


Summary

Ma @ €ONOMIC [a €@\a [y IN NIJN-INEOMa €OUNL S 1S IfLING g @A grewin, bul tna pat Of a €@y IN
N S €OUNUR S @ MaINS UNa va N.

cenemMi€ acuivity was rebust In muen ofSub-Sanaran Afri«a in 201 3, supperi d by sreng dema sue

da mand netab y INva StMa NL grewin.

M= ouL 00k f@rSub-Sanaran Afri€a @ mains faveraba , but prespa €1s a @ Nsitiva 1@ dewnsida risks

fram @va r s@mmedity prie s and a snarp s ewdewn in €apiia flews.

Ma Pat @faXxPansioN IN @ & NLgrewLN spurts IN Sub-Sanaran Afri€a nas baa N fasa rand a ss ve atia
NaN INa ar I Ra r@ds and NIgna 1 1nan in taks @55 1IN @17 1 Ga va OPING €@UNLIa S.

Palia rNs of grewin INSub-Sanaran Afriea snew €@nsich raba variali®on a&r@ss €OUNUR S, WILN fa SOUIa -

re€n €@UNLUa S grewing et o Faswe [Pd@ 1NdN NON-fa SOUI€ -[1€N €OUNLI|a S.

Srowin nNas snifa d s €10 SNaR S, WItN 1MNa @ SOUTG S aNd S I'Via S S €105 JaINING @l 1Ma @ XPa N OF
agri€u up and manufaewring.

Section 1: Recent Developments and Trends
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Mafa Nava Daa N1WO fa & Nla pIs®Ca s 8f g @ba finaneia turbua N  May Augusi 20i 3 anda ary
200 4 during wnien €apita flews dreppa d ¥, and da va ®pINg €@UNTYa QUILK S and €Ura N€a S
@ snarpy, fer€ing snarp adjusima Nis ON S vala @ Ma IgING Marka L €OUNLTR S. Ma S €@Nd boUL Of
Marka 1 ve all ity f@ @wa d a siring @f wa aka -inan-a xpa €la da €@NOMIC data IN _anuary and a snarp
da va Uation @f 1Na ArGa NUNa [a5@. INaN€la Marka L ve@ all Iy SpPikad 1@ ava SNOL @ N SING LMa
summar of 200 3. JS. faasurasda € inad by sema 20 basis peints intna ast twe waa ks @f Lanuary,
WNla Marks 151N da va ®PING €OUNUMa S €@Ma UNCa I Pla SSUL . Ba LWaa N anuary 22 and « bruary 5,
201 4, da va ®DING €OUNLTY S1@€Kk Marka 1S sUSLAINa d @5% S og Par€a Nt and inair JBS spr ads wida na d
by sema | 00 basis peINS. M €U N6 s Of arga Midda -IN€®Ma €OUNLI S WILN NIGNa I €U N1
aceount da €11 aNda Xia M@ fiN@N€INg Naa ds €@Ma UNGa I INTa NS Pla SSUR. Na  Urkisn ira and Seuin
Afriean rand sustaina d da € iMa s og 4 and 4.7 parea Ny, fa Spa €Uva y, IN sanuary, pr@MPUNg Na Il & Nira

banks 1@ raisa INla fa St raia s.

Na UL @OK IS fora gradua staNginaNIiNg ®f 1na g 8ba fa €@vary. @ @ba PP grewin IS prej €ad
1@ SlanNginan frem 2.4 parentin 20i 31@ 3 parentin 20i 4, rsing 1@ 3.3 parentin 200 5 and 1@
34 par@nuin 20!’6 , WILn Mue€n of Lna IMpa LUS €@mMing frem nign-iN€®ma €@untra s (igu 1).

S rOWLN IN NIGN-IN€OMa @ €ONOM S 1S XPa €a d 10 M5 @M | .3 pargntin 200 310 21 pareant
IN20i 4and 2.4 pa r&nuin 20!6 ,as drags en grewin frem geva rnma Nt and neus ne d budaga
conse [datiena Yerisdraw 1@ a €« @ and da mand fer «@nsuma r duraba s and INva stma Nt geeds
Arms. €@r@win IN da va ®PING €OUNUa S 15a XPa €a d 101152 1@ 5 Par@nUIN 200 4 and ava raga 5.5
QalG@nuin 20| 5—1'6 , supperiadin part by ina @NgeINg fa €@va ry IN NIGN-IN€OMa €OUNLIa S.

Nem a%a d finaneia marka 1 and €apiia ve all ity @ Mains a significant dewnsida risk 1@ 1na g eba

la €@ ry. N@LWILNSI@aNdING 1Na SUPPOIL fT@M SLI@NGa I'a Xia IN@ da Mand, da va ®PING €OUNLI S fata
signifi€ant risks frem tna nerma izatien of mena Lary pe 1€y In NIgN-IN€@®Ma €®UNLIW S. According
10 JS. Jengiassiena Budga 1 Offiea (/B®)asimaias, assinan nafef ima avanlua N€@asa N JS.
oNg-la MM rala 5 Nas @€€Uria d 1nUS far (1Na BO®a SUMa S 1Nay Wi lN% 105 pal€nt, é@Mpakad

10 Just ba ®wW 3 pa réa N1 1@day and 16 Pa rea NLIN May 200 3). W/ Nia 1na basa 1IN IS for a gradua
Ugnia ning of g @ba finaneia ¢endiuens, arapid and diserdary rs IN iNfa fa St raia S OF @ SNArp

pu baek in €apiia feows €annelba ruad @UL. SUEN da va ®PMa NS 60U d 2 ad 1@ @V I INVa SLMa NTS

and s va fa fiNaneia disrupuens.

O rrisks 1@ 1na g @ba  c@N@My IN€ Uda 1NO% arising frem Jnina's nign da bt a va s,

Ga ®DO Li€a a NSi@NS, and dewnsida risks frem e@mmedity prigs. Jnina's €@mMmiima Nt 1@
IMPrOVa fa SOUrGa @ @6ali®N anNd IN€a 2% 1Ma [@a O  Markal f@r€a s N 1Ma « €@NOMY Nas @ N

s fa €ad N Majer i fOrms sing \Ne@va mbar 201 3. Bul a ba an€INg La a €ONOMY away frem

INva SUMa N anda xperi. 1@ eensumption «ou d ha a €na a NGa. Any "nard anding” €ou d nava
subsianta spl @va S 1@a €0NOMR@ S WILNIN 1N aSL ASia fa gioN, and 1@ «@mmedilya Xperia s
INSub-Sanaran Afri€a. & @ pe ILi€a 1 NSIONS (a5 1N J1Ma a) a 5@ PO% tal risks, and €ou d Nava
substantia €onfida N& IMpa«is tnat €Ul INt® g @ba spa nding and a&uivity, and €ausa dis esatiens

In g eba finandia marka ts.
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. ,;F\: 4. Composition of capital flows to Sub-Saharan Africa
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Note: e = estimate.

.z F‘ « 5. Capital flows to Sub-Saharan Africa’s frontier markets
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aaraga 039 parent \alfomign

dia €t inva stma Nt ( B) Inflows 1@ 1na
= gi®N gla W '6
In 201 3, beesa d by na w nydresarben

PalaNL1® 543 bI 10N

dis€®va ra s 1IN Many €ountra S IN€ uding
Ange a, Mezambiqua, and anzania

(igue 4).
rnsing da bi-€@ ating flews na pa d Ift

Ignar B aeng win

®0ira Nal€apiia [lOwWs 1@ 1na agien.
wWnla Muen of tna B nas fecusad

N M fa gION'S DUIrGa @NING fa SOUT€G

@ €06, 50Ma 30 pareant of It f@€Us d
on 1N dema su€ Marka L. J@NsuMa r-
orantad B pres «isin manufaeiuring
and s rviG sa xpanda d, In€ uding In

= @ €@MMuni€alion, banking, and
transpert (bexi).

renta r Marka s (€nana, Ka Nya,
Mauriuus, Mezambiqua, Niga ria,
% Nage, anzania, Jganda, and Zambia)
Nava allra€la d Muen of Lra Na 1 €apIa
flows, partieu ar y for ign dif €
INVa SUMa N, 1@ 1Na fa JION IN [a & NU
yaars. N 2012, B inflows 10 1na S
OUNUR S Wala S21 bl 18N, Maary @ van
UMa s na ameunt ef sneri-and eng-
arm da bt flews tnat 1na = €@UNUR S
G ivad(figua 5. \atperife e
aQquity INflews 1@ 1Na agi®N afa arGa y
NG nrala d 1IN Niga ria and Seutn
Afri€a. NiGa 1@ Nas @ N an IN€@ a% 1N
Na L porife 1@a quity INflews frem a
Mala $0.5D1 10NN 2009 1@ SI O DI 18N
n 201 2.



Foreign direct investment (FDI) to Sub-Saharan Africa expanded more than 30-fold in the last 20 years, 7.5
times faster than in high-income countries and nearly 10 times faster than global GDP. Two investment
trends emerge as central to driving this rapid FDI growth in Africa: (i) the extended commodities boom
brought about by the unprecedented scale of development in Asia, and (ii) the massive expansion
offshoring in global value chains (GVCs). For host countries in Africa, the new wave of FDI not only delivers
investment and employment, but opens up new opportunities through deeper global trade integration.
However, the extent to which African countries benefit from FDI depends on whether they are able to
capture the productivity-enhancing “spillovers” of knowledge and technology.

Recent research (Farole and Winkler 2014) suggests the experience in Sub-Saharan Africa on achieving
FDI spillovers has been largely disappointing. At the heart of the problem is that linkages between foreign
investors and local economies—especially through supply chains—have remained limited in Africa. But
there are some important differences hidden in the aggregate story.

First, some sectors may have greater potential for integration than others. Survey results indicate that
while foreign investors purchase virtually no inputs from domestic suppliers in the apparel sector, local
supply relationships are more extensive in mining and (not surprisingly) much more in agribusiness
(figure 6). One of the main reasons for differences across sectors (especially between mining and
apparel) relates to the sourcing strategies of foreign investors in the context of their global supply and
production networks. In the apparel sector,

local management in African host countries

has very limited power over sourcing

decisions, most of which are made by parent

companies or by global buyers like Walmart

and The Gap, which specify what and from

whom to source fabric, buttons, and zippers.

In mining, by contrast, most of the decision-

making power rests with local management,

although here, too, global procurement is

increasingly encroaching (figure 7).

One positive feature of these findings is
that, even in the apparel sector, foreign
investors source the large majority of inputs
locally (rather than importing them); it is
just that often these are sourced from other
foreign investors. This means that while
local ownership does not increase, local jobs
are still created. It also means there may

be scope for local firms to take over these
supply relationships in time.

Second, some countries appear to be doing
better than others. While the survey sample
may be too limited to generalize, the degree
of local sourcing (and the use of local skilled
labor) is likely to be linked closely to the
capacity of local firms (and skilled workers),
which is in turn partly a function of the depth
of local markets. This suggests a “catch-22"
situation, whereby generating productivity-
enhancing spillovers is dependent on having

1.

Is Africa getting
the most out

of FDI? The
challenge of
generating
productivity
spillovers in a
world of global
value chains
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/ﬁ‘ 1. a base of relatively productive firms and workers in the first place. Indeed, this is precisely what the study
Continued finds. Results from a large cross-country regression? show absorptive capacity is the most important
factor mediating productivity spillovers from FDI. More specifically, firms that are relatively large, spatially
clustered, export oriented, and technologically sophisticated are most likely to be affected by the presence
of foreign investors.

Thus, generating spillovers from FDI is not easy, particularly for small economies with limited existing
capacity. And in the context of GVC-oriented FDI, the scope for shaping and managing spillovers is
increasingly limited. The research suggests, however, that governments have a role to play in facilitating
spillovers. Much of this is long term and involves getting the “basics” of policies and institutions right, in
particular investing heavily in education and skills development and supporting trade and financial market
openness. Beyond this, however, the research suggests there are a number of things governments can do
to deepen linkages and support the potential for spillovers in the short to medium term. It is important to
note that local context should determine appropriate policies.

First, actions to expand supply chain and labor market linkages may be considered. One possibility is to
promote (although not compel) joint ventures; an important finding from the cross-country regressions
is that partly foreign-owned firms (joint ventures) are significantly more integrated into domestic markets
than fully foreign-owned firms.

Second, governments can help overcome information gaps around local supply capabilities and align

fiscal incentives used to attract foreign investors with the goals of building local supply capacity and local
technical skills (including some level of conditionality). Governments can also improve the environment
for domestic contract enforcement and other barriers to formal contracting with local suppliers. One
interesting finding from the survey was that local suppliers that had formal contracts with foreign investors
were 56 percent more likely to receive critical technical assistance from investors than those in more ad-
hoc supply relationships.

Third, government can create an environment conducive to facilitating translating linkages into spillovers.
An example might be incentivizing foreign investors to employ “appropriate technology”—the study
productivity spillovers were greater when the technology gap between foreign investors and local firms
was not too large. Another example might be promoting the provision of technical assistance, particularly
around building quality capabilities of local firms, which was shown clearly to influence the capacity and
performance of local suppliers.

Finally, the study suggests that programs to support linkages and spillovers need to take into account the
heterogeneity of local firms, and therefore concentrate limited resources (at least initially) on relatively
higher capacity, high-potential firms.

Source: Farole and Winkler 2014.
a. Covering 25,000 domestic manufacturing firms in 78 low- and middle-income countries from the World Bank's Enterprise Surveys over 2006—10.

0/ 1 inflatien supperiadina da mand for geeds and s rvieas. Bua IN pPart 1@ @ar N Matiena feed
and fua prigs, and 1@ pruda Nt Mena lary pe 16y, INflalien da & @ rala d IN 1Na = gi®N, grewing at an
annua rea .E Spar@nt(madian raa 7.7 pareani) in 200 3, é@mpaad witn | 0.7 pa rea N (Ma dian rata
10.4)ayaarage (igue 8).50Ma €oUNUR S, SUEN a5 ®nana and Ma awl, Nava s N an uptiek N Inflatien
Da €aU% Of Ca Pla €12ULING €U N€ S. Ra MIllaN€ S 10 17 a gi®N gl W6 2ar@ntie $32 b 1enin 201 3,
aXGadiNg1Na fa 60rd of S30 D1 ON @a€nad N 2011 . na% INflows, @mbinad witn evar feed prig s,
beesiad Nneua N®d aa IN€®@Ma and spa Nding.

Ma fagiONSa XPOI [a rfermane was advara y a% €ad by ina fa 1IN c@mmedily prie s.Win ina
aXG@puen ofaMargy, @ s kay €@mmedily priga INdaxa s da € INa d signifi€ant y in 201 3 Pla €1OUS Ma 1@ S
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(dewn a mesti 7 parea NU), agrieu tUa

- ;ﬁ‘.- *. Inflation Inflation
decelerated in
Sub-Saharan
Africa in 2013
but inflationary
pressures have
begun to

pick up

(dewn 7.2 parea nu), and ma 1a s (dewn
55 areny). Jluda @ pries (Werd Bank
a\arada), WNI€N Nava Raa N @ markab y
slaba dUNNg 1na ast INfaa ya ars,
aaragad 9 04 parbarm during 20i 3,
margina y @warinanina S 05 parbara
aaraga of 200 2. Ra fa €ing tna fa In
commedily prie s and wa ak da mand,

@ XPOrifa &IPS Va o Ca Pla s d IN 10w

@ JI®N,a va N LNOUJN, ®N @ V@ UMa basls,
@ XPOrs IN€l asa d IN Many €®UNLa S.

Ma anwWnia, IMPOris res sireng y,

UNda rpinna d by a rebust da mand fer
€apita geeds, as g@va Mmma Nis a€ress Lna

= gl®N rampa d UP INva StMa N1 Preja €15

N Infrasiru€lua and eensiruciion. As

@aRSUL 1M [agl®Na €Ura Nl aceoUNL

da €1t Wida Na d frem ‘6 Parantof PP IN 201 210 ana stiMalad 31 par@ntof @BP N 201 3, but 1M fa 1S
«onsiCaraba varialion a€ress €®UNU S.

Na LOUMNSM S €107 Jla W al @ r@bUSL Pa N 201 3, Na PING 1@ SUPPOIL1Na ba ane f payma nis ef
Many €8UNra s N Na agien. Pata frem ina Jniad Natiensyer d eurism @rganizalien snew inat
INa rMNati®na @Urist arriva s In Sub-Sanaran Afri€a ga w by 5.2 parea niin 20 3, @ a€ning a [ €ord
% mi 1en, up frem 34 mi 1en N 201 2, sentribuling 1@ g@va MMa Nl fa \a Nla, Prvala IN€@Ma S, and
aMPp @yMaNL. NIS IN€fa a%a Was ab®a 1Ma avalaga Werd grewin of 5 pare Nt but a ss1nan e 2
Pal€a NLGrewinN a€na vad IN1Na fagien in 201 2. B mand was sLreng tNreugneut 1na ya ar, Wit a
Medaraa S ONVAOWN IN1Na S €ONd qUara . a ading grewin in 201 3 wa a da stinatiens in Rwanda (up
3.8 parent), ZIMbabwa (UPT 2.5 Qa e n), 1Ma Say€na @S (UP| 0.8 parenl), and Jabe Varda (Up 5.3
Pa r6a NU). Madagasear and a Nya, 1we a ading da SUNaLIONS IN 1Na fa gION, Saw SIgNifi€ant da € INa S IN

INa MNati®na w@uUrist arriva s duya 1@ d@Ma Sti€a va NTS.

1562 da (16115 Widana d N 201 3 @and da b1-10-EBP rali0S 1@ a€r@5S 1Na @ JION. Na alGa Sl Cala [1@ralioN
of fis€a ba ane s @€euUra d ameng @1 a xpOria rs and OW-IN€OMa €OUNUR S. N Jama reen and Jnad,
fiséa da fi€its as @ snafa of @MP Mo tnan deubadin 201 3rand In Ma awl, 1N @vara fisea dafi€it
Wica M d 1@ abeuti Spareaniof @BP afarrising L1 1.3 parantof @MP N 200 2. Ameng Midda -In€@Ma
@uUNUe s, ®nana’s fisea da €1l @ Maina d nign at areund i | pa rea Nt of @MP |n 201 3vIn Zambia, 1= fisea
da fl€1L wida na d snarp y In 201 3, and in Seutn Afri€a, 1na fis€a da fl€IL IS (@ €ast 1@ @ Main une€nanga d
al4.2 par@antof @BP N 200 3/1 4. Ambiueus pub 1€ INva stma N1 pregrams and arga N6 a% s N pub 1€
WaGa S €0UPa d WItN Wa aK fa va NUa S €@NLUIDUW d 1@ 1Ma Cala r1@ration of fis€a ba ane s in many of 1na %

«OuUNURS. N Zambia, f@ra xampa, 1Na gOva IMNMa N IN€G a%a d €1VI S rvanis'sa ara s by 27 pareantin
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201 3 (and 1na waga b1 was 9.4 pareantef «BP) and in ®nana ina wada bl aMainad @ari ®pareant
of «BP N 201 3.

Ma da bi-l0-&BP ratie for ina fa gi®N N@s 1 N Medaraia y frem 29 pareant in 2008 1@ 34 pa rea NLIN
201 3. @ara ,Sub-Sanaran Afrie€a’s da bl rali®s afa @Var1Nan 1N@% f@Or LM Ca \a OPING fa GIONS, Part y
ba €aUS ©f Ca Dl €aNG ali®N UNGarlMa @ aviy Nda biad Peer Jeunira s initiatva and tna Mu Ul ala ra
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10 adue fis€a anda xia Ma IMba ané s. AL 1na ba gINNING Of 1Na ya ar, @5 1Ma JNilad Stata s ba gan 1@
l@Pa 1S @5% L PUr€Nas Pregram, 1na €Ura Néa s @ Seutn Afri€a and @ia 1 frenta r marks L €@NOMp s
@M UNCaT faNa Wa d Pla SsUa (D@x 2). nNa ®nanalan & di and Zambian kwaena da pia €laia d snarp y

The summer of 2013 was a turbulent period for many emerging markets, as “tapering talk” roiled these 9‘ 2.
countries, leading to a sharp selloff in their equity and bond markets, and resulting in depreciation of their ﬁzelrrinnpgaf:?lk:
exchange rates. The impact across emerging markets was not felt uniformly though; some countries were on African
affected more than others. The worst-affected countries, Brazil, India, Indonesia, Turkey and South Africa, Economies

since branded the “fragile 5,” saw their exchange rates plunge by an average 12.2 percent, reserves decline
by 6.4 percent, and stock prices decline by 5.9 percent.

A recent paper (Eichengreen and Gupta 2014 ) documented the effect of “tapering talk” on a large set of
emerging markets and asked who was hit by the U.S. Federal Reserve’s tapering talk and why.? Two key
points emerged from this study. First, there is little evidence that the countries with stronger macroeconomic
fundamentals (smaller budget deficits, lower debts, more reserves, and stronger growth rates in the
immediately prior period) were rewarded with smaller falls in exchange rates, foreign reserves, and stock
prices. Second, what mattered for the emerging markets was the size of their financial markets.® Investors
seeking to rebalance their portfolios concentrated on emerging markets with relatively large and liquid
financial systems. These were perhaps the markets where they could most easily sell without incurring losses,
and where there was the most scope for portfolio rebalancing. Their analysis provided an obvious contrast
with so-called frontier markets, with smaller and less liquid financial systems. The findings were a reminder
that success at growing the financial sector can be a mixed blessing—while easing the financing constraints
on developing countries, it can accentuate the impact of financial shocks emanating from outside.

A review of the changes in the nominal exchange rate during April-August 2013 for 40 African countries®
shows considerable heterogeneity in outcomes, with the largest exchange rate depreciation experienced
by countries with floating exchange rates (figure 10): South Africa (10.6 percent), Ghana (8.5 percent),
Botswana (5.4 percent), Tanzania (5.2 percent) and Kenya (3.9 percent). Overall, the exchange rate changes
in African countries were less marked than in the sample of emerging market countries from other regions
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in Eichengreen and Gupta (2014). Exchange rates depreciated in 55 percent of the emerging markets in
other regions, and the proportion of such African countries was much smaller at 37 percent. The extent of
depreciation in African countries was smaller, as well, with average depreciation at 2.9 percent compared to
nearly 6 percent in emerging markets in other regions.

| 00000

Note: CEMAC = Central African Economic and Monetary Community;
WAEMU = West African Economic and Monetary Union.
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INl® 8¥5N@ Nalura gasfa S®Ur& SN anzania, and N ®ns L of @ predusuen in K nya and Jganda.
LNI0PIa IS@ Xa €la d 1@ ha @mONg 1Na faSia S1-grewiNg €®UNUR S IN 1Na @ glON, WILN grewin unda rpinna d

by sreng pub 1€ INva Stma NN @gri€u WU and Infrastru€iu. N'S@UlNa N Afri€a, LGNt MeNa Lary pe 1€y

combina d witn aber strika s and wa aka a €Lr1€ILy SUPP y Wi ka@ P grewin subdua d in Seutn Afriear

but da spla fa INg €@PPaT Priga s, JrOWLN ISa XPa €ia d 1@ 2 Main rebust IN Zambia as tna NIgN grada s

of Zambia's €0ppaT fa @ Ma S kaa p predustion prefitaba and na w mina s @pan. N Ange e, fe ewing a

sewdewn In 201 3, grewin isa xPa €ia d 1@ piek Up IN 201 4, supperia d by a @ beund in @1 predusuen and

INfrastru€lUf INva Stma Nt.

WILNIN 1Na Maj@ra €0NOMR S INWa SLAI€a, grewin ISa XPa €ia d 1@ @ Main rebust in \ida ria, sSupperia d
by 1Na €®NUNUa da Xpansien of na NONGI % €LOF, WILN grewin IN Manufasluring, semmuniscation,
transpery, and a @ @ Slala @ MalNiNg rebust, and as agrieu tura predusiliona xpands IN fa SPON% 1@
(OMSIN1Na S €O  @Wa val, JFOWLN IS@ XPa €la d 1@ @ Main subdua d IN ®nana as Nigna r dema stie

INa la SLrala s and INflauen wa 1gn N da mand. n francepnena wa st Afri€a, grewin prespa €1s wi- ba

a% €ad by dreugntinina 9ana , Whala @ Irati€ rainfa s €U d @waragrieu wura predustion and a ad 1@
NIgna T feed pris. \a varna ass, drivan by B flewsinina Nalure fa SOUre S €0, N6 a% d predusiion
frem prej €15 ¢@mMing ®nstm am, and pub 1€ INva StMa NLIN INfrastru€LlU , GrOWLN ISa XPa €la d 1@ @ MaInN

rebust In many of 1na s €@UNLI S, Parti€u ary IN /o d' velf.

Qinra ma EBP grOWININ 1M 2 GION 1Sa XPa €la d 1@ a MaIN SLIO@NGa I LNAN IN Many @M Ga a ®PING
€OUNUR S, @ OWING fOrS@Ma fa allva JaiNSINaa Pal €apila IN€®Ma . Po@r pnysi€a INfrastruiua wi
NOWa \a I, €ONLINUa 1@ IMIL1Na a GION'S GrOWLN PO NUIa . WNIa a d INva SUMa N NAS IN€ a% d IN @ @ NU
Yaars, a furtnar sea ing up ef Infrastru€iu spa NAiNG IS Naa da d IN MOSL €@OUNLIR S IN 1N fa GION If 1M y @l
1@ 36Nk a @ asling lransfermauion @f ina Ira €@NOME 5. Ma a giON'S INfrasiru€iu da €L IS MOSL @a6Um
IN1Na @ Na Igy and read sa €10rs. A€r@55 LNa [ JION, UNfa 1aba a = €L1161Ly SUPP y and peer read cendiions

@ONUNUa 10 IMPO% NIgN €@5LS O8N DUSINa S5, la AU @ M€ N€y, and IMPa da INUrafa gi@Na trada.

RISKS TO THE ECONOMIC OUTLOOK

Ma 115kS 1@ 1Na fa giON's UL @@k ala Main y ®N 1Na dewnsida and IN€ Uda @Wa I s@MmMedily Prig s
breugnt en by wa aka r grewin ina ma rging Marka 1sr1nNa fa varsa of €apita flOws @ sung frem
Ugnia NINg ®f g @ba mena Lary eenditiens and dema sui€ risks frem pe 1Li€a UNf S, S €Urily preba ms,

and inflauenary pa ssufa s.

% e ¢S mr™d| “%_ices

Wa aka r da mand €@mbina d witn IN€fa asa d sUupp y €0U d a ad 1@ @ SNaQa I da € INa IN €@MMOdIly Pria S
nan assuma d iN1na bag INa. N parueuar, if JNina a da mand, wni€n accounts for abeut 45 pa rea Nt of
1@la €0ppar da Mand and @ arga snafa 0 g @ba iren @ da Mand, = MaiNs Wa aka I tNaN IN fa € N ya ars
and SUpp y €8NUNUa S 1@ grew rebust y, €@ppa r and 1reN @ Priga s ¢0U d da € INa MO 1NaN 1Ma basa INa
Pla @ Nlad IN1Na @UL @K, WitN SIgNIfi€ant Na gallva €ON% QUa N&a S fOr 1N Ma L@ -predu€ing €@UNLa S.

Mena tary risks, In€ uding tna N@rmMa izatien ®f MeNa lary pe 1€y IN NIGN-IN€OMa €OUNL S, SNOU d ha
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Global interest
rate shocks
and debt
vulnerability

assofaconGrnformaia pries @arin yaals 1M a % €L 0f SNOM-la MM INta fa SL ala S N Ma 1@ S Nas

faa N Mixa d and Meda st. M= MesLIMperiant IMpast is lka y 10 €@ma frem tna Wa aka Ning @f INdustria
predustien grewin. Marka d y wa ak Purenasing Managa rs nda x and indusiria preduscuen figui s during
sanuary Maren sugga st inat Jnina'sa €é@nemy may ba s @wing amid ina fa ba an€ing of its grewtn
1@oward Mok fa 1aN€ N da Mand and a 5SS @N INva SUMa NL. A Majer s ewdewn in Jnina's grewin and

Wa aka r s@mmedily priga s weu d signifi€ant y wa aka N ®Ng-la rm f@f IgN INva Stma N and grewin in many

€OUNUR S INNa fagleN.

Tigh e ™ e a_‘v cdj F%s

Japita [l@Ws 1@ Ga va ®DING €OUNUa S @fa @ XPa §la d 10 faga Na adwinds IN 201 4 a5 1na Pre ss of

nerma izauen in g eba finan€ing eendiliens €@ntinua s. INanela Marka L and €apiia flow ve atl ity nas
afaady ad i@ snarp pe 1€y adjusima NS IN €@UNUR S IN 1Na fa gieN. A rapid and diserdary risa N Nt fa 5t
rala S @ pu baek In €apita fl@WS @ MainNs a Majer €8N& N for 1na = €OUNLR 5. SIMU atiens sendueia d fer
M sanuary 201 4 @ eba «onemMic Prospa €1s Ra POrt sSUgGa st L1Nat @ sudda N 1 00-basis-peINT N a% 1N
JS. bend ya ds, as @bsaradin summar 201 3, €é0U d ha @ Xpa €la d 1@ @a T €apita INflOWs 1@ da va ®PING
OUNUa S Dy ab@UL 50 pa réa N fOr S va ra MONLNS, IMP yINg @ SIgNIfi€ant IN€fa asa 1N 1Na €051 O raising
€apita, Wnien €0U d = ad 1@ @ I INva StMa N1 and grewin.

Seuin Afriea, wnien nas sireng inks witn g eba finan€ia marka is, 1S parueu ar y vu na raba 1@ sudda n
steps of €apita INflews givan its a 1ane on perife i@ INflews 1@ inan& 11 €urm Nt assount da fi€it. N

N a @NUbeuL of finaneia ve all ity 1N rand da Pla €lata d SNArP y, PreMpPlNg 1na € Nira bank 1@ nika
Nafastraas. AS1Na fa @ Nla PIS®da Of Markal ve atl ity Nas da menstirala d, frenta r marka 1 €¢@UNtra s
su€n as ®nana, \iga ria, and Zambia, wni€n nava s@a N significant perife i@ INflews N @€a s €urita s
Marka s, Wi as@ha a% €ad by M favarsa of €apiia flows. Simiary, €euntra S inat aa p annNing 1@ 1ap
M INarNatiena bend marks 1s afa Ik y 10 fa& Nignar €c@upen raia s (bex 3). Jeunira s witn engeing

pe liga anda €@NOMIE VU Na rabi Ita s and Wia a Pregha s IN fa du€ing fisea anda xia rNa IMba ane s nas

baaNsS@Naral ka y1@axPalaNé Jialal V@ allIly.

Rising global interest rates can have an impact on both public and private debt in a country through a
number of channels: (i) direct and indirect impact on interest rates on external debt, (iii) indirect impact
on interest rates on domestic debt, and (iii) indirectly through valuation effects from exchange rate
shocks. Which of these channels are important for African countries depends on the structure of their debt
portfolio, their reliance on external or domestic financing, and their resilience to these shocks.

Many African countries borrow primarily on concessional terms from the main multilateral organizations.
These loans typically carry fixed interest rates (or predetermined charges), which means that interest rate
risk on these instruments is limited.? Similarly, most loans from bilateral lenders, whether from the Paris Club
or not, are typically but not exclusively at fixed interest rates.

Some countries, however, have variable-rate external public and private debt, typically on a fixed spread
over a market rate such as the LIBOR.? This means that any global interest rate shock is immediately
transmitted through these loans. Apart from Zimbabwe, which is in a special situation, Angola, Botswana,
Céte d'lvoire, and South Africa have the highest levels of variable-rate external debt (figure 13).
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Attracted by relatively high interest rates
compared to global rates, nonresident

:SB%. % investors have increasingly entered a
12 1 60 number of Sub-Saharan local government
et 21 =B bond markets. Not all of these markets can
10 1 Total Eurobond stock (USS bn) 5  be considered subject to global interest
Redemption (% of total, right axis) rate shocks though. Here the transmission
81 40 channel of global interest rates is indirect.

If nonresident investors do not reinvest in

67 30 government securities upon maturity, the
i 20 government may need to sell its bonds to
domestic investors, and may need to offer
7 10 higher interest rates to attract domestic
and new nonresident investors. The speed
01 . —————— =1y of adjustment of domestic interest rates

depends on the share of domestic debt
maturing in the short term (or inversely on
average time to maturity of the domestic
debt portfolio). That is, the higher the share
of debt maturing, the faster interest rates
will adjust upward.

Gabon
Ghana
Nigeria
South Africa
Mozambique
Zambia
Tanzania
Senegal
Namibia
Rwanda

Data on nonresident participation in domestic markets in Sub-Saharan Africa are difficult to find, but
available data suggest that South Africa has the highest participation (37 percent of outstanding domestic
debt as of 2013Q2),© while in Uganda about 10 percent of domestic debt is held by nonresidents.¢
Furthermore, Ghana, Kenya, Nigeria, and Zambia may have significant nonresident participation.c In these
countries, between 30 and 50 percent of domestic debt is rolled over every year.

Once a nonresident investor decides not to refinance Eurobonds or domestic bonds due to better
alternatives elsewhere, this will amount to a capital outflow, and may lead to pressure on the exchange
rate. Any subsequent exchange rate depreciation will increase the domestic currency value of the all public
or private loans in foreign currency, and increase the effective interest paid on these loans. The main risk is
therefore the total size of external private and public debt relative to GDP.

A country’s resilience to absorb interest rate shocks will depend on the extent of policy buffers, such as
having relatively low public debt, sufficient fiscal resources, sufficient foreign exchange reserves to repay

all external debt maturing in one year, and a well-aligned exchange rate. In addition, it is also important to
have structural resilience, such as access to multiple sources of external and domestic financing on favorable
terms; good currency match between assets and liabilities on the government, private sector, and household
balance sheets; and sound debt management.

Prepared by Ralph Van Doorn:

a. The interest rate risk is not zero. These loans typically have a long amortization (repayment) profile, and in principle each time an amortization takes place, the
government must choose whether to repay from the budget or refinance it. At that stage, there is both a risk that these funds are not available (refinancing
risk) and a risk that the interest rate may be less favorable than before (interest rate risk). However, since individual amortizations are small relative to the size
of the loan, interest rate and refinancing risks are small.

b. London Interbank Offered Rate.

c. Even when compared to other emerging markets. Only Hungary, Latvia, and Peru have higher participation (Arslanalp and Tsuda 2014).

d. World Bank Quarterly Public Sector Debt (QPSD) statistics; http://go.worldbank.org/9PIAZORONO.

e. It is known that nonresident investors can legally enter these markets, and there is anecdotal evidence that this is the case, but firm data are not available.
The blog http://www.brookings.edu/blogs/africa-in-focus/posts/2014/02/07-africa-market-turmoil-sy quotes numbers obtained from Fitch and national
authorities, roughly in line with the numbers for South Africa (IMF data) and Uganda (World Bank data), but they cannot be verified.

f. Data from recent Debt Sustainability Analyses (DSAs).
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Dr®mes ic-isks

Pema sui€ risks ass@€iaia d witn secia and pe 1li€a UNf S, aNda Ma rgiNg S €UTILy Préba Ms, @ Main a
Maj@r LN al 1@ 1M a €ONOMIE PIOSa €15 8f S@Ma €OUNUR S IN 1M [ gION. NSOULN SUdan, @ € 8% fifa,
5IgNa d ba 1aa N 1N €@Nfli€ling Sida s ®N Lanuary 23, 20i 4, @ Mains = NUOUS, and speradi€ viea N
nas eentinua d 1@ disrupt @ predustion. nina 4 nNira Afri€an Ra pub 1€, INsa €urity and arga -seaa
disp @€ Ma N1 0 Qa 1SONS Al S va @ y AISTUPLING @ €@NOMIC a€LIVILY and 1va IN@OS 1Nafa. A S® ON 1Na
dema s« frent, UPDE®MING NaLIONA @ @ €LIONS IN Sa va [@ €OUNU S May S OW IMPa Ma Nlalien of Muen-

Maa Ca d strueiura fa forms.

nflauenary pla ssUa s aa ®N 1Na % IN Many €®UNU S and €U d wa Ign dewn dema sui€ da mand. n

201 3, Inflali®Na asa d IN MOSL €OUNLT S IN1Na fa JION dUa 1@ OVl INarMatiena fUa and feed prie s and
Da lla I-lN@N-a\a l[@Ga Narva SiSs as Wa alna I €@ndiliens a Maina d bread y faveraba, wni€n na pa d beest a a
IN€®@Ma and suppert dema sti€ da mand.SiNG « bruary 20i 4, ina rNatiena feed pri s nava s nsnarpy
dua 1@ dreugnt in part @f Seutn Ama rica and = Nsiens In Jkraina .w/iinin Sub-Sanaran Afri€a, sreng prie
Pla SSUR S Nava @ Ma IGa d IN S vaFa €@UNUR S driva N IN part by arga €Uria N6y da Pla €1aLIONS, a5 IN ®Nana
and Zambia, and a se by unfaveraba wa ainar €¢@nditiens. n frane@pnena ya st Afriea, dreugnt in 201 3
aSUadIn €rep @5% s @f UD 10 50 parga NN parts of tna 9aMa fa gION. ardar €Ura N€y da Pla €laliONS and
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Not all price
volatility is
uncertain:
Seasonality in
food prices
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Following the 2007-08 global food crisis, food price volatility has been high on the international policy
agenda. Volatility implies uncertainty and reduces a supply response. But not all volatility in food prices is
uncertain. Some of it follows the annual production cycle. It is seasonal (and largely deterministic), with
prices dropping after the harvest to gradually rise and peak just before the next harvest arrives.

Some seasonality in food prices is unavoidable given storage costs and the opportunity cost of capital. But
imperfect capital markets (inducing sell-low, buy-high behavior among liquidity-constrained households),
uncompetitive market structures, credit constraints for traders, and high transaction costs (e.g., due to
poor infrastructure) may further push up the seasonal price gaps. As domestic food markets became

more integrated, the topic of food price seasonality in Sub-Saharan Africa has garnered less attention by
researchers and policy makers.

Some emerging evidence, however, points to continuing high seasonality in domestic food prices in the
region. Using econometric time series techniques, Kaminski et al. (2014) study the domestic food price
evolutions over the last 7 to 12 years (2000-12) across 100 marketplaces in three eastern and southern
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evidence suggestive of a connection between food price seasonality and seasonality in food (and nonfood)
consumption. Figure 16 shows the pattern for Tanzania (see Kaminski et al. 2014, for details). Both food and
nonfood expenditures are in real terms (expressing quantities), and they track the share-weighted staple
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Va€€inas weudpaa a way f@r mem Nt NSiva preduslion sysia Ms witn IN€f asa d predustivity and
Jhe ala I SUSL@IN@bI 1Ly (L@Uanjs an 20i 3). n addiuen, faci iLatien ef trada In €reps, 1va St@ek, and INpuLs
brings tna prespa &L of a significant NnuMbar of Na W j@DS IN 1Ma 2 @ GIONS, WMa @ UNa MP @yMa N IS NIGN.
L8bs e €@aadinadlvilasa a®Ng e va Ua €Nain In ransperung, distribuiing, wnea sa ing, and

la L&l INg agri€u wura INputs and preduets.

Netwiinstanding tna a na fits @f N6 asa d INa gratien, marka 1s IN many dry ands ak as @ Main

fragma Na d, 15@ ala d frem fa gi@na and g @ba Marka 1s. @na INdication of LNIS INa SLAfT16a 1S 1Nal G fa @

pries di%rdramati€a y ba tvaa N Na L predueing and na L €@nsumMIing marka 1s. Priga s of f@@d siapa s afa

MUEN MOk VO alla Da 1aa N Marka 1S ®@Na 1M1 SIda @f @ DOrda r tNan ka taa N Marka s witnin a €@uNLry.
NIs patia I @f v@ @l 1Ly SUJGa SIS @ valy ®W a\a @firada INta gralion ameng iMa a €OUNUa S.

% Vara fa€i@rsa xp ain wny marka 1s in dry ands ala 5@ fragma nia d. 115, €@Sts of ransperung feed
aa NIgN fa alla 1@ LM Il W va Ua [al10N. A @Ng ka y trading eorriders ba ivaa N Burkina ase,
®nana, and Ba NN, €@sis of MevINg Maiza acsouNt for appreximaia y 59 parea Nt Of fina Marka L prigas
dua 1@ Menepe y and €ara fa NS, IMa gU ar PayMa Nis, and peer and seare infrastrueiua (JSA B
20i1). nsema @6z Ilas, POOr qUa ILy ®F qUantily ®f INfrasiruelufa  fora xampa, fal U 1@ Maka
"aStMia’ €ONNa €LIONS €l @la S 8fa @5 WILN NIJN Nalura predu€iion peia Ntia bul @wW €ONNa €LIVILY,

= du€ing epperiuniia s fera ffiem Nty and susiainab y raising feed preductien and premetng rura
Gava @PMa N Na Sa 'NOLSPOLS' Ma I1L €@NSIGa ratioN for fUlUR INfrasiru€iuf Nva StmMa NL.

9= sond, ferma difa €L traca barrars a a 5@ a preba m. Nentarff ma asua s P@a a MuenN Mok
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Sa Vala OPUONS @fa aval abDa 10 a dUg rada barrars and premei Marka L Nt gratien in INput and
commedily marka 1S ®f 