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Key Points

  •   Weekly theme: Africa a Rising  Investment Hub

  •   Mixed performance of major equity indices on conflicting economic data.

  •   The U.S. dollar weakened on speculation the Fed will not hike interest rates.

Africa a Rising Investment Hub
African economies rank among the most resilient in the world and many African countries are among the 
fastest growing countries globally. Africa is well positioned to become the second fastest growing region 
after Asia. The economic performance of African countries is increasingly attracting foreign investors which 
have traditionally been skeptical over investing in the continent. Major economic, social and political reforms 
undertaken by numerous African countries have created a business-friendly environment conducive for 
foreign investments. Also, as undergoing structural transformation (coupled with a demographic boom and 
emerging middle-class) changes the landscape of the continent, Africa is rising as an alternative to traditional 
investment destinations in developed and emerging regions. Global investors are seeking investment in 
Africa for various reasons ranging from higher commodity prices to the huge consumption potential of the 
continent. Nevertheless, much still needs to be done to further attract foreign investors and to compete with 
other emerging investment destinations.

Figure 1 below shows the recent upward trend of both portfolio investments and FDI flows to the continent 
attesting to the growing interest in investment opportunities in Africa.  Portfolio flows which declined 
significantly in 2011 to USD7.5 billion are expected to increase sharply in 2012 and 2013 to USD20.1 billion and 
USD26.2 billion, respectively. FDI is projected to increase by 10% in 2013 to reach the level of USD56.6 billion 
slightly lower than the record level recorded in 2008.

Reasons for the attractiveness of Africa as the next Investment Hub
The attractiveness of Africa as an investment destination stems mainly from its huge economic and demographic 
potential. Africa also offers diversification benefits for investors wishing to integrate alternative investments 
into their portfolios. 

Economic and Demographic Growth: Over the past decade, Africa sustained an average growth rate above 
5%. In the coming years the continent is projected to grow at the average rate of about 5%1. Though this is 
lower than the 7% rate needed to significantly reduce poverty, it remains high enough to create attractive 
investment opportunities within the continent. This is especially the case in the current gloomy context for 
economies in developed and major emerging countries.

The economic potential of the continent is mainly driven by a demographic boom with the emergence of 
a large middle class currently estimated at 300 million people. In fact, the African continent is projected to 
double its current population to two billion people by 2045. The demographic boom will be associated with 
a dynamic youthful population which is highly educated and trained. A large middle class is an opportunity 
to create strong and pro-growth consumer sectors within the continent with significant investment potential. 
Middle class is generally associated with spending power, a key driver for growth and jobs creation. 

1. AfDB, OECD, UNDP, ECA (2013): African Economic Outlook 2013

Figure 1: Portfolio and direct investments to Africa (billion USD, current), 2000-2013p       

Source: AfDB, OECD, UNDP, ECA (2013): African Economic Outlook 2013
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Stock Markets
Global Markets

The performance of major equity indices was mixed due to a battery of conflicting news affecting global financial markets. In China, 
HSBC’s flash PMI index unexpectedly fell by 0.5 points to 47.7 in July as output, new sales orders, export orders, and employment 
contracted at a faster pace. In contrast, European data came out stronger as the euro area manufacturing PMI index for July rose 
to 50.1 index points from 48.8 recorded the previous month. Both Germany and France registered gains in their manufacturing PMI 
index over the same period. In the U.S., DJIA ended the week almost flat with slight gain by 0.1% while in Japan, Nikkei dropped by 
3.1%. Japanese stock market was hardly hit by disappointing earnings released by major listed companies. In Europe, FTSE and DAX 
respectively declined by 1.1% and 0.8% while CAC40 gained by 1.1%.

African Markets

South Africa’s All Share index fell slightly by 0.1% as the market was driven by conflicting news including strikes that hit gold companies 
and higher global commodity prices. In Nigeria, the stock exchange’s All Share index dropped by 3.1% on the back of the central bank’s 
decision to tighten liquidity which affected both equity and bond markets. In Tunisia, the stock exchange’s main index, Tunindex, 
ended the week 1% lower following the assassination of an opposition leader. This raised concerns that the government as well as the 
constitutional assembly may both fall. Yet, major opposition parties and unions called for general strike and national demonstrations 
asking for a new salvation government and requesting new elections.

Potential for High Returns and Diversification: The attractiveness of Africa as an investment destination in underpinned by high risk-
adjusted returns offered by African financial assets and other forms of investments2. This has been highlighted by the hugely successful 
sovereign bond issues on global financial markets by some African countries which have had limited access to international private 
financing until recently. Africa also offers the potential of diversification for international investors. As a separate asset class with low 
correlation with traditional investments in developed countries, adding investments from Africa may enhance return while reducing risk 
in the portfolio. Added to the benefit of geographical diversification, Africa would also allow foreign investors to diversify their portfolios 
across a wide range of industries and sectors. African companies from various economic sectors, such as telecommunications, tourism, 
agriculture, consumer goods, financial services and commodities, are well positioned to offer diversified investment alternatives to 
international investors.

Current Global Economic Context: The ongoing financial crisis hitting the developed world has induced major central banks including 
the U.S. Federal Reserve, the European Central Bank and the Bank of Japan, to embark on unconventional and aggressive quantitative 
easing programs. Excess liquidity created by monetary easing fuelled record inflows of capital to emerging markets including in Africa. 
In 2012, a record USD400 billion worth of debt has been issued by emerging countries partly due to excess liquidity injected into global 
financial markets3.

Impediments to Foreign Investments in Africa

Despite significant investment opportunities offered by the continent, corruption and political instability in some countries are seriously 
hindering flows of investment into Africa.

Corruption: Corruption is one of the main challenges slowing down the development process in Africa. Africa hosts nine of the 20 most 
corrupt countries in the world4. As it affects both public finance and human capital, corruption costs Africa several billions of U.S. dollars 
every year. Corrupt practices erode investors’ confidence and thus lead to the reduction of investment flows and inefficient allocation 
of resources within a country. Failure by African authorities to properly address the issue of corruption could raise costs of investments 
and consequently disincentive foreign investors from seeking opportunities on the continent.

Political Instability: Due to major political and social reforms, many African countries achieved significant progress in terms of democracy 
and freedom. However, recent uprisings in North Africa and military coups in some Sub-Saharan African countries raised investors’ fears 
over the sustainability of political stability in the region. Political stability is generally regarded by investors as a major determinant of 
their investment choice. In addition, global credit rating agencies usually include strengths and weaknesses of a country’s political 
environment as a main variable when assigning a sovereign note.

2. Sudip, R. (2012): Emerging markets debt issuance on course to hit nearly USD400 billion. Article available on the website: reuters.com
3. ING Investment Management (2012): EMD Opportunities
4. Transparency International (2011): Corruption perception index 2011
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Commodity Markets

Crude (Brent): Prices of Brent crude oil declined by 0.8% to settle at USD107.2 per barrel by the close of the week. 
The decline was mainly triggered by higher crude output from the U.S. and amid speculations that China may cut 
excess manufacturing capacity.

Gold & Silver:  During the week, gold and silver prices rose by 2.9% and 2.5%, respectively, as weaker Chinese 
economic data boosted demand for precious metals as safe haven assets. In addition, the weekly increase in jobless 
claims in the U.S., boosted prospects of monetary stimulus by the Fed, which, in turn, supported the demand for 
the bullions.

Cotton: Due to speculation that China, the world’s largest user of cotton, will produce more fiber than previously 
forecasted, cotton prices on international markets fell by 1.1%. According to the research company Cotlook, China 
will probably harvest 7.22 million metric tons in the season to begin in August 1st. This is higher than the 7.05 
million metric tons forecasted in June. In addition, global production of the fiber is projected to exceed demand by 
about 2.1 million tons.

Coffee:  Arabica coffee prices finished the week 0.9% higher after a sharp decline recorded at the beginning of the 
week. The rebound in prices was mainly attributed to the fact that most growing areas in Brazil, the world’s largest 
producer of the variety, escaped damages from frost. For Robusta variety, prices declined by 3.2% as Tanzania, 
Africa’s second largest producer of the variety, announced it will resume coffee auctions by mid-August 2013.

Cocoa: Cocoa prices fell by 1% to close the week at USD2374 per tonne, on profit-taking by investors following the 
substantial gains recorded in the previous two weeks. Added to that, attractive selling conditions from Ghana, the 
world’s second largest producer of the commodity, have also weighed on prices.

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 Office for the Coordination of Humanitarian Affairs, more Malians refugees are 
returning home from neighboring countries including Burkina Faso, Mauritania and Niger. However, about 175,000 
Malians are still living in refuge in neighboring countries while more than 350,000 are internally displaced. These 
populations remain particularly vulnerable and need international humanitarian assistance.

Sovereign Debt Issues in Africa

Nigerian 10-year sovereign yield spreads rose sharply 
by 19% as the central bank tightened liquidity on 
the banking system in a move aimed to support the 
local currency. In fact, in an unexpected decision, cash 
reserve requirement have been increased by as much 
as 50% for the public sector deposits thus reducing 
liquidity available on the Nigeria financial market. 
In Egypt, yield-spreads climbed by 20% after deadly 
clashes between security forces and protesters against 
the military regime.

Currency Markets

The U.S. dollar weakened by 0.9% and 0.2% against the euro and the Japanese yen, respectively. 
The greenback retreated after the Fed reiterated that it is still far from an interest rate hike. The 
euro was lifted by better-than-expected economic data in Europe including manufacturing PMI 
index in France and Germany. The Japanese yen gained after the coalition government won a 
majority of votes in the Upper House elections.

South African rand strengthened by 0.9% against the U.S. dollar on speculation that the U.S. 
Federal Reserve will reassure investors on continuing quantitative easing during the next week’s 
meeting. In Nigeria, the naira appreciated by 0.4% vis-à-vis the greenback after the central bank 
decided to tighten liquidity in the banking system. Nigeria’s central bank hiked the cash reserve 
requirement for public sector deposits by 50% to further support the local currency.
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Figure 6: Weekly % Changes of Selected African Yield Spreads                                                                     

Source : Bloomberg (2013)

Developments Partnerships
Africa: The African Development Bank approved a USD125 million funding program aimed at reducing the 
continent’s funding gap for small businesses over a four-year period. The Bank will mainly provide assistance to 
small and medium-size businesses in low-income countries. This will involve providing lines of credit, long-term 
financing and technical assistance to financial institutions in order to support small businesses in an effective way.
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Countries in Focus

Ghana: Ghana successfully issued a 10-year sovereign bond worth USD750 million on international financial markets. 
The total book order reached about USD2 billion attesting the interest of international investors in African sovereign 
debts as it was the case for Zambia, Nigeria and Rwanda recently. However, the bond was priced to yield 8% which 
is relatively high as international investors were weighing their worries about the country’s large fiscal and current 
account deficits. 

Mauritius: Climate change is projected to cost Mauritius USD12 billion and to affect more than 60,000 people by 2050, 
according to the ministry of environment. In order to reduce the impact of climate change, Mauritius adopted a National 
Climate Change Adaptation Program Framework (NCCAPF). The sea level is expected to increase by 0.6m by 2100 while 
temperatures on the island may increase by as much as two degrees by 2060. These changes may sharply affect tourism 
activities on the island, threatening its main source of revenue.

South Sudan: The government of South Sudan ratified an accord to become the latest member to join the African 
Development Bank. According to the Minister of Finance and Economic Planning, joining the African Development 
Bank will bring opportunities to South Sudan in terms of loans and financing capacities. The Minister added that the 
agreement with the African Development Bank will contribute to economic growth and development in South Sudan.
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Updates on African Economic Indicators

South Africa: Year-on-year inflation rate fell slightly to 5.5% in June from 5.6% registered one month earlier. Inflation 
for food and non-alcoholic beverages items increased to 6.8% in June from 6.4% in May while housing and utilities 
inflation rate remained unchanged at 5.8% over the same period. Though inflation rate remains within ranges, the 
central bank is projecting inflation to increase in the coming months which motivated its decision in the past meeting 
of the monetary policy committee to keep unchanged its monetary stance with key interest rate maintained at the 
level of 5%.
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Global Economic Indicators

Updates of the Week: US PMI (July)
Next week’s updates: China PMI (July), German PMI (July)
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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 26 July 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 26 July 2013

Source Bloomberg. *Value at end of 25/07/2013 


