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Key Points

  •   Weekly theme: Structural Transformation in Africa 

  •   Global equity indices fell on concerns the U.S. Federal Reserve may scale back its monetary easing.

  •  Commodity retreated on weak Chinese data and concerns over U.S. stimulus plan.

Structural Transformation in Africa
African economies have sustained unprecedented rates of growth in the past decade. This growth was mainly 
driven by exports of natural resources and commodities; improved macroeconomic management, a growing 
middle class, and increased domestic demand fuelled by consumption and increased political stability. However, 
Africa’s growth has not been inclusive as poverty rates and inequalities remain high. In order to foster growth 
inclusiveness, African economies should shift from low to high productivity activities and sectors. Therefore, 
Africa needs to sustain a structural transformation from a resource-based economy towards an industry- or 
service-based economy. Only a few African countries, including Mauritius, South Africa and Uganda, have 
succeeded in structurally transforming their economies1. Other African countries experienced some degree 
of structural transformation following different paths and at different speeds. Some countries may transform 
through low-wage manufacturing while others may transform through services or the agricultural sector. 
Figure 1 below shows delayed structural transformation in Africa as labor is not moving out of agriculture 
fast enough to other more productive industrial or services sectors and as the share of agriculture in GDP is 
declining too fast2. This was mainly explained by the lack of inclusive agricultural policies and the non-effective 
industrialization strategies of most African countries.

Structural economic change is indispensable to achieve the desired progress of Africa and to bring prosperity 
to the continent’s populations. In order to alleviate poverty and reduce income inequalities, Africa will need 
to embrace structural transformation while maintaining robust economic growth. Fostering diversification 
through transition to high-productive sectors will be a catalyst for industrial upgrading and technological 
innovation which in turn will increase job creation. The path toward obtaining the status of middle-income 
and high-income countries will necessitate diversifying African economies away from dominant sectors such 
as agriculture and commodities.

Fostering structural transformation in Africa
Achieving structural transformation will involve a greater degree of industrialization of African economies. The 
agriculture sector should remain central to African economies in any process of transition. Fostering innovation 
and regional integration would also be very important for an effective transformation of the continent.

1. AfDB, OECD, UNDP and UNECA (2013): African Economic Outlook 2013
2. International Food Policy Research Institute (2012): Agriculture and structural transformation in Africa

Figure 1: Delayed structural transformation in Africa         

Source: International Food Policy Research Institute (2012): Agriculture and structural transformation in Africa
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Stock Markets
Global Markets

Global stock markets fell during the week on investors’ concerns that the U.S. Federal Reserve will scale back its stimulus efforts. In the 
last Fed meeting, the Chairman of the Federal Reserve declared that the flow of asset purchases will slow as the jobs outlook in the U.S. 
improves in a real and sustainable way. The comments by the Chicago Fed president that the U.S. economy is improving and growth 
will be self-sustaining until 2014 triggered investor speculation that the Fed is considering reducing monthly purchases of mortgage 
and treasury securities. Other movers of global equity indices included the contraction of Chinese PMI manufacturing index to 49.6 in 
May compared with median expectation for a reading of 50.4. However, data released by the U.S. labor department showed that fewer 
Americans than forecast filed applications for unemployment benefits in the last week, which signaled the recovery of the job market. 
Consequently, DJIA decreased by 0.3%, Nikkei dropped by 3.5%, and in Europe, FTSE, CAC40 and DAX30 fell by 1%, 1.1%, and 1.1%, 
respectively.

African Markets

The South African All Share index fell by 1%, driven down by weaknesses of the banking sector. In fact, the decision of South Africa’s 
largest provider of unsecured loans to increase write-offs of bad debts affected both lenders and retailers. The African Bank Investments, 
which also owns a retailer, plunged as much as 25% and cut its dividend by 70% after writing down USD47 million of bad loans. The 
Egyptian stock market dropped by 1.6% on the back of losses by the building and telecom sectors which declined by 2.4% and 1.3%, 
respectively. Nigerian stock market finished the week 1.2% higher driven by the performance of stocks including Cadbury Nigeria and 
PZ Cussons Nigeria which gained by 33.4% and 22.2%, respectively. In addition, financial stocks gained after the central bank revealed 
that the ratio of non-performing loans in the Nigeria banking industry decreased to 3.8% in April compared with 35% as of November 
2010.

Africa’s industrialization: For a successful structural transformation, the African continent needs industrialization to create jobs, 
increase incomes and foster economic diversification. A commodity-based industrialization could be very useful in assuring the success 
of Africa’s structural transformation3. In fact, using the endowment and potential of Africa in terms of natural resources to foster the 
industrial sector could be a more effective way to structurally transform the continent than focusing only on diversifying the economy 
away from commodities.

Agricultural development: The agricultural sector is a dominant economic sector in many African countries and employs a majority of 
Africa’s population. It is a major source of revenue for households as well for savings and investments. African policy-makers should be 
aware that the transition toward an economy based on industry or services does not mean neglecting the strategic agricultural sector. 
Developing agriculture in Africa by industrializing it or by making it more innovative and more competitive is essential for eradicating 
food insecurity and hunger on the continent. Growing domestic demand for food in Africa is an opportunity to foster the role of the 
agricultural sector. Authorities in Africa should, among others, lower agricultural taxation, encourage the development of large-scale 
farming, and strengthening regional agriculture institutions.

Fostering innovation: Structural transformation requires innovation to overcome deficiencies in what regard infrastructural 
development. Good knowledge of industrial value chains and structures are prerequisite for an effective transformation of African 
economies. Investing continuously in education, training, improvement of skills and technological innovation is imperative to prepare 
the ground for a successful industrial transformation. Innovation will help build the capacity to produce more sophisticated products 
with high added value 4.

Regional integration: The process of transition towards an economy based on industry and services cannot meet its targets without 
the mobilization of substantial resources. Despite the fact that most African countries are well endowed in terms of resources, these 
resources will not be sufficient for structural transformation. In this context, regional integration among African countries would be 
essential to mobilize the needed resources for the whole region. Regional integration will accelerate structural transformation through 
achieving economies of scale and enhancing competitiveness of African economies5.

Structural transformation: implications for the African Development Bank

Structural transformation is a central theme for the African Development Bank. For the Bank, transforming the economy of the continent 
involves expanding sources of growth and productivity to achieve an inclusive economic development. Fostering employment especially 
among young people and women could be achieved through structural transformation of African economies. The acceleration of 
economic transformation in Africa would be achieved by unlocking the potential of youthful population and boosting investments in 
innovation and new technologies6. In order to achieve a smooth structural transformation, human development through education and 
training should be among the top priorities for Africa. Also, empowering the role of women and youth and strengthening governance 
institutions could further promote a structural transition towards high productivity activities on the continent.

 3. Lopes, C. (2013): Africa needs structural transformation not structural adjustment. Available on the website of UNECA: www.uneca.org
 4. International Food Policy Research Institute (2012): Patterns of growth and structural transformation in Africa
 5. African Development Bank (2013): Regional integration for Africa’s structural transformation. Available on the website www.afdb.org
 6. African Development Bank (2013): The AfDB’s compelling case for Africa’s structural transformation. Available on the website www.afdb.org
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Commodity Markets

Crude (Brent): Brent crude prices fell by 2.6% amid uncertainty about the future of the U.S. Fed stimulus plan and on 
weak Chinese economic data. As the Fed Chairman said that the pace of asset purchases by the Fed may decrease 
in the next few months as the economy improves, the markets were concerned about the recovery of the U.S. 
economy and its impact on the global demand for oil. In China, preliminary data indicated that factory output 
contracted to 49.6 index points in May below the 50 threshold indicating a contraction of the manufacturing 
activity, a large contributor to Chinese growth. This also has raised investor concerns over global economic growth 
and its potential impact on oil markets.

Gold & Silver:  Gold prices rose by 0.9% to its highest level in more than a month to close the week at USD1380 
per troy ounce. Weak Chinese economic data including manufacturing output in May sparked a global selloff of 
equities and increased the demand for gold as safe haven asset and protection of wealth. For silver, prices fell 
slightly by 0.2% as growth concerns weighed on demand for silver as an input for manufacturing products.

Cotton: Cotton prices finished the week 5.3% lower recording their largest weekly loss since late October 2012. The 
cotton market was pressured by investor selling as rain forecasts eased concerns over supply in the United States, 
the world’s largest exporter of the commodity. In fact, weather forecasts in Texas, the largest U.S. producing state 
of the fiber, showed that significant rainfall is projected in dry regions which reduced concerns over the supply.

Coffee:  Prices of Arabica and Robusta coffee fell by 3.9% and 2.1%, respectively. The decline in coffee prices was 
mainly attributed to the increase of inventories in the U.S. and Europe, the world’s largest consumers of coffee. 
This fuelled investors’ concerns that global supply will overwhelm demand of coffee. For instance, inventories 
monitored by ICE Futures, the derivatives exchange, increased by 80% in the past 12 months reaching their highest 
level in almost three years.

Cocoa: Investors’ speculation on rainfall in Côte d’Ivoire, the world’s largest producer and exporter of cocoa, caused 
prices to decline by 1.2% on international markets. During the week, the main growing region of cocoa in Côte 
d’Ivoire got heavy amounts of rain which improved the prospects for the crop, forecasts by the U.S.-based MDA 
Weather Services showed.

Figure 2: Price of Crude Oil Figure 3:  Oil & Metals – Weekly price changes (%)

Source : Bloomberg (2013)

Source : Bloomberg (2013)

Figure 4: Price of Cotton                                                                   Figure 5:  Agricultural commodities 
Weekly price changes (%)
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Updates on the Sahel Crisis
According to the United Nations Food and Agriculture Organization (FAO), the food crisis in the Sahel region is still 
threatening millions of people. The organization reaffirmed its engagement to assist vulnerable populations in the 
Sahel region to face food insecurity. In 2012, the FAO assisted about 5.2 million vulnerable people in West Africa 
and the Sahel region mainly through supporting agricultural production. 

Sovereign Debt Issues in Africa

Yield spreads on Nigerian 10-year sovereign bonds 
rose by 2.1% on concerns over higher spending by 
the federal government. The Nigerian central bank 
decided to keep unchanged its key interest rate citing 
concerns over a drop of oil output and higher federal 
government’s spending. In Egypt, yield spreads 
increased by 4.9% on risks of military escalation in 
Sinai Peninsula following the kidnapping of Egyptian 
soldiers by armed groups.

Currency Markets

The U.S. dollar was stable against the euro on mixed news and economic data in the U.S. and 
Europe. The FOMC Meeting Minutes indicated that some members of the U.S. Federal reserve 
were in favor of reducing asset purchases thus slowing the pace of quantitative easing. The 
euro benefitted from positive economic data in Europe including better-than-expected German 
Business Climate index data which came out at 105.7 index points against an expected reading 
of 104.6.

The South African rand depreciated by 3% vis-à-vis the greenback hitting its longest retreat in 25 
years on slowing manufacturing output in China, South Africa’s largest buyer of raw materials. 
In addition, the rand suffered losses as labor unrest in the mining sector fuelled concerns about 
economic growth in the country. The South African rand is the worst-performing emerging-
market currency so far this year. In Nigeria, the naira weakened by 0.9% as the military forces 
began an offensive in the northern regions of the country.
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Figure 6: Weekly % Changes of Selected African Yield Spreads                                                                     

Source : Bloomberg (2013)

Developments Partnerships
Ghana: The Board of Directors of the African Development Bank approved a line of credit of USD20 million for UT 
Bank in Ghana aimed at financing trade finance activities of Ghanaian Small and Medium Enterprises (SMEs) and 
local companies. The Trade Finance facility will support key economic sectors in Ghana including agriculture and 
light manufacturing as the country’s economy is growing fast and as financial needs of the corporate sector are 
increasing. The capacity of UT Bank to provide appropriate support to SMEs and local corporate will be enhanced 
which will contribute to inclusive growth in the country.
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Countries in Focus

Africa: The African continent needs USD93 billion of investments a year until 2020 to close its infrastructure gap, 
new evidence from the African Development Bank indicated. Inadequate infrastructure is often considered the main 
obstacle to business and investment on the continent. Funding from international development institutions will not be 
sufficient to finance Africa’s infrastructure deficit. Therefore, new funding channels should be created in order to foster 
infrastructure development on the continent. Increasing power generation, improving transport and logistics and 
enhancing the development of water supply will be the major priorities of any infrastructural development strategy in 
Africa.

Democratic Republic of Congo (DRC): According to Congolese officials, work on the 40,000 MW Grand Inga hydropower 
plant is expected to begin in October 2015. Officials from the DRC and South Africa have begun discussions on the 
implementation of the first phase of the project which will have capacity of 4,800 MW. The funding of the project will 
come from various sources including the African Development Bank, the World Bank, the French Development Agency, 
the European Investment Bank and the Development Bank of South Africa.

Nigeria: Nigerian oil savings dropped by 35% so far this year to USD5.9 billion compared with USD9 billion in December 
2012. The fall was mainly due to two withdrawals by the Federal Government totaling USD2 billion for distribution 
aimed at financing various projects in Nigerian states. This helped ease tensions between the federal government and 
powerful state governors who were requesting more revenues from oil exports to be spent at the state level.

5

Updates on African Economic Indicators

Kenya: The Kenyan economy is expected to expand by 6% in 2013 compared with 4.6% in 2012 driven by the rebound 
in manufacturing and financial services sectors. Investors’ optimism over the economic performance of East Africa’s 
largest economy has risen after the country successfully-held and peaceful presidential election in March. For the 
coming years, the government is projecting growth to remain robust on the back of a growing finance and banking 
sector as well as on performance of manufacturing, agricultural and tourism sectors. The main risks for 2013 growth 
may come from the deterioration of the global economy or drought which can affect the farming sector.

Nigeria: The central bank of Nigeria left its benchmark interest rate unchanged at a record high of 12% for the tenth 
consecutive month on concerns over the drop in oil output and higher spending by the government. This was in line 
with economists’ forecasts as the Nigerian military offensive in the northern states are expected to prompt additional 
spending by the federal government. 

South Africa: The South African Reserve Bank decided to keep unchanged its key interest rate at the low level of 5% to 
boost weakening growth of Africa’s biggest economy. This was in line with a median forecast by 25 economists polled 
by Reuters. According to the Reserve Bank, the South African economy is suffering from declining exports on the back 
of weak global demand and that unemployment is stuck at a very high level of 25%. The Reserve Bank trimmed its 
forecast for the country’s GDP growth for 2013 from 2.7% to 2.4%. It also raised concerns over fractious labor relations 
in the mining sector which may further contribute to the downside risk to the economic growth.
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Global Economic Indicators

Updates of the Week:  US PMI (May)
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German Industrial Production Growth (MoM) German Purchasing Manager Index

Chinese Industrial Production Growth (YoY) Chinese Purchasing Manager Index

US Industrial Production Growth (MoM) US Purchasing Manager Index

US Retail Sales Growth (MoM) South Africa Purchasing Manager Index

Source: Econoday, Kagiso. 2013
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        Appendix Table 1: Stock Market Movements – Week ending 24 May 2013
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Source : ADB Statistics Department 2013. 
* in the interbank currency market.
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        Appendix Table 2: Exchange Rate Movements – Week ending 24 May 2013

Source Bloomberg. *Value at end of 23/05/2013 


