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Key Points

• Weekly theme: «Global Economic Spillovers to Africa»

• Steady economic improvement continued in the US. 

Global Economic Spillovers to Africa

Africa is becoming increasingly interconnected with the rest of the world through trade and financial
transactions such as private capital flows, foreign direct investment (FDI), remittances, and Official
Development Assistance (ODA).. From 2000 to 2010, Africa’s real export value quadrupled, with Europe
as the main export destination followed by the United States and China. In 2012, 80% of African
countries had export-GDP ratio of 20% or more. External financial flows hit a record high in 2012 and
are expected to surpass the US$ 200 billion mark in 2013. The flow of FDI, portfolio investment, ODA
and remittances have quadrupled since 2001.

Africa’s integration into the global trade and financial markets raises important issue of growth
spillovers. Historically, Africa’s growth pattern has been closely linked to global economic growth. The
recent financial crisis demonstrated the strength of this inter-linkage. In 2009, average economic growth
tumbled to 2.5% from an average of about 6% in 2006-08 while growth in per capita GDP stalled [1].
Some estimates show that for every percentage point decline in global real GDP growth, sub-Saharan
African economies could contract by up half a percentage points [2]. With the world economy still
struggling to recover, global growth prospects are far from stellar. Therefore, it is important to revisit
the effect of spillovers from global growth on Africa.

Using impulse response analysis from a global VAR model, a recent AfDB paper [3] illustrates these
linkages by showing that shocks in the Euro-Zone and BRIC countries have significant effects on the
African economies. The framework is applied to 76 countries (comprising 46 African countries) –
representing 90 percent of global GDP – to examine growth spillovers from the Euro-zone and the
BRICs. The results suggest a percentage decline in the Euro zone’s real GDP growth could lead to 
0.34 percentage point decline in output growth in investment driven economies (emerging African
economies) while the comparative effects on the non-oil resource dependent (factor driven), oil
dependent (oil dependent factor driven) and fragile states are relatively higher, to the tune of 0.5, 
0.6, and 0.45 percentage points, respectively.

1.  AfDB, OECD and UNECA, (2010), “African Economic Outlook”,   Tunis and Paris, 2010.
2. Ncube, Mithuli and Daniel Gurara (2013), “Global Economic Spillovers to Africa: A GVAR approach,” AfDB Working Paper, WP183.3.  
3. Ncube, Mithuli and Daniel Gurara (2013), “Global Economic Spillovers to Africa: A GVAR approach,” AfDB Working Paper, WP183.

Source: Ncube and Gurara, [AfDB (2013)]

Figure 1. The Impact of a Euro-Zone Economic Slowdown on Inflation in groups of African countries
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Stock Markets
Global Markets

Steady economic improvement continued in the US with weekly jobless claims declining, consumer confidence gauges rising 
and home prices climbing briskly. Two of Europe’s three largest economies: Germany and the United Kingdom grew faster 
in the third quarter (0.8 percent and 0.3 percent, respectively). Contrastingly, France is at risk of sliding back into recession.  
Data from the European Union’s Statistical Agency showed that the Euro-zone unemployment rate fell slightly to 12.1 percent 
in October, while inflation was kept under wraps. The DJIA, the CAC 40 and Nikkie edged up 0.13, 0.39 and 1.82 percent, 
respectively.

African Markets

African markets showed mixed performance. The South African All Share Index climbed 1.2 percent as a result of improving 
growth prospects in the Euro-zone and a modest third quarter GDP growth of 0.7 percent in contrast to a 3.2 percent rate in 
the second quarter. Nigeria’s composite index (NGSE All-share) shed 0.8 percent driven by low volume of trading. 

Although trade linkages between African countries and BRICs have grown in the past decade, the overall effect of a negative 
shock emanating from the BRICs is relatively less severe than that from the Euro zone. Economic shocks to the BRICs affect 
fragile states more severely compared to the rest of the continent. A percentage decline in BRICs growth rate could have a 
0.23 percentage point spillover effect on fragile states but only 0.09 percentage points in investment driven economies. The 
effect of a negative shock from the BRICs has symmetric effects on both oil and non-oil factor driven economies of about 0.18 
percentage points. 

The study shows that these adverse global growth spillovers have important macroeconomic implications. The global 
slowdown which leads to a contraction in the domestic economy and fall in exports earnings could lead to a decline in the 
inflation rate and trigger depreciation of the nominal exchange rate. The decline in inflation rates, however, tends to be short-
lived. Inflation rates would go up due to price pass-through effects of depreciation in nominal exchange rates. Inflationary 
effects would resume in most African economies within a period of one year. A tight monetary policy response aimed at 
taming inflation could further contract the economies.

The study also looked at the impact of quantitative easing (QE) programs by the G4 countries on Africa (Brazil, Germany, India, 
and Japan). The results indicate that the QEs have had a mild inflationary effect and smaller more limited impact on nominal 
exchange rates, with a bias towards an appreciation. Investment driven African countries [4] that are better integrated into the 
global market are more exposed to the undesirable effects of the QE program than the rest of the African economies. 

In Africa, the volatility of portfolio flows from the developed world could lead to fluctuations in exchange rates and inflation. 
Higher liquidity flows to developing countries raise inflation mainly through commodity prices and the lending capacity of 
the banking system. As most commodity prices are denominated in the U.S. dollar, further devaluation of the dollar as a result 
of QE could cause a rise in commodities prices. In anticipation of the introduction of the QE5, commodity prices especially oil 
and agricultural commodities have surged.

4. In this classification Investment driven African economies are those countries with {gross capital formation, gross domestic saving, FDI as a share of GDP} at least half the 
level attained by East Asian economies. This includes Botswana, Cape Verde, Egypt, Kenya,, Mauritius, Morocco, Namibia, South Africa, and Tunisia. 
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Commodity Markets

Crude (Brent): Crude oil closed lower (1.2 percent) as a result of diminished uncertainty surrounding Iran’s nuclear 
talks. Iran signed an agreement with the G6 countries to halt its uranium enrichment program raising hopes for 
reduced geopolitical risks and greater oil supply. 

Gold & Silver: Gold and Silver prices edged up 0.8 percent and 0.6 percent in the bullion market as speculative 
pressure over the intentions of the US Federal Reserve to slow down bond purchasing as soon as December 2013 
. Gold prices are down approximately 27 percent  this year on concerns the Fed would start tapering its USD85 
billion-a-month asset-purchase program by the end of the year.

Cotton: The price of cotton edged up 2.9 percent on speculation that Chinese cotton mills might opt out of auctions 
by the China National Cotton Reserve and buy fresh imported cotton. During the week, the China National Cotton 
Reserve sold only 12,312 tonnes of cotton, roughly half of the cotton on offer for an average price of USD 2900/
tonne. 

Coffee: Arabica coffee came under selling pressure  as traders keep monitoring an impending oversupply of 
the bean from Brazil and Columbia. Arabica coffee shed o.5 percent of its value. The price of Robusta firmed up 2 
percent amid falling stockpiles and slow exports from Vietnam, the bean’s largest exporter.

Cocoa: The price of cocoa fell 1.1 percent as above-average rain in some cocoa-growing areas of southwestern Cote 
d’Ivoire ease concerns of slow bean deliveries next year will deepen global shortages. However, revised estimates 
show that demand for cocoa beans is expected to outpace world supplies by as much as 162,000 metric tons in the 
14 months that started on Oct. 1

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

Source : Bloomberg (Nov. 2013)

Source : Bloomberg (Nov. 2013)

Figure 4: Price of Gold (US$/t.oz)                                                                  Figure 5:  Agricultural commodities 
Weekly price changes (%)
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Food Security: Round-ups

East Africa: While food insecurity has declined from a peak in September 2011, an estimated 11.1 people across the 
region remain in distress down from 14.5 million in 2011. Significant improvements were found in many parts of 
Somalia, South Sudan, Sudan, and Ethiopia due to access to humanitarian assistance, the succession of near normal 
production seasons, reduced conflict, and improved macroeconomic conditions. The general downward trend in 
food prices in South Sudan, Uganda, Kenya, and Tanzania is expected to decrease food insecurity from December 
through March 2014. However, prices will not decline as much as usual due to below average maize output during 
the March to June production season in Uganda and high demand for exports. The anticipated below average 
November to January sorghum harvest in Sudan will similarly result in atypical early depletion of food stocks and 
reduced exports to Eritrea and South Sudan, increasing the number of food insecure people from January through 
March 2014.

Sovereign Debt Issues in Africa

African yield spreads tightened for a second 
consecutive week. The yield on Egypt’s benchmark 
USD 1 billion Eurobonds due in April 2020 fell five basis 
points to 7.3 percent set for the lowest close in almost 
three weeks. The average yield on the notes dropped 
114 basis points, or 1.14 percentage point, from the last 
similar sale in June to 2.74 percent during the week. 
Nigeria’s bond yields continued their decline due to 
excess liquidity in the system. Yields on the 20 year 
bond declined from 13.6 percent in early September to 
a low of 12.45 during the week. 
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Currency Markets

The US dollar fell against the Euro as the foreign-exchange market continues to focus on 
a changing probability for a reduction in the Federal Reserve’s bond buys in December or 
January, The ICE dollar index DXY, a measure of the greenback against six peers, fell indicating 
decreased currency volatility. However, rising expectations that Japan will take additional 
stimulus measures caused the yen to fall to a six-month low against the US dollar and to 
multiyear lows versus other main currencies.

Major African currencies weakened against the US dollar. The South African rand lost 1.3 
percent against the dollar after data showed economic growth slowed more than expected 
in the third quarter, underscoring the weak outlook Africa’s largest economy. The Naira edged 
lower against the US dollar 0.5 percent as the supply of US dollars at the Dutch Auctions 
receded during the week. 
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Figure 6: Weekly % Changes of Selected African Yield Spreads                                                                     

Source : AfDB (Nov, 2013)

Development Partnerships

African Development Bank: The AfDB Board of Directors committed USD 113 million to Rusumo falls hydropower 
project, a regional project involving Tanzania, Rwanda and Burundi. The project will increase renewable power 
generating capacity and access to electricity in Tanzania, Rwanda and Burundi. The project has two components: an 
80 MW hydropower generation plant and transmission lines and substations. The Bank finances the transmission 
facilities of Rusumo Falls Hydropower Project.
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Countries in Focus

South Africa: South Africa will cut the proportion of fuel prices paid to wholesalers while boosting the margin 
allocated to gasoline retailers to reward companies that invested in the industry. The new pricing system is expected 
to better align the returns received from fuel sales with investment. Gasoline prices in South Africa are regulated and 
recalculated monthly according to movements in the rand and oil prices, and changes to taxes. 
  
Kenya: Kenya, which has declared a polio outbreak public emergency, vaccinated more than 5 million children to 
curb the spread of the viral disease after a spate of cases. While Kenya has confirmed 14 cases of polio since May 14, 
when the first case in almost three decades was detected, none have been recorded in the past four months. The 
outbreak in the region has been the worst in neighboring Somalia, where vaccination efforts have been prevented 
by a more than two-decade-long civil war.
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Updates on African Economic Indicators

Angola: The central bank of Angola cut its benchmark interest rate by the most on record after inflation slowed to 
the lowest level in at least two years. During the week, the key lending rate was reduced by 50 basis points, or 0.5 
percentage point, to 9.25 percent. This episode marks the fourth revision since the rate was introduced in October 
2011.

Nigeria: Nigeria’s central bank announced its preparedness for a public spending “shocks” as the country gears up 
for elections in 2015. The bank’s key interest rate is at a record high of 12 percent and is prepared to hike-up rates if 
government spending surges in a pre-election year.

Egypt: Egypt paid the lowest yield on record to raise USD 1.8 billion in an auction of dollar-denominated treasury 
bills as additional aid pledges from the Persian Gulf overshadowed low demand for the securities. Egypt’s borrowing 
costs dropped following a pledge of USD 15 billion worth of aid by Saudi Arabia, the United Arab Emirates and 
Kuwait in July 2013.

Ethiopia: Ethiopia plans to obtain a credit rating to attract more foreign direct investment and offset a decline in 
exports. The government will select two or three rating companies within weeks to assess the country. The intention 
is basically to show foreign direct investors where Ethiopia is in terms of those criteria, but has no immediate plans 
to tap international debt markets for funds to finance its infrastructure development program.
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Global Economic Leading Indicators
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Chinese Purchasing Managers’ Index (PMI)                            India Purchasing Managers’ Index (PMI)

Japan Purchasing Managers’ Index (PMI)                USA Purchasing Managers’ Index (PMI)

                    Eurozone Purchasing Managers’ Index (PMI)                                   US Unemployment Rate

Source: US, Institute of Supply Management. 2013

Reference:

1. AfDB Statistics Department (2013) - Weekly Financial Market Data
2. AfDB, OECD and UNECA, (2010), “African Economic Outlook”,   Tunis and Paris, 2010. 
3.Ncube, Mithuli and Daniel Gurara (2013), “Global Economic Spillovers to Africa: A GVAR approach,” AfDB Working Paper Series, WP183. 
6. Wall Street Journal - Weekly Market Watch.
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Appendix Table 2 : Exchange Rate Movements – Week ending 29 November 2013

Appendix Table 1: Stock Market Movements – Week ending 29 November 2013
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Source : ADB Statistics Department November 2013. 
* in the interbank currency market.

Source: Bloomberg. * value at end of 23/11/2013


