provides guidelines for the determination
of interest rate margins and bank charges. The MOU took effect on 1
February 2013. Banks are now required to pay an interest rate of 4 percent
for time deposits of USD 1,000 and above held over a period of at least
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