
  

 

Stephen Bailey-Smith 
Yvette Babb 
Bruce Donald 
Samir Gadio 
Asher Lipson 
Khethiwe Mavundla 
Phumelele Mbiyo 
Ayomide Mejabi 
Jibran Qureishi 
Samantha Singh 
Dmitry Shishkin 

 

 
www.standardbank.com/research 
 

 
 

African Markets Revealed 
January 2014 

 
 

  



  
  
  

 
 
 

  

Gladys Mgudlandlu (1925-1979), Rocky Outcrop, 1964, Gouache, 48.5 x 63.5cm 

Gladys Mgudlandlu was one of the foremost exponents of Expressionism in South Africa.  
She is widely regarded as a pioneer of this western style of painting amongst South Africa’s 
black painters and was arguably the first black female artist to be formally recognised by the 
established art community. In 1963 she received the Arts South Africa Today Exhibition 
award. A self-taught artist she was a school teacher by day and painted at night thus 
earning herself the sobriquet Nomsanekiso “who paints at night”. 

Source: Standard Bank Corporate Art Collection 
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African markets: little to fear from 
tapering 

• The two key investment themes of 2013 were rotation into equities from debt, and 
into DM from EM. We suspect these themes will continue for much of 2014. 
Stronger US growth has enabled the Fed to start the process of tapering bond 
purchases (quantitative easing), which will gradually push US Treasury yields higher.  

• Interestingly, Africa’s markets (excluding SA) have generally sidestepped the 
negative EM sentiment outperforming in most asset classes.  

• AF8 FX index (excluding ZAR and BWP) returned a positive 7.4% including carry in 
2013, compared to our EM10 FX index which returned a negative 3.6%. It appears 
that the rebound in EM FX may have to wait a little longer, suggesting that Africa’s 
FX return outperformance is set to continue, albeit subject to significant variance 
across the continent.    

• Although there has been limited bond price appreciation during 2013, Africa’s 
higher yields, lower correlation with UST yields and better-performing currencies 
delivered returns of 9.3% for our AF8 10y bond index. This compared to a negative 
11.6% for our EM10 10y bond index. We see a similar outcome on a multi-month 
basis. 

• Africa’s equity markets traded much more closely with DM markets than EM markets 
during 2013. Despite valuations looking reasonably stretched, we suspect there is 
further reasonable upside likely in 2014.  

• Our African Eurobond index (ex SA) ended almost flat in 2013, which was a strong 
outperformance on EMBI Global which was down 6.6%. However, with spreads near 
to their historic tights and UST yields likely to head north, we are struggling to be 
constructive on more than a handful of credits at present.    

Global growth: the conundrum of a stronger US economy  

One of the key themes of 2013 was the re-balancing of post-crisis global economic 
growth in favour of more developed market (DM) economies compared to emerging 
market (EM) economies. Certainly, the pick-up in economic activity particularly in the 
US, UK and Japan (and less so the EU, which still appears to be struggling) has assisted 
overall global growth during a time of cyclical downturn in EM growth. Yet according to 
the IMF, the EM growth rate at 4.5% y/y in 2013 is almost 4 times the DM growth rate 
of 1.2%. This is expected to decline in 2014 as DM growth picks up to 2.0%, compared 
to EM growth of 5.1%. Nevertheless, even under the improved DM situation, around 
60% of global growth will still come from EM economies.  

While usually stronger US and thus global growth would be a positive sign for general 
global risk, the markets are presently putting a slightly different spin on things.  
Rather than focusing on the real economy trade and production linkages associated with 
a pick-up in the US, the market is focusing more on the financial linkages.  

The logic proceeds that high US growth has put in motion the removal of quantitative 
easing by the Fed. The ensuing higher US yields place pressure on funding, create a bid 
for USD and undermine the logic for being long EM assets. Such logic creates 
something of a negative feedback loop, whereby the sale of assets (or the non-purchase 
of assets) has fostered significant currency weakness. In turn, inflation picks up and 
rates have to be tightened, dampening economic growth.  

 

USD performance, 2013 
Asset class Return, % 
FX  

Africa 8, spot (with carry) -3.9   (7.4) 

Africa 10, spot (with carry) -6.2   (3.6) 

EM 10, spot (with carry) -8.2  (-3.6) 

Bloomberg USD index, spot 3.5 

Local bonds  

Africa 8 9.3 

Africa 10 5.4 

EM 10 -11.6 

Bloomberg DM -4.6 

Credit  

Africa (ex SA) -0.6 

Africa -1.7 

EMBI Global -6.6 

Bloomberg Global HY Corporate 7.5 

Equity  

MSCI Frontier Africa (ex SA) 25.9 

MSCI Africa -6.4 

MSCI EM -5.0 

MSCI DM 24.1 

Source: Bloomberg, Standard Bank Research 
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There is little doubt that the self-fulfilling anti-EM logic left locally denominated EM 
assets as marked underperformers in 2013. The anti-EM trade was given an additional 
layer from an argument that many of the key EM economies where structurally broken 
and in need of marked reforms.  

While we were sympathetic to the idea that EM assets had become over-bid and were 
looking overvalued and vulnerable to a sharp correction, we did not really subscribe to 
the structurally broken argument. We still don’t.  

That said, the sharp and ongoing depreciation of a number of key EM currencies in 
recent years, and particularly since May 2013, has fostered something of a structural 
stimulus to their productive sectors. Boding well for EM economic growth, this stimulus 
is occurring in line with a pick-up in consumer demand across the DM economies. 

At present, EM asset valuations appear more than ever entwined with the fortunes of 
the US economy. We are reasonably consensual in seeing a gradual pick-up in the US 
economy delivering growth of 3.0% and a tightening of Fed monetary policy during 
2014.  

We have probably been a little too pessimistic on economic growth in the EU and have 
revised up our view to very slight positive growth of 0.5% in 2014 from a previous flat 
growth trajectory. While reducing the chances of the ECB undertaking quantitative 
easing, we still believe they will.  

Japan’s economy rebound has been reasonable solid in 2013 and we see it continuing 
in 2014, albeit at a slightly slower rate of around 1.9% y/y from 2.2% y/y in 2013.  

One of the key risks to global growth during 2013 appeared to be coming from China 
where the authorities have been struggling to deliver a soft landing capable of reducing 
financial sector vulnerabilities. While this process still has some way to go, we are 
reasonably comfortable that such an outcome can be delivered in the near future. We 
expect Chinese GDP to expand around 7.4% y/y in 2014 from around 7.5% in 2013.   

Commodity prices: further modest decline 

Our somewhat consensual outlook for commodity prices to trend gradually lower during 
2013 proved reasonably accurate. Our core scenario is for this to continue. The 
benchmark CRB index was down a modest 3.8% in 2013 and we are looking for a 
similar slide during 2014. Such a move is actually a very stable situation. 

Figure 1: GDP growth by region y/y 

 

Source: IMF WEO, Standard Bank Research 
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One of the factors behind our view is the ongoing relationship between the CRB index 
and the USD index (DXY). The USD looks set to continue the appreciating trend that 
appears to have been put in place since mid-Oct 13, placing downward pressure on 
commodity prices.  

Commodity prices have also been undermined by a reversal of flows into commodity 
investment funds, which appear to have dried up along with a waning belief in the 
commodity megacycle. Certainly, gold prices which had been bid up by investment flows 
have been adversely affected by the pick-up in USD yields. We suspect the downside in 
gold prices seen during 2013 still has further to go.  

In terms of oil prices, our fairly consensual sideways story has panned out reasonably 
well, and we are tempted to hold to it. The risks to the upside appear to come from 
stronger than priced economic growth and another spike in Middle East security 
concerns. On the other side, non-OPEC oil production, especially in the US, will 
undermine oil prices, and appears to have the sway of the argument at present in the 
forward curve.  

Global rates: let normality resume 

As a guide to the price for USD, US Treasury yields remain the key interest rates in the 
international financial system. As Figure 3 suggests, US treasuries have been caught up 
in something of a multi-decade bull market. We have been arguing for some time that 
this has now come to an end. Certainly, we are struggling to see UST 10-y yields below 
the 1.6% registered in 2012 and suspect we are entering at least a multi-year bear 
market for US bonds. Indeed, since mid-2012 we have seen a significant increase in the 
UST 10-y yields to 3.0% in Sep 13 and a range of 2.6-3.0% since.  

The shift higher was the product of guidance from the Fed that it would start reducing 
its bond purchasing programme (tapering of quantitative easing).The start of tapering in 
Jan 14 will likely be followed by further reduction in bond purchases in successive 
meetings through the year.  

At first glance it would appear the policy will place considerable upward pressure on UST 
yields. However, there are a number of factors that appear likely to mitigate the upward 
pressure on UST yields. First, the reduction in Fed bond purchases comes at a time of 
reduced issuance due to the sharp improvement in the US fiscal position. Second, much 
of the increase is already discounted by the market. Third, and related, is the extreme 
steepness of the US curve.  

Figure 2: Commodity prices moving sideways with downside risks 

 
 

Source: Bloomberg, Standard Bank Research 
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The Fed’s endeavours to anchor the front end of the curve via forward guidance appear 
to have worked reasonably well to date. However, we are with the new deputy Fed 
president, Stanley Fischer, in not really approving the forward guidance. For us it lacks 
the flexibility of a more market based solution, which can create a very lumpy transition 
once the story changes. Indeed, there is a credibility issue if the Fed holds on to a policy 
stance longer than the market feels is merited leading to accusations that the Fed is 
behind the curve. Such sentiment will clearly foster further steepening of the curve in 
the short term. 

The inference is that there is a non-negligible risk of a very sharp upward adjustment in 
yields, especially in the front end of the curve. Such an adjustment would be very 
negative for the asset classes around the globe that are most vulnerable to UST yields. 
Indeed, our core scenario is for 10y UST yields to grind higher to 4.0% during 2014, 
with the front end catching up, but in a less smooth fashion. 

Although EM bond yields broadly ignored the very gradual upside pressure in UST 
between mid-2012 and May 13 and continued to rally hard, the sharp correction higher 
in UST 10y yields since has been accompanied by an even greater upward pressure on 
EM 10y yields, as indicated by our simple-weighted average measure of 10y yields 
across the higher beta EM currencies. The correlation has also become much closer with 
the EM 10y bond yield average compression between Sep13 and mid-Oct 13, before 
widening out again in line with UST 10y. 

Figure 4: EM 10y average bond yields versus UST 10y 

 

Source: Bloomberg, Standard Bank Research 
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Figure 3: UST 10y yield upside takes a breather 

 

Source: Bloomberg, Standard Bank Research 

 

0

4

8

12

16

May-78 May-82 May-86 May-90 May-94 May-98 May-02 May-06 May-10 May-14

%
 

  
5  



  
Standard Bank African Markets Revealed 
 January 2014 

Given our expectation that UST 10y yields are set to head higher still in 2014, we see 
EM 10y yields following suit. Certainly, the combination of price losses and EM currency 
weakness has fostered moderate outflows from the EM local fixed income asset class in 
H2:13. These look set to continue during H1:14 at least. We suspect the turning point 
for EM yields will take its cue from UST yields reaching a point where they look over-
extended and ready for a consolidated period of downward correction.  

Global currency: structural re-pricing of EM FX 

One of the key themes in global investment flows during 2013 was the grand rotations 
out of bond to equities and out of EM and into DM. The reversal of portfolio inflows 
into a number of the larger EM economies (especially those with large current account 
financing needs) has fostered significant weakness across high beta EM FX.  

As frequently argued, we were reasonably happy that a number of EM currencies had 
become too expensive and vulnerable to a degree of re-repricing. This has certainly 
taken place and looks set to get deeper still. In line with the cyclical nature of market 
sentiment, the sharp FX re-pricing across a number of the EM economies is likely to give 
them the structural competitiveness gain needed to stimulate a resumption of growth. 
The stronger demand across DM economies will also add to the export-oriented 
stimulus that has been limited in recent years. 

As the re-pricing of EM FX appears to be associated with UST yields, we now suspect 
that the end of the downward pressure on EM FX will probably have to wait until the 
upside in UST yields takes a concerted break. At which point, we suspect there will be 
an extremely strong rebound in EM FX. 

It is important to note that the weakness in EM FX has been against both EUR and USD. 
EUR/USD has actually traded relatively sideways in recent years reflecting the relatively 
small differential in short-end rates. We expect this to widen in coming months 
favouring the USD although not by much. In the meantime, the EUR continues to be 
protected by its current account surplus. 

Global risk appetite: differentiated 

The great rotation out of bonds into equities and out of EM and into DM has not been 
associated with a marked decline in risk appetite generally. Risk has just been re-
focused. Indeed, if one looks at out preferred measure of broad global risk, the VIX 
index, which is a traded volatility index on the S&P500, is near to historic lows. 
Moreover, these have been associated with all time new price highs in the S&P500 after 
an extremely strong annual return in 2013.  

Figure 5: EM FX weakness looks set to continue 

 

Source: Bloomberg, Standard Bank Research 
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The negative sentiment towards bonds and EM assets has also been reasonably 
differentiated, with the countries which received substantial inflows to finance large 
imbalances most widely undermined. Yet interestingly, the broad measure of EM 
sovereign risk in the hard currency market has actually performed relatively well, with 
spreads to UST yields actually tightening on aggregate. Similarly, the appetite for high 
yield DM credit has remained extremely well bid.  

Certainly, when one moves to the more naturally differentiated frontier markets (FM) 
investment appetite has actually held up reasonably well. We expect this idiosyncratic 
outperformance relative to higher beta EM local assets to continue in coming months, 
awaiting the inevitable rebound in this asset. Ironically, we do not see such a rebound 
adversely influencing investor demand for FM assets. In fact, we suspect it would be 
positive.  

Global equities: DM looks secure in the hot seat 

The underperformance of EM equities compared to DM during 2013 has been marked, 
undermining the close correlation that was observable post-crisis until mid-2012. Much 
of the recent underperformance in 2013 is clearly a product of EM currency weakness. 
Together, it strongly points to the rotation out of EM into DM.  

Interestingly, while the MSCI EM equity index was down 7.9% in 2013, MSCI DM was 
up 24.1% and MSCI FM followed the DM performance returning 22.4%. MSCI Africa 
followed FM and DM increasing 27.4% in 2013.  

Back in Sep 13, we had felt the break-down in the relationship between MSCI EM and 
DM (see Figure 7) had probably gone far enough, and we were looking for something of 
a reversal in fortune. Actually we underestimated the momentum behind the rotation 
out of EM into DM. While we are sure there will be a reversal in EM equity performance 
relative to DM at some point, we are not sure what the catalyst will be. We suspect as 
with EM FX it will take its lead from UST yields topping out, which looks like it may take 
some time yet. 

Figure 6: Risk sentiment elevated by liquidity withdrawal 

 

Source: Bloomberg, Standard Bank Research 
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So what of FM returns in 2014? It seems to us that FM including Africa (ex SA) looks 
set to benefit from a continuation in the present positive DM global risk sentiment or a 
rebound in EM sentiment. Barring a bout of global risk aversion, which hits both DM 
and EM, FM returns look set to be determined by the idiosyncratic local stories.  

African FX: moderate weakness against DM continues 

The general depreciating trend of African currencies in recent years continued in 2013.  
Our AF10 index (which includes 10 of the most easily traded African currencies) 
depreciated 6.2% against the USD in 2013. However, where the ZAR and the BWP 
(which is heavily linked to the ZAR) are removed from the picture, the AF8 was down a 
more modest 3.9%. Both outperformed our EM10 FX measure, which depreciated 8.2% 
against the USD during 2013.   

When the interest rate differential is added into the picture, the AF10 returned a 
positive 7.4% and the AF8 a positive 3.6%. This compared to a negative 3.6% return 
for our EM10 FX measure.  

Figure 8: Global equities: FM equities appear happy to follow DM higher 

 

Source: Bloomberg, Standard Bank Research 
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Figure 7: Correlation between MSCI EM and DM has broken down 

 

Source: Bloomberg, Standard Bank Research 
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In addition, our African index was again significantly less volatile than EM (certainly 
including carry) in recent months, despite EM FX volatility remaining relatively low by 
historic standards. The lower volatility continues to reflect the heavy management 
(generally against the USD) of many currencies by African monetary authorities.  

As ever, the relatively smooth performance of the AF10 index clearly masks significant 
differences across the performances of Africa’s currencies.  

The best-performing African currency since our last publication in Sep 13 was the UGX 
returning 4.8% including carry. We remain relatively happy that the gradual pace of 
USD/UGX downside can continue and that the interest-rate differential will remain 
strongly positive.  

Being short USD/NGN since Sep 13 would have returned a positive 4.3%. Premised on 
a reasonably stable international oil price outlook, we remain happy that USD/NGN 
stability can be maintained in coming months despite the uncertainty around the 
political landscape and more specifically the succession of the CBN governor.  

USD/TZS again went broadly sideways over the last few months since Sep 13, fostering 
a strong positive return of 4.2% from the high interest rate differential. We see the 
sideways price action continuing in coming months. 

The fourth-best-performing currency (including carry) was KES returning 3.8% since 
Sep 13. We are looking for USD/KES to continue trading in an 83.0-88.0 range, albeit 
the risks are probably towards a break on the topside. Nevertheless, we still see 
USD/KES underperforming the forwards in coming months. 

Another stable currency pair, at the official level at least since mid-2013 has been 
USD/EGP which against the NDFs would have returned around 3.1% since Sep 13. 
With the affirmative constitutional vote in the bag, the chance of the some political-
economy normalisation has increased further still. We certainly do not see the 
authorities allowing the USD/EGP stability to waiver much going into mid-year elections 
and it appears Egypt’s regional backers will provide the funding necessary to enable it to 
happen.  

USD/MUR spot also underperformed the forwards over the last few months, returning a 
positive 2.2% since Sep 13 on a short USD/MUR position.  We are looking for 
USD/MUR stability going forward, suggesting a more neutral performance relative to 
the forwards that offer a reasonably modest interest rate differential. 

Figure 9: Outperforming EM YTD 

 

Source: Bloomberg, Standard Bank Research 
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USD/AOA has been relatively flat in recent months against the forwards and we see it 
continuing in coming months. The same can be said of USD/MZN and USD/CDF. 

A short USD/GHS position back in Sep 13 would have fostered a negative return of 
1.9% despite the huge interest rate on offer. Although we are looking for the rate of 
USD/GHS upside to slow in 2014, we need to see where the new unified BOG and 
interbank market rates settle before we would look at going short USD/GHS.  

A short USD/ZMW position back in Sep 13 would have also returned a negative amount 
of the around 2.2%. Actually the tightening in monetary policy, the likely boost to FX 
reserves from external borrowing and higher copper exports and some fiscal 
consolidation suggest to us USD/ZMW will outperform the forwards in coming months.  

A short USD/ZAR position would have returned a negative 8.0% since Sep 13. While 
the unit looks over-extended, the price action continues to look horrible and global 
sentiment extremely adverse towards the ZAR, suggesting the unit can go higher still. At 
this stage we would be looking for any technical pull-backs to position for USD/ZAR to 
go higher still. 

Having demonstrated the strongest downside in the 4 months up to Sep 13, USD/MWK 
has displayed the strongest upside since, return a negative 19.8% even after a 
significant interest rate carry. With interest rates climbing back above 30.0%, we are 
looking for USD/MWK to stabilise in coming weeks/months, fostering another period 
of potential strong downside. 

Figure 10: Carry trade return against the USD since September 13 

 

Source: Bloomberg, Standard Bank Research 
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Figure 11: Carry trade return against the EUR since September 13 

 

Source: Bloomberg, Standard Bank Research 
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African fixed income: stable with nice carry 

Our AF10 simple average local yield curve has remained relatively flat over the last few 
months since Sep 13, delivering a broadly positive return. Our average AF10 10y bond 
index returned around 5.4% during 2013 and, when South Africa and Botswana are 
removed, the AF8 10y yield average return was around 9.3% in 2013. By comparison, 
our EM10 10y index returned a negative 11.6% during 2013.  

Not only do African bonds offer on average over 500 bps of additional carry, but 
Africa’s currencies have also outperformed and their bond prices remained relatively 
stable, while EM10 10y bond prices have declined marginally.  

Back in Sep 13, we were constructive on duration in Kenya looking for inflation to top 
out and the rate cycle to turn. The call panned out fairly well, although our caution over 
the currency was probably a little too conservative. We continue to believe the longer-
dated tax-free infrastructure bonds offer reasonable value here.  

We had also seen a sharp contraction in bond yields in Egypt during the months 
following the military taking back control in Jul 13. Despite further monetary policy 
easing, we had felt that the yield compression was a little artificial and subject to 
reversal. We are still a cautious about buying local Egyptian bonds given the ongoing 
political-economy uncertainty, the poor fiscal position and the ongoing FX shortages 
and rationing. 

Our constructive tone on Nigerian duration back in Sep 13 would have worked out 
reasonably well for the first few months, although yields have backed up again in recent 
weeks as perception of political risk around the elections and the succession of the CBN 
governor have increased. Moreover, the flatness of the curve made duration relatively 
unattractive without a cut in the monetary policy rate that looks a little unlikely any time 
soon. We feel the short-term risk for bonds is for yields to back up further in coming 
months as foreign interest wanes and deficit financing likely increases.    

 

 

Figure 12: EM10 versus AF10 average 10-y bond yield 

 

Source: Bloomberg, Standard Bank Research 
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Figure 13: EM10 versus AF10 average 10-y bond return 

 

Source: Bloomberg, Standard Bank Research 
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Ugandan bond yields have performed well since Sep 13 remaining relatively stable but 
with a nice high carry. We see this continuing and thus remain neutral to positive on 
duration in Uganda. 

Our constructive tone on duration in Ghana panned out reasonably, albeit that the 
compression occurred at the front end of the curve delivering some steepening. Yet 
importantly, the back of the curve (mainly the 3y and 5y bonds) where foreign investors 
dominate, remained relatively stationary, not least because foreign investors have been 
scared off by the weak GHS and the thin market liquidity. Although at around 19.0% 
there is still significant carry on offer, we need to see the BOG stabilise the GHS before 
rates can really start to come down. As ever, much depends on the government 
delivering greater fiscal austerity. We are at best neutral on duration in Ghana at this 
point. 

After the sharp and broadly expected back-up in yield in Zambia, we have turned a little 
more constructive on duration. Unfortunately, the taxes applied and the subsequent 
illiquidity make the long-dated bonds considerably less attractive. Conceptually, we like 
duration, but in reality we would rather hold carry down the curve, where there is a little 
more liquidity. 

Our short-term constructive view on duration in SA back in Sep 13 worked reasonably 
well as the local bonds rallied on the back of yield compression in USTs and some 
consolidation in USD/ZAR. However, as UST yields pushed north again SA yield moved 
with them. Interestingly, while the upside in USD/ZAR has been reasonably extreme 
since early Dec 13, bond yields have remained relatively stable. While another multi-
week pull back lower in USD/ZAR looks on the cards probably fostering a degree of 
moderate yield compression, we would fade such moves suspecting that the bias on 
rates remains to the topside, with some further bear steepening.  

African equities: following DM markets higher 

During 2013 Africa’s equity markets have not been part of the rotation out of EM into 
DM. Indeed, their performances in line with many other frontier markets have been 
broadly in line with the star performing US market. The price action suggests that global 
investors are becoming rather more discerning and differentiating. 

Certainly, there has been a growing demand for frontier equity assets including those in 
Africa that does not appear to have been undermined by the negative tone in the larger 
emerging markets including South Africa.  

Figure 14: AF10 yield curve: simple yield average 

 

Source: Bloomberg, Standard Bank Research 
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Africa’s equity markets appear to be in something of a win/win situation in so far as the 
external climate goes. Firming global growth and an ongoing bullish equity tone for DM. 
Should a there be a bullish rebound in EM equities, we suspect the FM bid will remain in 
place. That said, Africa’s equity markets still have to meet some requirements in so far 
as their idiosyncratic factors still need to be positive. Broadly speaking, they are. 

Although Nigeria came late to the post-crisis equity rebound, it has been a strong 
outperformer over the last couple of years doubling the value of the equity index in the 
process. We suspect the upside can continue, but we are looking for a slowing in the 
pace of upside. Clearly the technical for FM equities remain positive and Nigeria is a key 
component of the asset class. Growth remains strong and the size of the economy is 
likely to be revised up drawing attention to the importance of the economy to Africa 
more generally. The PE valuation on the index at around 14.6 is high but not 
ridiculously stretched. Perhaps key will be the currency, which we believe can remain 
stable in 2014, keeping interest rates contained. The risks come from oil prices (as ever) 
and enhanced political uncertainty from upcoming elections amid fracturing in the ruling 
PDP and a change in the leadership of the CBN.    

The rebound in Kenya’s equity market following the drastic macro-economic instability 
of 2011 has delivered returns of almost 60% in the last couple of years. We think it can 
go higher still. The index’s PE ratio at around 16.4 is clearly high, but not too silly. 
Growth is picking up and interest rates look set to decline in line with inflation, which is 
unlikely to unduly pressure the currency at present.  

The Egyptian equity market (EGX30) is up over 60.0% since the military took back 
control of the country in early Jul 13 and is now back to levels just before the Arab 
spring revolution really got going in Jan 11. The index is still some 40% away from the 
2008 highs. There does appear to be a considerable amount of the good news priced 
into the market, given the heavy reliance on regional financial support to prevent a 
fiscal and currency crisis. Indeed, the good news is reflected in a PE valuation of 35. 
Nevertheless, while political economy developments head in the right direction and 
interest rates remain negative, we suspect the market will drift higher still. 

Morocco’s equity market has been an extraordinary underperformer since the Arab 
spring in Jan 11. The MADEX Float index is presently down 33.0% from early Jan 11 
levels even after rallying modestly since Sep 13. Despite the index’s relatively 
unattractive ratio of around 15, we are actually reasonably constructive on Morocco 
equities. The twin deficits now look like they are stabilising and some much needed 
structural adjustment is underway. The economy will also benefit from the better than 
expected growth, even in Europe. 

Figure 15: African equity upside looks set to persist 

 

Source: Bloomberg, Standard Bank Research 
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Although South Africa’s JSE All-share index was up around 16.0% in 2013 in ZAR 
terms, this produced a negative return of over 6.0% in USD terms. Ironically, the ZAR 
denominated index continues to trade very closely with US equities, which have 
performed extremely well in 2013. Indeed, a continuation in this relationship suggests 
our generally bullish US equity prognosis for 2014 will foster some further upside for 
the JSE. However, our USD/ZAR prognosis suggests USD returns will again be muted or 
negative. Certainly, the equity flow data into SA suggests flows have been negative 
through H2:13, which appears to have continued in early Jan 14. While we are 
reasonably happy that the sharp ZAR re-pricing of recent years in conjunction with 
faster growth across the OECD will foster economic restructuring and better growth 
further out, we are not sure that the negative cycle has turned just yet. Moreover, the 
index’s PE ratio of around 20 looks expensive.  

African Eurobonds: outperforming a struggling EM asset class 

After the crazily strong performance in 2012, there were few doubts that returns in EM 
sovereign Eurobonds would be hard won in 2013. The return on the EMBI Global index 
was down 6.6% in 2013. Although this looked positive relative to EM local bond indices 
(the EM GBI was down 8.3% in 2013), the asset class has clearly lost a great deal of its 
lustre. Part of the decline was the price of the underlying asset class (US Treasuries) and 
part was a widening in spreads over UST in line with a re-pricing higher of risks facing 
the major EM economies. Indeed, high-yield global corporate bond indices returned a 
positive 7.5%, suggesting they were less concerned by a pick-up in UST yields.  

African Eurobond proved strong outperformers within the asset class return a more 
modest negative return of 1.7% (including SA) and just 0.6% (excluding SA). Part of 
the outperformance is the mildly lower duration of African Eurobonds. They also have 
higher yields. But more interestingly, there was less spread widening. Indeed, African 
Eurobond spreads are back to levels seen prior to the May/Jun 13 sell-off. The spread 
on EMBI global is some 50-60 bps wider. 

We are not convinced that the asset class is out of trouble. Although the upside in UST 
yields appears to be taking a bit of a breather, it seems to us that they will climb higher 
during 2014 with the 10y yield heading for 4.0%. We suspect the negative sentiment 
towards a number of the larger EM sovereigns will continue until this process has run its 
course. Against such a backdrop, being positioned short duration will again pay off.  

The other clear differentiator will be oil prices, which looks set to remain relatively stable 
as they have for most of 2013. Despite stronger GDP growth, we suspect the risks to 
this view are to the downside, especially should the big technical support around 
USD100/bbl on front month Brent be taken out.  

Certainly, Nigeria, whose fiscal position cleared at around USD115/bbl on Brent in 
2013 (compared to an average of USD109/bbl) is likely to struggle in an election year 
should oil prices drop further. We are negative on Nigerian Eurobonds.  

We continue to feel the valuations of Gabon 17s and 24s are too tight seeing better 
value in Angola 19s and Republic of Congo 29s. 

The other heavily commodity dependent credit is arguably Zambia 22s (on copper). The 
marked deterioration in the fiscal position has meant Zambia was arguably the worst 
performing African credit in 2013. It now appears to offer some value, especially if it 
manages to deliver the fiscal consolidation outlined in the budget. However, we are 
tempted to wait for the planned new Eurobond issue before getting involved, as we 
suspect the new bond will foster some further downward price adjustment for the 22s.  
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The other star underperforming African sovereign credit in 2013 was Ghana. The 
market continues to doubt the ability of the government to deliver the fiscal 
consolidation necessary to restore macroeconomic balance. We believe the shorter 17s 
look reasonably attractive as we expect the government’s fiscal actions to start 
demonstrating some improvement. Risk comes from some further potential downward 
re-pricing from a fresh Eurobond issuance in coming months, if it occurs ahead of the 
expected improvement in the fiscal data.  

We remain negative on Morocco 22s and 42s after the outperformance during 2013 as 
the bonds are now trading tight to Turkey and in line with South Africa.  

We continue to see little in the political economy fundamentals to suggest value in 
Tunisia 27s at present. We remain negative on the credit.  

We are neutral to negative on Senegal 21s, awaiting more issuance, which is unlikely to 
pull the price lower.  

We are neutral to positive on Mozambique 20s (MEMATU) albeit with some noise 
expected ahead of elections later in 2014. 

We are neutral to positive on Rwanda expecting a degree of positive re-pricing following 
investor visits to Kigali in May for the AfDB annual meetings.  

We are neutral to positive on Tanzania 20s, believing the credit will continue to trade 
broadly sideways providing another solid hiding place in 2014. 

The sell-off in South Africa’s Eurobonds during 2013 appears to have revealed some 
spread value on historic basis. In fact, we are becoming more constructive on SA and 
other EM credits which have had significant currency re-pricing. Although we suspect 
the rebound trade in SA may have to wait for the elections in Q2:14. 

We are positive on Namibia, feeling that its re-pricing lower with South Africa is 
probably not justified.   

Our constructive view on Egypt 20s and 40s in Sep 13 panned out well in recent 
months and, although the credits have now come a long way, we believe they can rally 
further as the potential of a workable political economy solution (with regional 
financing) plays out.   
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African Eurobonds 
     Spread, bps Spread change, bps Total return, % 
Name S&P/Moody/Fitch Ask Price Mod 

Dur 
Yield, % Over UST Z-Spread 1 

mth 
YTD 12mths 1 

mth 
YTD 12mths 

ANGOL 7% 16-AUG-2019 BB-/Ba3/- 108.63 3.2 4.4 347 315 -7 10 43 -0.1 -0.3 1.0 
REPCON 3% 30-JUN-2029 -/-/- 93.00 6.6 6.1 374 339 -18 -19 -137 -0.1 1.1 2.6 
EGYPT 5.75% 29-APR-2020 B-/Caa1/B- 100.00 5.1 5.7 396 368 -32 -60 -33 1.4 3.7 2.9 
EGYPT 6.875% 30-APR-2040 B-/Caa1/B- 89.50 11.1 7.8 448 441 -8 -24 17 1.1 5.1 -4.3 
GABON 8.2% 12-DEC-2017 BB-/-/BB- 116.25 3.4 3.7 261 244 -4 3 28 -0.3 -0.2 0.3 
GABON 6.375% 12-DEC-2024 BB-/-/BB- 104.50 7.3 5.8 324 300 -4 -39  0.3 4.0  
GHANA 8.5% 04-OCT-2017 B/-/B 107.13 3.1 6.3 535 515 -9 19 177 -0.1 -0.6 -2.6 
GHANA 7.875% 07-AUG-2023 B/B1/B 96.25 6.3 8.5 621 581 2 32  -0.3 -0.8  
IVYCST 2.5% 31-DEC-2032 -/-/- 89.38 7.6 7.4 479 448 3 24 2 -0.5 -0.9 -0.9 
MOROC 4.25% 11-DEC-2022 BBB-/-/BBB- 95.50 7.2 4.9 236 219 -14 -18 36 0.7 2.3 -5.4 
MOROC 5.5% 11-DEC-2042 BBB-/-/BBB- 89.50 13.5 6.3 279 275 -10 -16 37 1.5 4.9 -10.1 
MEMATU 6.305% 11-SEP-2020 -/B1u/- 95.25 4.0 7.5 614 545 9 16  -0.6 -0.3  
REPNAM 5.5% 03-NOV-2021 -/Baa3/BBB- 102.50 6.2 5.1 289 266 7 24 62 -0.7 -0.6 -5.0 
NGERIA 5.125% 12-JUL-2018 BB-/-/BB- 103.13 4.0 4.3 299 287 4 -1  -0.3 -0.1  
NGERIA 6.75% 28-JAN-2021 BB-/-/BB- 109.25 5.5 5.2 324 291 -1 7 82 -0.2 0.2 -5.1 
NGERIA 6.375% 12-JUL-2023 BB-/-/BB- 104.75 7.1 5.7 324 301 2 7  -0.3 0.2  
RWANDA 6.625% 02-MAY-2023 B/-/B 97.25 6.7 7.0 465 437 3 -10  -0.2 1.9  
SENEGL 8.75% 13-MAY-2021 B+/B1/- 111.25 5.4 6.8 488 451 2 30 63 -0.3 -0.6 -2.4 
SEYCHE 3% 01-JAN-2026 -/-/B 87.63 5.2 9.5 770 727 -11 16 -44 -1.3 -1.8 5.6 
SOAF 8.5% 23-JUN-2017 BBB/Baa1/BBB 118.25 3.0 2.8 197 181 15 -14 -20 -0.8 0.2 2.0 
SOAF 6.875% 27-MAY-2019 BBB/Baa1/BBB 114.44 4.5 3.9 230 209 1 17 65 -0.3 -0.5 -3.2 
SOAF 5.5% 09-MAR-2020 BBB/Baa1/BBB 107.13 5.1 4.2 239 213 5 13 72 -0.5 -0.2 -4.6 
SOAF 5.875% 30-MAY-2022 BBB/Baa1/BBB 108.00 6.6 4.7 235 216 5 13 74 -0.4 0.2 -7.0 
SOAF 4.665% 17-JAN-2024 BBB/Baa1/BBB 96.75 7.8 5.1 242 224 8 10 105 -0.6 0.2 -9.6 
SOAF 5.875% 16-SEP-2025 BBB/Baa1/BBB 105.00 8.3 5.3 251 229 2 15  0.0 0.4  
SOAF 6.25% 08-MAR-2041 BBB/Baa1/BBB 105.25 13.0 5.9 238 232 3 16 70 -0.1 0.8 -14.0 
TNZNIA 6.4499% 08-MAR-2020 -/-/- 106.05 3.5 5.7 456 425 -3 -13  -0.3 0.4  
BTUN 8.25% 19-SEP-2027 NR/Ba3/WD 105.75 8.1 7.6 482 452 2 15 37 -0.3 -0.1 -4.4 
ZAMBIN 5.375% 20-SEP-2022 B+/-/B 85.50 6.5 7.7 537 511 17 55 201 -1.3 -2.5 -12.6 
Source: Bloomberg; Standard Bank Research 

 

Figure 16 African sovereign and corporate USD bonds (spread over US Treasuries versus modified duration) 

 

Source: Bloomberg, Standard Bank Research 
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Figure 17: African and broader EM bonds (spread over US Treasuries versus credit rating) 

 

Source: Bloomberg, Standard Bank Research 
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Figure 18: African Eurobonds (5 yr performance) 

 

Source: Bloomberg, Standard Bank Research 
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Figure 19: African Eurobonds (1 yr performance) 

 

Source: Bloomberg, Standard Bank Research 
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Figure 20: African Eurobonds spread over UST (5 yr) 

 

Source: Bloomberg, Standard Bank Research 
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Figure 21: African Eurobonds spread over UST (1 yr) 

 

Source: Bloomberg, Standard Bank Research 
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Figure 22: Local 2 year bonds vs past and forecasted inflation 

 

Source: Bloomberg, Standard Bank Research 
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 Figure 23: Local 10 year bonds vs past and forecasted inflation 

 

Source: Bloomberg, Standard Bank Research 

 

BWP 

EGP 

KES 

NGN 

ZAR 

TZS 

UGX 

BRL 

COP MXN 

PEN HUF 

PLN 

RON 

RUB 

TRY 

CNY 

INR IDR 

KRW 
MYR 

0.0

4.5

9.0

13.5

18.0

0 2 4 6 8 10 12

%
 

Average CPI, % (2009-2015) 

 Figure 24: Local carry rates vs implied vols 

 

Source: Bloomberg, Standard Bank Research 

 

BWP 

EGP 

GHS 

KES 

MUR 

NGN 

ZAR 

TZS 

UGX 

ZMW 

BRL 

COP 
MXN 

PEN 

HUF PLN 

RON 

RUB 

TRY 
INR 

IDR 

KRW MYR 

0

4

8

12

16

20

0 2 4 6 8 10 12 14 16 18

Ca
rr

y 
3

m
 N

D
F 

(F
or

w
ar

d)
 Im

pl
ie

d 
Yi

el
d,

 %
 

Implied (or historical) 3m ATM Volatility, %  

Series1 Series2 Series3 Series4

  
19  



  
Standard Bank African Markets Revealed 
 January 2014 

Table of expected returns over the next 3 months,% 
   Yield in 3 months, % Expected returns, % 
Country Tenor Current 

yield, % 
Slide Forward SB 

forecast 
Slide Forward SB 

forecast 
Botswana 2Y 3.92 3.81 4.05 3.50 1.2 0.8 1.7 
 5Y 4.95 4.88 5.05 4.60 1.5 0.8 2.7 
 10Y 5.83 5.80 5.92 5.25 1.7 0.8 5.7 
Egypt 2Y 11.92 11.88 11.93 12.50 3.0 3.0 2.0 
 5Y 12.66 12.59 12.73 13.50 3.4 2.9 -0.3 
 10Y 14.65 14.56 14.79 16.00 4.1 2.9 -6.3 
Ghana 2Y 19.74 19.76 19.85 19.25 4.9 4.8 5.8 
 5Y 19.03 19.16 19.05 19.75 4.4 4.7 1.8 
Kenya 2Y 11.41 11.38 11.45 10.00 2.9 2.8 5.3 
 5Y 11.81 11.79 11.87 11.80 3.0 2.7 3.0 
 10Y 12.38 12.36 12.44 12.00 3.2 2.8 5.9 
Nigeria 2Y 13.02 12.98 13.23 13.20 3.3 2.9 2.9 
 5Y 13.15 13.16 13.27 13.50 3.3 2.9 1.9 
 10Y 13.20 13.21 13.28 13.50 3.2 2.9 1.1 
South Africa 2Y 6.49 6.40 6.61 6.50 1.8 1.4 1.6 
 5Y 7.42 7.35 7.52 7.25 2.1 1.5 2.6 
 10Y 8.27 8.24 8.36 8.25 2.3 1.5 2.2 
Tanzania 2Y 15.52 15.61 15.50 14.00 3.7 3.9 6.5 
 5Y 15.40 15.42 15.39 14.50 3.8 3.9 7.6 
Uganda 2Y 13.67 13.54 14.31 12.00 3.6 2.4 6.3 
 5Y 14.11 14.10 14.44 13.50 3.5 2.4 6.0 
 10Y 14.25 14.26 14.48 14.25 3.5 2.4 3.6 
Zambia 2Y 15.81 15.71 16.86 14.50 4.1 2.3 6.2 
 5Y 16.30 16.28 16.80 15.00 4.2 2.5 9.5 
Source: Bloomberg, Standard Bank Research 
Notes: Yield curve scenarios: “Slide” = the bond yields slide along the unchanged yield curve, “Forward” = the yield  curve 
evolves according to its embedded forward rates, “SB forecasts”= Standard Bank Research expectations. 
 

 

Asset class expected performance summary (4 months) 

 FX Rates Credit Equity 

Angola → → ↑  

Botswana ↓↓ →  ↑ 

Côte d’Ivoire ↓ → ↑ ↑ 

Democratic Republic of the Congo → →   

Egypt → → ↑ ↑↑ 

Ethiopia ↓ →   

Gabon ↓ → ↓  

Ghana ↓↓ → ↑ ↑ 

Kenya → ↑↑  ↑↑ 

Malawi → ↑   

Mauritius → → ↓ ↑ 

Morocco ↓ → ↓ ↑ 

Mozambique → → ↑ ↑ 

Namibia ↓↓ ↓ ↑ ↑ 

Nigeria ↓ ↓ ↓ ↑ 

Republic of the Congo ↓ → →  

Rwanda ↑ → ↑ ↑ 

Senegal ↓ → ↓  

Sierra Leone → ↑↑   

South Africa ↓↓ ↓ → ↑ 

Tanzania → ↑ ↑ ↑ 

Tunisia ↓ ↑ ↓ ↓ 

Uganda ↑ ↑  ↑ 

Zambia → ↑ → ↑ 

Source: Standard Bank Research 
Notes: Arrows up (↑↑, ↑) = positive return on the asset class (significant and moderate, respectively), arrows down (↓↓, ↓) = 
negative return on the asset class (significant and moderate, respectively), horizontal arrows (→) = sideways. FX is against USD 
and including carry rates. Rates and Equity are in local currency. Credit is in USD. 
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Angola: ready for succession?  

Election results 

Legislative election (2012) % of votes Seats 

Movimento Popular de Libertação de Angola 
(MPLA) 

71.8 175 

União Nacional para a Independência Total de 
Angola (UNITA) 

18.7 32 

Convergência Ampla de Salvação de Angola - 
Coligação Eleitoral (CASE-CE) 

6.0 8 

Partido de Renovação Social de Angola (PRS) 1.7 3 

Frente Nacional de Libertação de Angola (FNLA) 1.1 2 

Nova Democracia União Eleitoral (ND) 0.2 0 

Source: Comissao Nacional Eleitoral 
 

 

 

Political risk: interesting times 

The not so recent news that President Eduardo dos Santos is 
considering his successor continues to take precedence in 
Angola’s political arena. The likes of Vice President Manuel 
Vicente, former Vice President Fernando da Piedade Dias dos 
Santos, Julius Mateus Paulo, the MPLA’s general secretary and 
General Jose Maria, head of the military intelligence agency, are 
names that have emerged as possible successors. While we 
believe that there will be no major shifts to current government 
policies arising from a change of leadership, the succession will 
still garner major interest. Nevertheless, a change in leadership 
does not seem imminent and will likely be considered carefully 
by dos Santos and the ruling party. Meanwhile, it seems that 
Angola’s first local elections have been postponed and will now 
most likely take place only in 2015.  

 

 
GDP growth: below target 

The latest GDP estimate from the Ministry of Finance suggests 
that growth was well below its target of 7.1% in 2013, only 
reaching 5.1%. Its analysis shows that non-oil growth continued 
to outpace growth in the oil sector, accelerating to 6.5% in 
2013 from 5.6% in 2012. Oil sector growth, which was the 
main contributor to the subdued growth performance, slowed to 
2.6% from 4.3% in 2012. However, we do expect some 
acceleration in the pace of GDP growth in 2014 to 6.9%. Our 
growth prognosis stems from the prospect of increased public 
investment in economic and social infrastructure, which should 
culminate in another strong performance of non-oil sectors 
including agriculture, construction and manufacturing. 
Expansion plans for the oil and gas sector, including the start of 
production from the CLOV project in Q2:14, will also bode well 
for growth in the oil sector in 2014. 

Composition of GDP 

 

Source: Standard Bank Research, BNA, INE 
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 Q1:12 Q2:12 Q3:12 Q4:12 Q1:13 Q2:13 Q3:13 Q4:13 Q1:14 Q2:14 Q3:14 Q4:14 

GDP (% y/y) pa 5.4 6.2 6.0 5.4 5.4 5.4 5.6 5.8 6.7 6.8 6.9 7.0 

CPI (% y/y) pa 11.3 10.5 9.9 9.5 9.0 9.1 9.0 8.0 8.0 8.3 8.4 8.7 

M3 (% y/y) pe 24.2 20.2 11.6 6.0 6.7 9.0 14.5 18.8 22.0 20.8 19.9 19.1 

CA/GDP (%) pe 12.1 12.1 12.1 12.1 6.8 6.8 6.8 6.8 3.6 3.6 3.6 3.6 

FX reserves (USD bn) pe 29.8 30.7 30.4 33.4 35.0 35.1 36.1 35.5 35.9 36.3 36.7 37.1 

Import cover (mths) pe 7.8 8.0 8.0 8.7 8.1 8.2 8.4 8.3 7.8 7.9 8.0 8.1 

3-m rate (%) pe 3.9 3.2 2.7 3.5 3.5 3.0 2.5 3.5 3.4 3.4 3.3 3.2 

1-yr rate (%) pe 4.5 3.6 4.0 5.1 5.1 5.9 4.7 5.2 5.0 4.9 4.8 4.7 

USD/AOA pe 94.9 95.4 95.4 95.8 96.0 96.3 97.4 97.6 97.8 98.1 98.2 98.8 

REER pe 165.2 177.8 176.8 179.5 181.7 187.2 192.9 195.0 197.9 200.8 203.8 206.7 

NEER pe 89.2 94.4 93.1 92.7 92.8 94.6 96.7 98.1 99.4 100.7 101.9 103.2 

Source: Banco Nacional de Angola; Bloomberg; Angola Ministry of Finance; Standard Bank Research 
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BOP developments 

 

Source: Standard Bank Research , BNA, INE 
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Fiscal policy: into deficit territory 

We expect revenues to increase marginally in 2014, partially 
due to the new customs tariff which came into effect on 1 Jan. 
Beyond this, the ability of the government to significantly widen 
its tax base outside the oil sector remains limited. The growth in 
expenditure (as a result of the NDP and the inclusion of quasi-
fiscal operations in the budget) should outpace revenue 
collections considerably in FY2014. We therefore expect a 
deficit of 2.0% of GDP in 2014 from a surplus of 0.3% of GDP 
in 2013. The Ministry of Finance expects a budget deficit of 
about 4.9% of GDP in this period but we feel that the budget 
will continue to be characterised by under spending. The deficit 
should widen to about 4.4% of GDP in FY2015. A rise in capital 
expenditure will constitute most of the budget increase for 
FY2014. Our projected deficit of AOA280bn in FY2014 will be 
financed externally as net domestic financing continues to 
remain negative. 

Central government budget 

% of GDP 2012 2013e 2014 2015 

Total revenue (+ grants) 46.4 37.9 34.5 31.4 

Oil 37.6 28.8 25.4 23.0 

Total expenditure  39.7 37.7 36.6 35.7 

Current 29.2 28.2 25.0 23.0 

Interest 1.0 1.0 0.8 0.9 

Transfers 6.9 6.0 5.6 6.2 

Development 10.5 9.5 11.6 12.7 

Overall balance (+ grants) 6.7 0.3 -2.0 -4.4 

Source: Angola Ministry of Finance; Standard Bank Research 

 

Monetary policy: below target inflation 

Disinflation was the theme for H2:13 with the headline number 
slowing to 7.7% y/y in Dec from the 2013 peak of 9.3% in 
May. We do expect inflation to rise in 2014 but it will likely 
remain below the BNA’s target objective of 10%. We forecast 
headline inflation to reach 9.0% by year-end. Our outlook for 
food inflation, which usually contributes most to the overall 
figure and represents about 44% of the inflation basket, 
remains relatively benign. We expect that the BNA should 
remain relatively accommodative in 2014. The BNA reduced the 
Central Bank rate by a cumulative 75bps in 2013, leaving it at 
9.25% in Dec. While single-digit inflation will be difficult to 
maintain going forward, partially due to an increase in domestic 
consumption, its most likely that the BNA will continue to keep 
the exchange rate stable, which is currently the main anchor for 
monetary policy. 

Inflation and interest rates 

 

Source: Banco Nacional de Angola; Standard Bank Research 

 

8.0

9.0

10.0

11.0

12.0

13.0

14.0

15.0

16.0

17.0

Apr-10 Nov-10 Jun-11 Jan-12 Aug-12 Mar-13 Oct-13

CPI Central Bank Rate

% 

Balance of payments: lower C/A surplus 

We estimate that the C/A registered a surplus of 6.8% of GDP 
in 2013, from 12.1% of GDP in 2012, mainly as a result of a 
narrower trade surplus. The C/A will continue to be eroded by 
the negative balance in the trade of services and outflows of 
income. Although the C/A will remain in surplus for a while still, 
we expect that it will contract to 3.6% of GDP in 2014. While 
exports will likely improve from an increase in oil production and 
export volumes, the acceleration in import growth to support 
the objectives of Angola’s National Development Plan (NDP), 
will be superior. Portfolio flows, together with net FDI, are likely 
to remain negative in 2014 and 2015, the latter mainly being a 
result of Angola’s large offshore investments. Nevertheless, the 
overall BOP position should remain favourable to accumulate FX 
reserves. Gross FX reserves increased to USD35.1bn by Nov 13 
from USD33.4bn in Jan 13. We expect them to increase to 
USD37.1bn by the end of 2014.  
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FX outlook: stable  

Our core scenario remains that the BNA will maintain USD/AOA 
stability. We expect marginal depreciation in the kwanza for 
2014, with USD/AOA reaching about 98.8 by Dec 14 from 
97.6 in Dec 13. Although, USD/AOA has been slightly volatile 
in 2013 following the implementation of the FX law relating to 
the oil and gas sector, liquidity conditions seems to have 
normalised somewhat. The management of oil sector flows by 
the domestic banking system, which now receives the bulk of oil 
sector transactions, will in large part influence USD/AOA 
volatility going forward. That said, ultimately the BNA remains a 
major source of liquidity in the interbank market and will decide 
on currency flexibility and the relevance of the interbank FX 
market. It is also most likely that maintaining USD/AOA stability 
will continue to be the preferred monetary anchor for the 
foreseeable future. 

USD/AOA: forwards versus forecast 

 

Source: Bloomberg; Standard Bank Research 
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Source: Banco Nacional de Angola; Standard Bank Research 
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Bond outlook: the long-waited Eurobond? 

The price of Angola’s 7-year loan participation note (LPN) was 
down to 108.6 by the end of Dec 13 from highs of around the 
114 levels seen in Jan. The spread on the 19s narrowed to 
about 283.bps at the end of Dec 13 from about 590 bps seen 
in late Jun. In comparison, the spread compression of the 
Nigerian 21s also rated BB-, underperformed. Angola’s plans for 
an increase in external borrowing in 2014 should contribute 
more upward pressure on Angola19s’ yields. The external 
borrowing also includes a Eurobond that was meant to be issued 
in 2013, but is now planned for 2014. The issuance of the 
Eurobond, to fund government-led investment projects, will 
largely depend on whether or not the government will suffer 
further project delays and continue to underspend into 2014. 
The net negative supply of local debt suggests that there will be 
continued downward pressure on AOA T-bill and bond yields 
during 2014.  

 

LPN Angola 19 

 

Source: Bloomberg 
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Angola: annual indicators 
 2009 2010 2011 2012 2013 2014 2015 

Output        

Population (million)  18.5 19.1 19.6 20.2 20.8 21.2 21.9 

Nominal GDP (AOAbn)  5989 7580 9780 10897 11965 13795 16092 

Nominal GDP (USDbn) 75.6 82.5 104.4 114.3 124.0 140.5 162.0 

GDP / capita (USD)  4087 4328 5318 5654 5954 6629 7397 

Real GDP growth (%)  2.4 3.4 3.4 5.8 5.6 6.9 7.1 

Oil production ('000 bpd) 1795 1831 1690 1747 1756 1800 1850 

Central Government Operations         

Budget balance (excl. Grants) / GDP (%) 5.3 5.3 10.2 6.7 0.3 -2.0 -4.4 

Domestic debt/GDP(%) 16.3 16.0 11.8 8.9 9.7 10.7 12.1 

External debt /GDP (%) 20.0 19.0 19.6 19.2 19.4 22.1 24.9 

Balance of Payments         

Exports of goods & services (USDbn) 41.5 51.5 68.0 71.9 73.5 74.7 77.2 

Imports of goods & services (USDbn) 41.8 35.4 43.9 45.8 51.6 55.0 58.9 

Trade balance (USDbn) -0.4 16.0 24.1 26.0 21.8 19.7 18.3 

Current account (USDbn) -7.6 7.5 13.1 13.9 8.4 5.1 4.1 

- % of GDP -10.0 9.1 12.5 12.1 6.8 3.6 2.5 

Capital & Financial account (USDbn) 2.5 -1.6 -4.0 -9.4 -5.6 -3.5 -2.6 

- FDI (USDbn) 2.2 -4.6 -5.1 -8.5 -6.4 -4.5 -3.4 

Basic balance / GDP (%) -7.1 3.6 7.6 4.7 1.6 0.4 0.5 

FX reserves (USDbn) pe 13.7 19.7 27.9 33.4 35.5 37.1 38.7 

- Import cover (mths) pe 3.9 6.7 7.6 8.7 8.3 8.1 7.9 

Sovereign Credit Rating        

S&P NR B+ BB- BB- BB- BB- BB- 

Moody’s NR B1 Ba3 Ba3 Ba3 Ba3 Ba3 

Fitch NR B+ BB- BB- BB- BB- BB- 

Monetary & Financial Indicators        

Consumer inflation (%) pa 13.7 14.4 13.5 10.3 8.8 8.4 9.6 

Consumer inflation (%) pe 14.0 15.3 11.4 9.0 7.7 9.0 10.2 

M3 money supply (% y/y) pa 45.4 16.5 22.4 15.5 12.2 20.8 16.8 

M3 money supply (% y/y) pe 21.5 21.5 33.2 6.0 18.8 19.1 14.6 

BNA policy rate (%) pa   10.5 10.3 9.8 8.7 8.1 

BNA policy rate (%) pe   10.5 10.3 9.3 8.5 8.0 

3-m rate (%) pe 15.0 11.0 3.9 3.5 3.5 3.2 3.6 

1-yr rate (%) pe 20.4 13.6 5.0 5.1 5.2 4.7 5.8 

USD/AOA pa 79.2 91.9 93.7 95.3 96.5 98.2 99.3 

USD/AOA pe 89.2 92.6 94.6 95.8 97.6 98.8 100.0 

REER pa (2005=100) 163.0 149.3 155.8 173.4 191.0 202.3 215.4 

NEER pa (2005=100) 111.1 92.6 88.8 92.0 93.7 101.3 103.8 

Source: Banco Nacional de Angola; Angola Ministry of Finance; Standard Bank Research; Bloomberg 
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Botswana: gaining momentum  

Political risk: internal strife brought to fore  

Primary elections have given rise to substantial internal conflict 
and tensions within the ruling party, the Botswana Democratic 
Party (BDP). This as a number of prominent members of the 
BDP lost their position in primaries that were marred by 
allegations of irregularities. We are likely to see the BDP 
intensify its efforts to maintain its credibility and limit the fallout 
from these elections. The BDP’s success in doing so as well as 
its ability to avert further controversy at upcoming primary and 
by-elections is crucial in light of the upcoming general elections 
in Oct 14. The prospect of low public participation in the 
elections as well as a lack of greater cohesion amongst 
opposition parties, is however likely to limit the ability of other 
parties gaining substantially from the controversy surrounding 
the BDP. The IEC will seek to garner greater enthusiasm for the 
elections in a second round of voter registration in Feb 14; the 
first round saw less than a third of eligible voters registering. 

Election results (2009) 

Legislative election Seats % of votes 

Botswana Democratic Party (BDP) 45 52.9 

Botswana National Front (BNF) 6 22.8 

Botswana Congress Party (BCP) 4 19.9 

Botswana Alliance Movement (BAM) 1 2.2 

Botswana People’s Party (BPP) 0 1.1 

New Democratic Front (NDF) 0 0.1 

MELS Movement of Botswana 0 0.1 

Independents 1 0.9 

Total 57 100 

Source: Independent Electoral Commission 

 

GDP growth: above expectations 

The latest GDP data suggest growth was an impressive  
7.4% y/y in Q2:13, up significantly from 3.3% y/y in Q1:13 
and 3.3% in the same period a year earlier. This was mainly 
driven by a rebound in activity in the mining sector. Growth in 
this sector reached 15.6% y/y, from -3.6% y/y in Q1:13 and  
-5.8% y/y in the same period a year earlier. We expect growth 
to reach 4.9% y/y in 2013, accelerating further in 2014 to 
5.1% y/y. This is likely to follow from strong growth in fixed 
capital formation (driven by private investment in energy and 
mining) as well as expansion in private consumption (supported 
by the benign inflationary outlook). Growth in mining output is 
furthermore likely to benefit the contribution of net exports to 
GDP, through an improved trade balance. Government 
expenditure will once again make a limited contribution to 
growth as the government aims to achieve further fiscal 
consolidation.  

 

        
           

Composition of GDP 

 

Source: Bank of Botswana, CSO, Standard Bank Research 
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Quarterly indicators 
 Q1:12 Q2:12 Q3:12f Q4:12f Q1:13 Q2:13 Q3:13 Q4:13e Q1:14f Q2:14f Q3:14f Q4:14f 

GDP (% y/y) pa 5.8 3.3 3.5 4.1 3.3 7.4 4.0 4.8 5.7 4.2 5.2 5.4 

CPI (% y/y) pa 8.4 7.5 7.0 7.3 7.5 6.4 5.4 4.4 3.8 4.0 4.5 4.8 

M3 (% y/y) pa 6.5 9.7 8.6 10.3 7.9 7.0 3.9 6.9 9.4 8.7 7.8 7.6 

CA/GDP (%) pe -4.7 -4.7 -4.7 -4.7 5.0 5.0 5.0 5.0 4.1 4.1 4.1 4.1 

FX reserves (USD bn) pe 8.1 7.8 7.8 8.0 7.5 7.6 7.8 7.9 7.9 8.0 8.1 8.1 

Import cover (mths) pe 12.2 11.8 11.8 12.1 10.8 11.0 11.3 11.4 11.4 11.6 11.7 11.7 

3 mth rate (%) pe 5.4 5.3 5.4 5.4 5.4 4.8 3.7 3.6 3.4 3.5 3.8 4.5 

5 yr rate (%) pe 5.5 6.3 6.2 6.1 6.1 5.7 5.2 4.9 4.8 4.6 4.9 5.5 

USD/BWP pe 7.26 7.64 7.83 7.79 8.23 8.57 8.57 8.75 9.03 8.93 9.14 9.52 

REER pe 105.2 105.6 105.8 107.4 107.4 107.3 106.5 106.1 105.9 105.4 105.9 106.2 

NEER pe 116.4 117.6 119.0 117.9 117.7 118.4 119.0 118.8 118.2 117.4 118.7 119.5 

Source: Bank of Botswana; CSO; Ministry of Finance, Standard Bank Research 
Notes: pe — period end; pa — period average; na — not available 

 

  
25  



  
 

Standard Bank African Markets Revealed  
 January 2014 

 
 
 

  

Fiscal policy: wage demands loom 

We expect the budget to successfully maintain a surplus in 
FY2013/14, with upside risks to the original outline of 0.6% of 
GDP on the back of larger than expected revenue collections 
(particularly SACU receipts, which make up 30% of revenue). 
This will more than adequately cover the larger than expected 
recurrent expenditure associated with drought measures, 
support to parastatals and the limited reduction in the size of 
the public sector wage bill. The FY2014/15 budget, to be 
announced in Feb 14, is likely to be premised on further fiscal 
consolidation (with the budget deficit pencilled in at 1.5% of 
GDP in the budget strategy). We do, however, see increased 
risks to the fiscal outcome in the year to come as a result of 
growing pressure from labour unions to allow for larger wage 
increases. The prospect of elections in Oct 14 is likely to leave 
the government keen to avoid a repeat of the 2011 stand-off 
with labour.   

Central government budget 

% of GDP 2012/13 2013/14 2014/15 

Total revenue 35.2 34.0 34.1 

Total expenditure  35.0 33.8 32.6 

- wages 10.4 9.9 10.9 

- interest 1.4 1.0 1.0 

- development 8.6 9.2 8.4 

Overall balance (- grants) 1.0 0.9 1.8 

Overall balance (+ grants) 0.7 0.6 1.5 

Net external borrowing 0.4 -0.4 -1.0 

Net domestic borrowing 0.0 1.0 0.0 

Donor support (grants)  0.3 0.3 0.3 

Source: Ministry of Finance, Standard Bank Research 

 

Monetary policy: moderate inflation in Q1:14 

The bias of the Bank of Botswana (BoB) is likely to remain in 
favour of easing of monetary policy conditions over the next  
4-m in light of the benign outlook for inflation. Inflation 
reached a record low of 4.1% y/y in Nov 13, from on average 
5.3% y/y in the preceding 4-m and 7.5% y/y in the same 
period a year earlier. The reduction in the policy rate by the 
central bank fell short of the move in inflation over this period, 
resulting in a rise in real interest rates (the Bank Rate was cut by 
a total of 200 bps to 7.5%). We expect limited demand side 
pressures to allow inflation to remain low at on average  
4.0% y/y over the next 4-m, which arguably provides the BoB 
with room to reduce the policy rate further. The central bank is 
also likely to maintain the present pace of crawl against the ZAR 
and SDR currencies. The appreciation of the BWP against the 
ZAR has assisted in reducing imported inflation, equal to  
3.6% y/y in Nov, from 7.8% y/y in the same period a year 
earlier.  

Inflation and interest rates 

 

Source: Bank of Botswana, Bloomberg, CSO, Standard Bank Research 
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Balance of payments: C/A in surplus  

The trade deficit declined dramatically to BWP1.3bn 
(caUSD152m) in Q1 to Q3 of 2013, from BWP12.53bn (or 
USD1.65bn) in the same period a year earlier on the back of 
strong growth in exports (of rough diamonds in particular). This 
sharp decline in the trade deficit as well as significant transfers 
of customs revenue under SACU contributed to a C/A surplus of 
6.2% in H1:13. We expect the C/A will remain in surplus in the 
remainder of 2013 (at 5.0% of GDP), while declining to 4.0% 
of GDP in 2014. This as export growth slows and income 
transfers increase relative to the preceding year. Portfolio 
outflows and bank lending to non-residents make up a 
significant share of the negative balance on the financial 
account. Financial outflows will continue to limit the 
accumulation of international reserves, which stood at 
USD8.1bn (or 12.1 months of import cover) in Oct 13.  

Current account  

 

Source: Bank of Botswana, Central Statistics Office, Standard Bank Research 
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FX outlook: real appreciation to slow 

In line with the crawling peg arrangement, we expect the BWP 
to continue to track the ZAR against the USD (as well as other 
majors such as the GBP and EUR). The ZAR is likely to remain 
on the back foot over the next 4-m (the Bloomberg consensus 
forecast for Q1:14 is equal to 10.54). The Bank of Botswana 
aims to achieve a modest crawl of the nominal exchange rate of 
the BWP against a basket of currencies. The rate of crawl, set at 
0.16, was associated with a marginal appreciation of the real 
effective exchange rate (REER) in 2013. If sustained, this may 
lead to an upward adjustment of the crawl in a bid to avoid loss 
of relative competitiveness. The positive inflation differential is, 
however, likely to narrow in 2014, allowing for greater stability 
of the REER at this pace of crawl. Not least as inflation 
expectations point to a negative inflation differential between 
Botswana and SA (the consensus forecast for SA is 5.4% y/y in 
Q1:14 against our forecast of 5.0% y/y in Botswana) and a 
narrowing of the positive inflation differential with the US. 

 

USD/BWP: forwards versus forecast 

 

Source: Bloomberg; Standard Bank Research 
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Source: Bank of Botswana 
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Source: Bank of Botswana 
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Bond curve outlook: moving (even) lower 

We expect the curve to shift down marginally over the next 4-m, 
driven by the prospect of further monetary easing, benign 
inflation expectations and in particular strong demand for local 
currency assets from pension fund managers in Botswana. The 
curve shifted down by on average 150 bps in 2013. There were 
more frequent bond auctions relative to preceding years as well 
as the introduction of a new bond (with maturity of Sep 31) in 
2013, while the Bank of Botswana significantly reduced the 
issuance of central bank certificates. We expect this to continue; 
however, the absence of domestic borrowing for fiscal purposes 
will continue to limit the net issuance of government securities. 
Net issuance was equal to BWP1.4bn in 2013. We expect that 
issuance will again exceed maturities in 2014: maturities 
amount to BWP680m in H1:14 (as two T-bills mature in Mar 
and Jun respectively).   

Changes in yield curve 

 

Source: Bank of Botswana, Standard Bank Research 
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Botswana: annual indicators 
 2009 2010 2011 2012 2013e 2014f 2015f 

Output        

Population (million)  1.8 1.9 2.0 2.0 2.1 2.1 2.1 

Nominal GDP (BWP bn)  72.3 93.4 104.6 110.5 122.4 133.9 148.0 

Nominal GDP (USD bn) 10.1 13.8 15.3 14.5 14.5 14.8 15.5 

GDP / capita (USD)  5 702 7 396 7 554 7 094 7 054 7 160 7 465 

Real GDP growth (%)  -8.3 7.7 8.3 4.2 4.9 5.1 5.0 

Diamond production '000 carats)  17 733 22 019 22 903 20 619 21 150 23 800 24 500 

Copper production (tons) 24 382 20 833 14 231 17 620 21 300 25 200 28 000 

Coal (thousand tons) 738 988 788 1 454 1 600 1 800 2 120 

Central Government Operations         

Budget balance/ GDP (%) -10.1 -6.2 -3.4 0.6 0.6 1.5 2.0 

Domestic debt / GDP (%) 6.8 5.3 6.1 5.4 5.1 5.0 4.9 

External debt / GDP (%) 12.7 13.5 13.2 13.2 13.7 13.8 14.0 

Balance Of Payments        

Exports of goods  (USDbn) 3.3 4.6 6.4 6.0 8.0 7.9 8.4 

Imports of goods (USDbn) 4.7 5.6 7.2 8.0 8.3 8.3 8.5 

Trade balance (USDbn) -1.3 -1.0 -0.7 -1.9 -0.3 -0.4 -0.1 

Current account (USDbn) -1.17 -0.83 -0.06 -0.68 0.72 0.61 0.51 

- % of GDP -11.5 -6.0 -0.4 -4.7 5.0 4.1 3.3 

Financial account (USD bn) 0.2 -0.4 0.3 0.1 -0.8 -0.4 -0.5 

- FDI (USD bn) 0.13 0.00 0.46 0.25 0.09 0.12 0.23 

Basic balance / GDP (%) -10.2 -6.0 2.6 -2.9 5.6 4.9 4.8 

FX reserves (USDbn) pe 8.7 8.7 8.1 8.0 7.9 8.1 8.1 

- Import cover (mths) pe 22.4 18.5 13.5 12.1 11.4 11.7 11.5 

Sovereign Credit Rating        

S&P  A   A-   A-   A-   A-   A-   A-  

Moody’s  A2   A2   A2   A2   A2   A2   A2  

Fitch  NR   NR   NR   NR   NR   NR   NR  

Monetary & Financial Indicators        

Consumer inflation (%) pa 7.4 7.6 8.3 7.6 5.9 4.3 5.5 

Consumer inflation (%) pe 5.8 7.4 9.2 7.4 4.1 4.8 5.0 

M3 money supply (% y/y) pa 3.7 7.2 8.4 8.8 6.4 8.4 9 

M3 money supply (% y/y) pe -0.8 10.7 4.4 9.0 8.0 8.8 9.2 

BOB policy rate (%) pa 12.2 10.0 9.5 9.5 8.6 7.3 6.8 

BOB policy rate (%) pe 10.0 9.5 9.5 9.5 7.5 7.0 6.5 

3-mnth rate (%) pe 8.2 7.2 3.5 5.4 3.6 4.5 4.4 

1-yr rate (%) pe na na na 5.0 4.2 4.8 4.7 

2-yr rate (%) pe 7.4 7.0 7.3 na 4.4 5.3 5.4 

5-yr rate (%) pe 7.5 7.7 5.9 6.1 4.9 5.5 5.7 

USD/BWP pa 7.1 6.8 6.8 7.6 8.4 9.1 9.5 

USD/BWP pe 6.6 6.5 7.5 7.8 8.7 9.5 9.7 

REER pa 102.1 104.5 105.4 105.8 107.1 105.9 107.0 

NEER pa 109.1 111.3 114.2 117.3 118.3 118.5 119.8 

Sources: Bank of Botswana; Bloomberg; CSO; Standard Bank Research 
Notes:  pe — period end; pa — period average; nr — not rated; na — not available 
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Côte d’Ivoire: positive economic momentum to continue 
 

Political risk: President retains large support 

President Alassane Ouattara remains firmly in charge of public 
affairs as he continues to be backed by the ruling RDR-PDCI 
coalition. The PDCI convention held in Oct 13 re-elected former 
President Henri Konan Bedie as the party leader with 93% of 
the votes and reiterated its partnership with the RDR, albeit 
calling for a more equitable sharing of political power. 
Meanwhile, the FPI of former President Laurent Gbagbo 
(currently being tried at The Hague) appears to have weakened 
considerably following the 2011 crisis and it is unclear whether 
its current leader – Affi N’Guessan – will manage to revive the 
organisation. Interestingly, direct negotiations have resumed 
between the government and FPI, which should contribute to 
the ongoing national reconciliation process. With the next 
elections only scheduled for late 2015, the main policy priority 
this year will remain the revival of the Ivorian economy.     

Election results 

Presidential election (run-off), Nov 10  Party % of votes 

Alassane Ouattara RHDP 54.1 

Laurent Gbagbo LMP 45.9 

   

Parliamentary election, Dec 11 Seats % of seats 

Rally of Republicans 138 54.5 

Democratic Party of Côte d’Ivoire 86 34 

Union for Democracy and Peace in Côte d’Ivoire 8 3.1 

Movement of the Forces of the Future 3 1.2 

Union for Côte d’Ivoire 1 0.4 

Independents 17 6.7 

Source: CEI 

 

GDP growth: strong performance 

The strong economic rebound underway is likely to continue in 
coming years. We see GDP growth reaching 8.3% in 2014, from 
8.6% in 2013 and 9.8% in 2012, which makes Côte d’Ivoire 
one of the fastest growing African countries. The public 
investment programme and increased infrastructure spending, 
and structural reforms in the cocoa sector, have contributed to 
this performance. There has also been an improvement in 
business and consumer confidence and a concomitant pick-up in 
the number of business starts. Growth will be driven by the 
construction, energy, retail and agro-food sectors in the 
medium term, while policies aimed at boosting the mining and 
oil and gas sectors will help diversify the economy further in the 
long term. The main risks remain possible absorption capacity 
bottlenecks and the pace of implementation of the projects 
included in the National Development Plan.     

Composition of GDP 

 

Sources: IMF; Standard Bank Research 
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Quarterly indicators 
 Q1:12 Q2:12 Q3:12 Q4:12 Q1:13 Q2:13 Q3:13 Q4:13e Q1:14f Q2:14f Q3:14f Q4:14f 

GDP (% y/y) pa 11.9 9.9 8.8 8.7 7.3 8.9 9.1 9.2 8.5 8.3 8.3 8.2 

CPI (% y/y) pa 1.7 -1.4 1.9 3.2 3.5 3.5 2.4 1.5 1.2 1.9 1.6 2.0 

M2 (% y/y) pa 13.3 12.7 7.2 3.7 6.2 8.2 10.8 17.6 19.0 17.5 21.2 14.6 

CA/GDP (%) pa -0.1 -2.0 -1.4 -1.2 -1.5 -1.7 -2.0 -2.1 -2.9 -3.0 -3.3 -3.3 

FX reserves (USD bn) pa 4.3 3.9 3.7 3.9 4.1 4.0 3.9 4.0 4.0 4.1 4.2 4.2 

Import cover (mths) pe 6.1 5.5 5.3 5.6 4.9 4.7 4.7 4.8 4.2 4.3 4.4 4.4 

Marginal lending facility (%) pe 4.3 4.0 4.0 4.0 3.8 3.8 3.5 3.5 3.5 3.5 3.5 3.5 

USD/XOF pe 492 518 511 499 514 504 488 480 475 486 497 505 

REER (Q4:05=100) pe 101 98 101 102 101 102 104 105 104 103 102 102 

NEER (Q4:05=100) pe 101 99 100 101 100 101 103 104 104 103 102 101 

Sources: IMF, Ministère de l’Economie et des Finances, Institut National de la Statistique, Standard Bank Research, Bloomberg 
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Fiscal policy: deficit remains moderate 

The fiscal deficit target for 2014 is -2.3% of GDP (including 
grants), from -2.7% of GDP in 2013, which is modest by SSA 
standards. Grants associated with the France-backed C2D 
programme are expected to reach 2.4% of GDP, from 1.7% of 
GDP. The primary basic balance is also satisfactory, at -0.3% of 
GDP in 2013 and an estimated -0.1% of GDP in 2014. The tax 
revenue assumption in the budget is conservative, even though 
the government intends to step up its collection efforts. Despite 
a slight increase in the wage bill, the authorities plan to contain 
recurrent expenditure in 2014 by reducing the subsidy 
allocation. Capex is projected to rise further, with a focus on 
infrastructure and energy projects. Recognised domestic arrears 
to government suppliers (XOF152.9bn or 1.1% of GDP) have 
started to be cleared. External (total) debt remains largely 
sustainable following the HIPC completion point at 27.5% 
(42.2%) of GDP in 2013. 

 

Central government budget 

% of GDP 2012 2013 2014 

Total revenue and grants 20.6 21.2 22.0 

Tax revenue 17.4 16.8 16.9 

Non-tax revenue 2.6 2.7 2.6 

Grants 0.6 1.7 2.4 

Non-interest exp. + net lending 22.1 22.5 23.0 

Non-interest recurrent expenditure 17.3 15.3 15.3 

Of which: wages 7.3 7.3 7.6 

Capital expenditure 4.8 7.2 7.7 

Capex (foreign-financed) 0.8 2.7 3.4 

Primary basic balance -1.4 -0.3 -0.1 

Interest (domestic) 0.6 0.7 0.7 

Interest (external) 1.2 0.7 0.6 

Total expenditure 24.0 23.9 24.3 

Budget deficit (incl. grants) -3.4 -2.7 -2.3 

Budget deficit (excl. grants) -4.0 -4.4 -4.8 

Domestic financing 1.2 0.6 0.5 

External financing 1.9 1.4 1.5 

Sources: Ministère de l'Economie et des Finances; IMF; Standard Bank Research 

 

Monetary policy: further cuts less likely 

Ivorian inflation (38.0% of the WAEMU CPI basket) receded in 
H2:13 (1.1% y/y in Nov), after reaching 3.5% y/y in H1:13 
due to low base effects. We expect it to average 2.7% y/y in 
2013 and decline to 1.7% y/y in 2014, below the 3% WAEMU 
convergence criteria. The BCEAO also expects the WAEMU CPI 
trajectory to remain benign over the next year (1.7% y/y in 
Q4:14, from 1.6% y/y in 2013). That said, it sees regional GDP 
growth picking up to 7.0% in 2014, from 6.0% in 2013, on the 
back of increased public and private investment. In this context, 
another decrease in the marginal lending facility (3.5%) and 
minimum open market (2.5%) rates looks less likely after a  
25 bps cut on 4 Sep 13. The need to ease monetary policy 
further is also mitigated by the improvement in market liquidity 
and decline in interbank rates in H2:13. Money supply growth 
(13.1% y/y in Sep) and PSCG (15.0% y/y) in Côte d’Ivoire 
inched up in Q3:13 and should trend higher this year. 

Interest rates 

 

Source: INS; IMF; Standard Bank 
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Balance of payments: C/A deficit to widen 

Cocoa exports will remain resilient due to an expected good 
harvest and recovery in prices since H2:13. Yet the share of 
cocoa in total exports is likely to reduce further (around 24% in 
2013) in coming years as oil production and mining output 
grind higher, along with an increase in exports of agricultural 
and processed products. Still, the import bill will continue to rise 
owing to higher imports of consumption and capital goods amid 
a strong economic recovery and pick-up in investment. The 
trade surplus will gradually decline and the C/A deficit will 
widen (-3.1% of GDP in 2014 from -1.8% of GDP in 2013), 
but the latter will be funded via FDI and official capital flows.  
While remaining marginal, the bias for portfolio flows is probably 
to the upside given plans to list new companies and increase 
foreign participation in the debt market. Besides, the overall 
BoP should still record a small surplus. We see FX reserves 
reaching USD4.2bn in YE 2014 (4.4-m of import cover). 

 

 

 

 

 

 

 

 

Current account 

 

Sources: IMF; Standard Bank Research 
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FX outlook: EUR/XOF-XAF stability to prevail 

The risk of a EUR/XOF-XAF de-peg (currently 655.9) remains 
marginal given the broadly adequate macro fundamentals of the 
WAEMU/CEMAC zones and the pro-stability stance of the 
relevant policy makers. The exchange rate was re-adjusted once 
in 53 years (in 1994) amid large external and fiscal imbalances. 
Yet the BCEAO/BEAC balances with the French Treasury –
which ensures the peg’s convertibility – are now largely positive 
and CFA oil-exporting countries and even soft commodity 
producers display import cover ratios similar to equivalent SSA 
peers. While the EUR is resilient, it is likely to weaken over time, 
which should improve external competitiveness for a majority of 
CFA countries. We await clarity on the BCEAO and BEAC’s plans 
to restore the regional convertibility of their currencies which 
ended in the early 1990s. We see USD/XOF-XAF trending 
higher to 505 by YE 2014 and shifting further up in 2015 as it 
tracks the EUR/USD.  

USD/XOF: forwards versus forecast 

 

Source: Bloomberg; Standard Bank Research 
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BRVM: favourable momentum for Ivorian shares 

The BRVM gained 45.0% in USD terms in 2013, close to the 
returns of more developed SSA bourses (Nigeria [46.3%], Kenya 
[36.7%]), and outperforming the MSCI FM (20.9%). The return 
is broadly in line with Senegal-based SONATEL (37.4% of 
market cap), which advanced 49.2%. While Ivorian shares had a 
mixed outcome, some stocks showed outstanding 
outperformance such as Bernabe (80.8%), CIE (72.7%) and 
SOLIBRA (66.7%). The strong economic recovery in Côte 
d’Ivoire should support domestic stocks in 2014. Increased 
demand exists for exotic shares from frontier market investors 
that are becoming more active in the region. Yet the gains this 
year will be more moderate given the significant pick-up 
experienced in 2013. Despite the introduction of continuous 
trading, market liquidity still remains thin. New listings are 
expected as the government restructures and/or privatises 
selected Ivorian banks and enterprises. 

Bourse Regionale des Valeurs Mobilieres 

 

Sources: Bloomberg; Standard Bank Research 
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Eurobond outlook: moderately positive 

The 32s have remained broadly resilient, trading in a 85-92 
price range since Sep (89.1 or a yield of 7.4% on 15 Jan). On a 
spread basis, Côte d’Ivoire (448 bps) now trades much tighter 
than Ghana (585 bps) or Zambia (508 bps), indicating an 
important shift in the investor perception of these credits. But 
other weaker credits like Senegal (448 bps) and Rwanda  
(439 bps) have caught up with the valuations of Côte d’Ivoire, 
which is less consistent and appears to reflect technical factors. 
The strong economic recovery in Côte d’Ivoire, improving 
fundamentals and renewed market confidence will probably 
underpin the 32s in the medium- to long run, although further 
gains will be constrained by the outlook for US rates. Côte 
d’Ivoire announced plans to issue a new USD500m Eurobond – 
after the IMF increased its non-concessional borrowing limit – 
(and publicly hinted at a XOF Eurobond), which should be well 
received by the market and have little impact on the larger 32s 
(USD3.5bn). 

 

Côte d’Ivoire’s 2032 Eurobond 

 

Sources: Bloomberg; Standard Bank Research 
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Côte d’Ivoire: annual indicators 
 2009 2010 2011 2012 2013e 2014f 2015f 

Output        

Population (million)  21.4 22.0 22.7 23.4 24.1 24.8 25.5 

Nominal GDP (XOFbn)  10,999 11,443 11,466 12,744 14,186 15,603 17,257 

Nominal GDP (USDbn) 23.8 23.1 23.1 24.9 28.6 32.0 32.9 

GDP / capita (USD)  1,113 1,048 1,019 1,065 1,189 1,290 1,288 

Real GDP growth (%)  3.8 2.4 -4.7 9.8 8.6 8.3 8.0 

Oil production ('000 bbl) 58,861 45,295 40,270 46,250 54,800 59,950 63,600 

Cocoa production (m. tonnes) 1.37 1.22 1.24 1.50 1.47 1.42 1.41 

Central Government Operations        

Budget balance (excl. Grants) / GDP (%) -2.1 -3.0 -4.4 -4.0 -4.4 -4.8 -5.2 

Budget balance (incl. Grants) / GDP (%) -1.6 -2.5 -4.1 -3.4 -2.7 -2.3 -3.0 

Domestic debt / GDP (%) 12.5 15.7 16.0 18.2 14.7 13.3 12.9 

External debt / GDP (%) 53.3 50.2 54.6 30.2 27.5 27.8 26.2 

Balance of Payments        

Exports of goods and services (USDbn) 10.9 11.5 12.3 11.9 12.9 14.3 14.5 

Imports of goods and services (USDbn) 6.6 7.8 6.5 8.4 10.1 11.5 12.0 

Trade balance (USDbn) 4.3 3.8 5.8 3.5 2.9 2.9 2.5 

Current account (USDbn) 1.6 0.5 2.6 -0.3 -0.5 -1.0 -1.3 

- % of GDP 6.9 2.3 11.0 -1.2 -1.8 -3.1 -3.9 

Capital & Financial account (USDbn) -0.7 -0.1 -1.9 -0.1 0.6 1.2 1.5 

- FDI (USDbn) 0.4 0.2 0.1 0.2 0.4 0.5 0.5 

Basic balance / GDP (%) 8.5 3.0 11.6 -0.3 -0.3 -1.6 -2.3 

FX reserves (USDbn) pe 3.2 3.6 4.3 3.9 4.0 4.2 4.4 

- Import cover (months) pe 5.8 5.6 8.0 5.6 4.8 4.4 4.4 

Sovereign Credit Rating        

S&P NR NR nr nr nr B+ B+ 

Moody’s NR NR nr nr nr B1 B1 

Fitch NR NR nr nr nr B+ B+ 

Monetary & Financial Indicators        

Consumer inflation (%) pa 1.1 1.6 4.9 1.3 2.7 1.7 2.6 

Consumer inflation (%) pe -1.6 5.1 1.9 3.5 1.2 2.2 2.4 

M2 money supply (% y/y) pa 3.8 22.7 15.6 9.2 10.7 18.1 14.8 

M2 money supply (% y/y) pe 17.1 16.9 14.8 3.7 18.8 9.4 15.8 

Marginal lending facility (%) pe 4.25 4.25 4.25 4.00 3.50 3.50 3.50 

USD/XOF pa 462 496 474 512 496 488 525 

USD/XOF pe 457 491 509 499 480 505 547 

REER pa 105 100 101 101 103 103 100 

NEER pa 104 101 103 100 102 103 99 

Sources: INS; Ministere de l'Economie et des Finances; IMF; Bloomberg; Standard Bank Research 
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DRC: strong growth despite ongoing conflict 

Political risk: intensified military offensive 

The army seems to have been emboldened by its success in the 
fight against the M23. Soon after the latter surrendered the 
army launched an attack against the Allied Democratic Forces, a 
Ugandan rebel group that is one of several that are hiding in the 
east of the country. Evidently, the assistance of the UN force, 
MONUSCO, has been pivotal in ensuring the army’s recent 
successes. At a recent summit of heads of state of the 
International Conference on the Great Lakes Region, the leaders 
urged the MONUSCO to also ensure that the Democratic Forces 
for the Liberation of Rwanda is eradicated. The presence of 
numerous rebel groups in the east of the country has been a 
source of regional instability that inevitably ensnares Rwanda 
and Uganda. Even now after the defeat of the M23, there are 
rumours that the group is reorganising. Reportedly, many rebels 
surrendered without weapons. 

  

 

Election results (2011) 

Presidential election % of votes  

Joseph Kabila Kabange  48.95 

Etienne Tshisekedi (UPDS) 32.33 

Vital Kamerhe (UNC) 7.74 

Other 8.42 

Legislative election (2011) Seats  

People's Party for Reconstruction & Democracy (PPRD) 62 

Union for Democracy and Social Progress (UDPS) 41 

Movement for the Liberation of Congo (MLC) 22 

Unified Lumumbist Party (PALU) 19 

Social Movement for Renewal (MSR) 27 

People's Party for Peace and Democracy  29 

Total 500 

Source: Independent Electoral Commission 
 

 

 GDP growth: strong 

GDP growth is likely to be near 7.0% y/y over the coming 2 
years. A resurgence in production, that is likely to be sustained, 
seems to be underway. Cumulative copper production in the  
10-m to Oct 13 was very strong, amounting to just over 740k 
tons to exceed annual production in 2012. Copper production 
probably amounted to over 800k tons for the year. Diamond 
production was not similarly elevated, falling by 19.1% y/y in 
the same period. Nonetheless, diamond production has staged 
something of a recovery since Jun 13, averaging 1,619 carats 
per month, compared with 1,229 carats per month in H1:13. 
Investment spending is likely to remain robust in coming years. 
Obviously, were the improving security situation to prove 
durable, it would encourage even faster investment spending 
than we currently anticipate. 

 

Composition of GDP 

 

Source: IMF; Standard Bank Research 
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Quarterly indicators 
 Q1:12 Q2:12 Q3:12 Q4:12 Q1:13 Q2:13 Q3:13 Q4:13e Q1:14f Q2:14f Q3:14f Q4:14f 

GDP (% y/y) pa 6.7 5.1 5.6 8.6 7.9 6.7 6.2 6.9 6.7 6.8 7.4 7.9 

CPI (% y/y) pa 14.8 8.4 5.8 4.1 1.2 1.3 1.6 1.8 1.9 1.9 1.7 1.8 

M3 (% y/y) pa 22.0 16.9 16.2 19.8 20.9 20.4 21.9 22.8 23.5 24.6 25.8 26.5 

CA/GDP (%) pe -11.4 -11.4 -11.4 -11.4 -11.5 -11.0 -10.5 -11.4 -11.4 -11.2 -11.1 -10.0 

FX reserves (USD bn) pe 
                   

1,351  
                  

1,406  
                  

1,508  
                  

1,634  
                  

1,659  
                  

1,683  
                  

1,707  
                  

1,732  
                   

1,815  
                  

1,899  
                  

1,982  
                 

2,066  

Import cover (mths) pe 1.6 1.7 1.8 2.0 1.8 1.8 1.8 1.8 1.7 1.7 1.8 1.9 

1-m rate (%) pa 15.7 7.5 7.4 3.0 1.2 1.6 3.2 3.5 4.0 3.9 3.8 4.5 

USD/CDF pa 919.0 923.0 925.0 906.0 904.0 912.0 913.0 915.0 912.0 916.0 919.0 915.0 

REER (Q1:02=100)pe 154.0 152.0 153.0 148.0 149.6 150.2 150.9 151.8 152.1 152.0 152.3 152.5 

NEER (Q1:02=100) pe 79.0 77.0 74.0 71.0 71.5 71.9 72.6 72.8 72.6 72.0 71.7 70.9 

Notes: pe — period end; pa — period average; na — not available 
Source: Banque Centrale du Congo, Bloomberg, IMF, Standard Bank Research 
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Fiscal policy: slightly contractionary 

The 2014 budget looks contractionary. The government sees 
revenue rising by 4.7% y/y, while projecting that spending will 
rise by 5.5% y/y. The budget deficit before grants will rise by 
7.4% y/y, even while moderating to 9.9% of GDP from 10.1% 
in the 2013 fiscal year. However, including grants, the deficit is 
projected to fall to just 0.9% of GDP from 3.2% in 2014. 
Budget execution was compromised in 2013, possibly leading 
to underspending. There were delays in the disbursement of 
project grants and loans. The net effect was that as of Oct 13, 
revenue reached 9.1% of the budgeted amount. But even 
spending amounted to less than half the planned spending. 
Given that budgeted grants in 2014 are large, budget execution 
is likely to be similarly compromised. Some western donor 
countries have been reluctant to provide aid. A key sticking 
point has been the nature of the mining contracts that the 
government has agreed with Chinese companies. 

 

Central government budget 

% of GDP FY2013 FY2014 

Total central govt. revenue 25.2 24.2 

Total central govt. expenditure  35.3 34.1 

- Interest 0.8 0.6 

- Wages 8.1 8.5 

Central govt. balance (ex. grants) -10.1 -9.9 

Central govt. balance (inc. grants) -3.2 -0.9 

Net domestic borrowing (saving) 0.0 0.0 

Net external borrowing (saving) 3.2 0.9 

Grants (inc. HIPC) 6.8 9.0 

Source: Banque Centrale du Congo; IMF; Standard Bank Research 

 

Monetary policy: neutral 

Nothing suggests that the BCC will change the policy stance 
anytime soon. Inflation has been surprisingly low, remaining 
below 2.0% y/y in 2013. None of the components of the index 
exhibit any momentum that might push the headline number 
above 5.0% y/y in the foreseeable future. The currency remains 
fairly stable, something that is unlikely to change in the near 
term, implying that there won’t be much imported inflationary 
pressures. Given widespread dollarization, the pass-through 
from currency depreciation to inflation would probably be very 
high. Furthermore, food inflation is subdued, averaging  
1.9% y/y in the 10-m to Oct. While it is probable that inflation 
is near the bottom of the down-swing, low rates may well persist 
for quite some time. At this point, it looks like a food supply 
shock, either caused by a drought or disruption to food 
production due to escalating conflict, would be enough to push 
inflation markedly higher from current levels. 

Interest rates 

 

Source: Banque Centrale du Congo, IMF, Standard Bank Research 
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Balance of payments: well supported 

FX reserves have stagnated since reaching USD1.7bn in late 
2012.  We anticipate that they will rise over the course of the 
next 2 years to eclipse USD2.0bn in 2015. But import coverage 
is likely to remain less than 2 months. Import demand is likely to 
rebound in the next 2 years, fuelled by strong investment 
spending. While good exports may be similarly strong, as well as 
net current transfer inflows, we expect the C/A deficit to remain 
elevated. We forecast it declining to 8.6% of GDP in 2015. FDI 
inflows and the government’s external concessional borrowing 
will most likely dominate capital inflows. Collectively, these 
should be enough to cover the C/A deficit. Portfolio flows will 
most likely be negligible for many years to come. Yields are too 
low to entice foreign investors into the rates market, while there 
are no opportunities for equity investments.  

 

Current account  

 

Source: IMF; Standard Bank Research 
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FX outlook: relative stability 

USD/CDF will remain range-bound in 2014. The BCC has 
effectively pegged the pair in a 900-920 range. We doubt if the 
BCC will be inclined to change the trading range. Given the 
possibility that CDF depreciation would most likely raise 
inflation, the BCC will not encourage such a move. In any event, 
the BOP will probably remain supportive in the coming year, 
leading to a modest increase in FX reserves. Given that the BCC 
was able to keep USD/CDF stable even as FX reserves have 
broadly trended sideways over the past year, they will be 
capable of preserving USD/CDF stability this year too.  Exports 
have also probably been fairly robust, as evidenced by strong 
growth in copper production. Overall, there is no obvious 
motivation for the BCC to devalue the CDF. Having attained a 
prolonged period of low and stable inflation, the BCC is likely to 
be more inclined to preserve that stability. 

USD/CDF: forwards versus forecast 

 

Source: Bloomberg; Standard Bank Research 
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FX Reserves 

 

Source: Banque Centrale du Congo; IMF; Standard Bank  
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Source: Bloomberg; Standard Bank Research 
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Source: Bloomberg; Standard Bank Research 
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Source: Banque Centrale du Congo; IMF; Standard Bank Research 
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Democratic Republic of the Congo: annual indicators 
 2009 2010 2011 2012 2013f 2014f 2015f 

Output        

Population (million)  67.2 70.5 72.6 74.7 77.0 78.1 78.7 

Nominal GDP (CDFbn)  9,797 11,950 14,477 16,819 18,230 19,877 21,624 

Nominal GDP (USDbn) 12.0 13.2 15.7 18.3 20.0 21.8 23.4 

GDP / capita (USD)  178.5 187.2 216.7 245.0 259.9 278.6 296.7 

Real GDP growth (%)  2.8 7.2 6.9 6.5 6.9 7.2 6.8 

Diamond production (m carats) 17.9 17.0 18.6 20.1 18.9 21.4 21.0 

Crude oil ('000 barrels) 9,382 8,628 8,558 8,545 8,980 9,380 9,430 

Copper ('000 tonnes) 309 498 499 619 849 935 1,068 

Budget balance (incl. Grants) / GDP (%) -3.4 1.5 -1.6 3.8 -3.2 -0.9 -3.1 

Domestic debt / GDP (%) na na na na na na na 

External debt / GDP (%) 106.6 22.2 31.8 30.8 28.2 27.7 28.0 

Balance Of Payments        

Goods exports (USDm) 4,371 8,321 9,829 10,320 11,611 13,468 16,162 

Goods imports (USDm) 4,949 7,667 9,315 9,967 11,362 13,067 15,353 

Trade balance (USDm) -578 654 514 353 248 401 808 

Current account (USDm) -1,123 -1,060 -1,804 -2,094 -2,289 -2,171 -1,979 

- % of GDP -9.4 -8.0 -11.5 -11.4 -11.4 -10.0 -8.5 

Financial and capital account (USDm) 458 1,656 1,750 2,210 2,387 2,505 2,325 

FDI 629.0 2,932.0 900.0 900.0 900.0 1,000.0 1,120.0 

% of GDP -4.1 14.2 -5.7 -6.5 -6.9 -5.4 -3.7 

FX reserves (USDm) pe 1,001 1,297 1,268 1,634 1,732 2,066 2,411 

- Import cover (mths) pe 2.4 2.0 1.6 2.0 1.8 1.9 1.9 

Sovereign Credit Rating        

S&P nr nr nr nr B- B- B- 

Moody’s nr nr nr nr nr nr nr 

Fitch nr nr nr nr nr nr nr 

Monetary & Financial Indicators        

Headline inflation (%) pa 46.0 26.0 14.2 9.7 1.5 1.8 2.0 

Headline inflation (%) pe 53.0 9.8 14.3 1.3 1.9 1.9 2.1 

M3 money supply (% y/y) pa 41.7 41.3 30.9 18.7 21.5 25.1 29.6 

Policy interest rate (%) pa 67.9 55.5 27.9 11.4 3.1 3.0 3.0 

Policy interest rate (%) pe 70.0 22.0 20.0 4.0 3.0 3.0 3.0 

1-m rate (%) pa 64.6 37.7 23.6 8.4 2.4 2.2 3.0 

USD/CDF pa 816.75 905.81 920.75 918.25 911.00 913.50 926.00 

USD/CDF pe 907 915 928 906 915 912 940 

REER  pa 150 169 152 152 151 152 151 

NEER pa 76.75 86.25 77.75 75.25 72.20 71.80 72.00 

Notes: pe — period end; pa — period average, nr — not rated 
Source: Banque Centrale du Congo; IMF; Standard Bank Research 
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Egypt: back to the future  

Election results (superseded by military intervention) 

Presidential election (run-off) 2012 Party % of votes 

Mohamed Mursi FJP 51.7 

Ahmed Shafik Independent 48.3 

Parliamentary election 2011 Seats (508) % of seats 

Freedom and Justice Party (FJP) 235 46.3 

Salafist Al Nour party 123 24.2 

New Wafd Party 38 7.5 

Egyptian Bloc 35 6.9 

Others (including 12 independents) 77 15.2 

Source: Ministry of Interior 

 

 

    

 

Political risk: new constitution, more elections 

Since General Abdul Fatah el-Sisi removed President Mohamed 
Morsi in a not unpopular coup on 3 Jul 13, the new military 
administration has gone out of its way to curtail the power of 
the Muslim Brotherhood. In fact, in late Dec 13 the organisation 
was declared a terrorist group, leaving the status of its Freedom 
and Justice Party (FJP) unclear. Interestingly, the turnout for 
the 14/15 Jan 14 constitutional referendum points to the 
broad-based desire of the population to move forward with a 
strong military-inspired government. Most likely, we will have a 
presidential poll prior to parliamentary elections: both are 
expected by mid-2014. Although El-Sisi has not yet announced 
whether he will stand as a presidential candidate, we suspect he 
will win if he does. While the bulk of the executive authority will 
likely sit with the president, finding a supportive parliamentary 
coalition will prove difficult.  

GDP growth: confidence still thin 

The latest GDP data suggests growth was below 1.0% y/y in 
Q3:13, down from an already anaemic 1.5% y/y in Q2:13. We 
are not looking for much acceleration in Q4:13 (around  
1.5% y/y), leaving an annual growth rate of 1.6% in 2013. We 
are looking for a slight acceleration in 2014, assuming our core 
political-economy scenario of a continued military-influenced 
government gradually restoring business confidence. We do not 
see this materialising until H2:14, when there should be a little 
more clarity around the shape of the new government. In the 
interim, the economy will limp along, held up with regional 
financial flows, but delivering few of the much-needed 
structural reform. That said, there are tentative signs that 
business activity is firming up from the latest PMI data for Dec 
13, which registered 52 (down from 52.5 in Nov 13): Nov was 
the first time the indicator had been above 50 for 13 months. 

Composition of GDP by demand 

 

Source: CBE, Standard Bank Research 
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Quarterly indicators 

 Q1:12 Q2:12 Q3:12 Q4:12 Q1:13 Q2:13 Q3:13 Q4:13e Q1:14f Q2:14f Q3:14f Q4:14f 

GDP (% y/y) pa 5.0 1.7 2.5 2.0 2.2 1.5 1.0 1.5 2.0 2.5 3.0 3.5 

CPI (% y/y) pe 8.1 7.2 6.2 4.7 7.6 9.8 9.6 11.7 12.0 11.0 10.0 9.0 

M2 (% y/y) pe 6.7 8.4 9.8 12.3 17.2 18.4 18.5 19.0 20.0 21.0 22.0 23.0 

CA/GDP (%) pe -5.3 -2.4 -0.4 -4.2 -1.4 -2.8 1.1 -5.2 -1.9 -1.6 1.1 -5.7 

FX reserves (USD bn) pe 15.1 15.5 15.0 15.0 13.4 14.9 18.6 17.0 17.0 16.0 15.0 15.0 

Import cover (mths) pe -3.1 -3.1 -3.3 -2.7 -3.0 -2.9 -4.1 -3.0 -3.7 -3.4 -3.2 -3.2 

3 mth rate (%) pe 13.9 14.7 14.2 13.5 13.7 14.2 10.7 10.4 10.0 10.0 10.0 10.0 

5 yr rate (%) pe 16.8 16.7 16.6 14.1 14.5 15.9 11.7 13.2 13.5 13.5 13.5 13.5 

USD/EGP pe 6.0 6.1 6.1 6.4 6.8 7.0 6.9 6.9 7.1 7.2 7.2 7.3 

REER pe 97.0 99.5 97.3 93.8 90.0 89.0 91.0 93.0 95.0 97.0 99.0 101.0 

NEER pe 48.8 50.4 48.9 48.0 46.0 45.0 46.0 46.5 47.0 47.5 48.0 48.5 

Source:  Local sources, Standard Bank Research 
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Fiscal policy: struggling 

The fiscal deficit in Jul-Nov 13 was EGP64.0bn (3.2% of GDP) 
below the EGP79.4bn registered in Jul-Nov12 (4.6% of GDP). 
But the figure hides a still deteriorating position. Grants worth 
EGP36.8bn over that period mask the marked fall in revenues 
y/y. Expenditures have been growing in line with the budget, 
with the marked exception of subsidies, which declined  
42.3% y/y in Jul-Nov 13. We are struggling to see a recovery in 
revenues, at least until the economy potentially starts to pick up 
in H2:14. Indeed, rather than the EGP186.0bn (9.1% of GDP) 
deficit planned, we see it at nearer EGP289.3bn (14.1% of 
GDP), even including grants estimated at EGP50bn (2.4% of 
GDP). Although issuance will be tempered by concessional 
loans, the debt profile is still deteriorating. External debt is 
estimated at around 18.3% of GDP in 2013 and will rise to 
20.9% of GDP in 2014, while domestic debt is 87.3% of GDP 
in 2013 and expected to increase to 92.7% of GDP in 2014. 

Central government budget 

% of GDP 2012/13 2013/14 

Total revenue 20.0 19.5 

Total expenditure  33.5 33.6 

   wages 8.2 8.3 

   interest 8.4 8.9 

  subsidies 11.2 10.0 

  grants 0.3 2.4 

Overall balance (+ grants) -13.6 -14.1 

Overall balance (- grants) -13.9 -16.6 

Net asset position 0.1 0.1 

Net external borrowing 1.2 3.9 

Net domestic borrowing 15.4 10.1 

Source: Standard Bank Research, Egypt Ministry of Finance 

 

Monetary policy: too loose for the FX 

The CBE switched to a dovish monetary stance following the Jul 
13 coup or perhaps more importantly once it became clear that 
there would be sufficient regional assistance to support 
USD/EGP stability. The CBE cut its key rates 50 bps in Oct 13 
and another 50 bps in Dec13 taking even the lending rate into 
heavily negative territory. Such negative real rates clearly offer 
less support for the EGP, but are arguable warranted by the 
absence of domestic demand pressures. Allowing greater 
liquidity at the short-end also has helped pull down the 
government yield curve, which clearly assists with the significant 
deficit financing burden. Moreover, assuming reasonable 
USD/EGP stability, which we do, then inflation is unlikely to 
really take hold at the present accelerated rates (14.0% y/y in 
Dec 13). We see inflation moderating gradually during 2014, 
but not sufficiently to see further rate cuts. In fact, the risk to 
our core view is probably towards a more hawkish stance. 

Inflation versus interest rates 

 

Source: Bloomberg, Standard Bank Research 

 

0.0

5.0

10.0

15.0

20.0

25.0

30.0

Aug-05 Nov-06 Feb-08 May-09 Aug-10 Nov-11 Feb-13

CBE lending rate CPI y/y

Balance of payments: contained for now 

The CBE’s FX reserves fell to USD17.0bn in Dec 13 from 
USD18.6bn in Oct 13, but still up from the lows of USD13.4bn 
in Mar 13. The FX reserves held up well, considering a large 
repayment of USD500m in deposits to Qatar and USD1.0bn in 
arrears to foreign oil companies. The main support for the BOP 
comes from USD12.0bn in assistance from regional 
governments (Saudi Arabia, Kuwait, UAE) to the new military 
regime. There is also evidence of some moderate improvement 
in the C/A position, albeit this is somewhat smoke and mirrors 
for the BOP. The C/A registered a surplus of USD757m in 
Q3:13 because of the sharp jump in grants from regional 
governments and despite the deterioration in the services 
balance. As a result, the C/A deficit is likely to be around 
USD5.5bn (2.1% of GDP) in 2013 and probably around similar 
levels in 2014. While keeping the BOP above water, we still see 
a modest slide in FX reserves back to USD15.0bn by end 2014.  

Current account deficit remains contained 

 

Source: Standard Bank Research, CBE 
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USD/EGP outlook: stable, risks to the upside 

Our relatively benign USD/EGP outlook for the last few months 
has proved broadly appropriate, and we see it continuing in 
coming months. Certainly, we do not see USD/EGP spot trading 
as high as the rate implied in the forwards (or especially the 
NDFs). The present military government appears more 
committed than ever to preserving USD/EGP stability ahead of 
another very tricky political transition period. Adding currency 
chaos and the ensuing additional inflation to the explosive 
socio-political mix will clearly be seen as undesirable. At present, 
the relatively benign C/A position appears to be relatively easily 
financed by regional financial assistance, which looks set to 
persist. That said, there is clearly a shortage of USD at official 
rates and the parallel market rate widened to 7.38 (a 6.1% 
spread) from 7.28 (a 4.8% spread) in early Jan 14 amid 
political concerns around potential instability from the 
constitutional referendum. 

USD/EGP: forwards versus forecast 

 

Source: Bloomberg, Standard Bank Research 
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Equity market outlook: buy on dips? 

The EGX30 index is up 46.8% in USD terms since the 3 Jul 13 
coup. Over the same period, the MSCI EM index increased a 
mere 4.2%, while the MSCI Africa index was up 12.2%. In fact, 
interestingly, in EGP terms, the EGX30 index is almost back to 
the level registered just prior to the Jan 11 revolution. Clearly a 
great deal of the post-Jul13 rally has been the product of 
restored investment confidence, which has driven the 
price/earnings ratio on the index up to around 35.0%. 
Although such high valuations have already priced significant 
upside in future earnings, we believe prices can still go higher 
during 2014 as some political-economy clarity materialises. 
That said, this year’s political transition journey is likely to be 
bumpy and we would use any price dips to accumulate. 
Certainly, at present our core scenario including monetary policy 
remaining accommodative, and growth gradually picking up is 
supportive of such a strategy.  

Equity market performance 

 

Source: Bloomberg, Standard Bank Research 
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Bond curve outlook: bearish 

Despite the easier monetary policy stance since Sep13, the front 
end of the government curve has remained relatively well 
anchored, while the longer-end has sold off a little fostering 
some moderate steepening. We remain relatively negative over 
the next few months seeing the risk bias towards yields pushing 
higher along the length of the curve. Importantly, although 
assisted by additional regional grants and loans, the 
deterioration in the budget position points to little reduction in 
debt issuance. Inflation continues to pick up (although we see 
this peaking soon), turning real rates negative through much of 
the curve. Such a position would appear to limit further yield 
downside. Continued concern over EGP stability (and 
transferability) means few foreign investors see value in the 
government instruments. The investor scepticism has been 
compounded by the low yields and the negative real interest 
rates presently on offer through much of the curve. 

Changes in yield curve 

 

Source: Standard Bank Research 
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Egypt: annual indicators 
 2009 2010 2011 2012 2013e 2014f 2015f 

Output        

Population (million)  75.7 77.2 78.8 80.3 81.6 82.8 84.0 

Nominal GDP (EGPbn)  1069 1246 1382 1575 1806 2077 2389 

Nominal GDP (USDbn) 195.2 214.8 229.1 248.0 259.9 286.5 313.8 

GDP / capita (USD)  2,578 2,781 2,909 3,086 3,187 3,461 3,735 

Real GDP growth (%)  4.6 5.7 -0.9 2.8 1.6 2.8 3.5 

Oil Production ('000 b/d) 643.0 641.5 630.0 625.0 600.0 600.0 600.0 

Gas Production (bcm) 50.0 54.0 62.8 69.3 65.0 65.0 65.0 

Central Government Operations         

Budget balance (incl grants) / GDP (%) -8.11 -10.43 -11.35 -13.57 -14.11 -12.39 -10.08 

Budget balance (excl grants) / GDP (%) -8.47 -10.61 -12.03 -13.86 -16.55 -12.98 -10.60 

Domestic debt / GDP (%) 76.59 79.52 77.43 78.64 87.31 92.73 101.11 

External debt / GDP (%) 16.14 15.74 15.23 15.32 18.28 20.94 22.31 

Balance Of Payments        

Exports (USDbn) 23.09 25.02 27.91 25.89 25.68 26.40 29.04 

Imports (USDbn) -45.56 -52.70 -56.13 -59.72 -59.46 -56.17 -61.78 

Trade balance (USDbn) -22.48 -27.67 -28.22 -33.84 -33.78 -29.76 -32.74 

Current account (USDbn) -3.19 -5.60 -7.58 -7.60 -5.38 -5.82 -7.2 

- % of GDP -1.64 -2.61 -3.31 -3.07 -2.07 -2.03 -2.29 

Capital & Financial account (USDbn) 3.28 7.40 -10.32 4.50 7.38 3.82 10.20 

- FDI (USDbn) 6.10 6.30 0.55 0.15 1.20 2.50 5.25 

Basic balance / GDP (%) 1.49 0.33 -3.07 -3.01 -1.61 -1.16 -0.62 

FX reserves (USDbn) pe 34.20 36.00 18.10 15.00 17.00 15.00 18.00 

- Import cover (mths) pe -9.01 -8.20 -3.87 -3.01 -3.43 -3.20 -3.50 

Sovereign Credit Rating        

S&P BB+ BB+ B+ B- B- B- B 

Moody’s Ba1 Baa1 B2 B2 Caa1 Caa1 B3 

Fitch BB+ BB+ BB- B+ B- B- B 

Monetary & Financial Indicators        

Consumer inflation (%) pa 14.98 11.05 10.05 7.10 8.95 11.10 8.50 

Consumer inflation (%) pe 11.50 10.60 9.50 4.70 11.70 9.00 8.00 

M2 money supply (% y/y) pa 7.85 11.10 9.55 9.50 15.65 21.00 20.50 

M2 money supply (% y/y) pe 9.50 12.40 6.70 12.30 19.00 23.00 18.00 

CBE overnight lending rate (%) pa 11.63 9.75 10.00 10.25 9.75 9.63 10.00 

CBE overnight lending rate (%) pe 9.75 9.75 10.25 10.25 9.25 10.00 10.00 

3-mnth rate (%) pe 9.80 9.00 14.50 13.50 10.40 10.00 10.00 

1-yr rate (%) pe 11.30 11.80 15.00 12.00 11.25 11.00 11.00 

2-yr rate (%) pe 11.50 12.00 15.30 12.50 11.70 11.50 11.5 

5-yr rate (%) pe 10.50 12.35 16.30 14.10 13.20 12.75 12.75 

USD/EGP pa 5.55 5.66 5.92 6.19 6.65 7.10 7.43 

USD/EGP pe 5.48 5.80 6.03 6.35 6.95 7.25 7.61 

REER pa 87.3 93.1 91.6 96.9 90.8 98.0 102.0 

NEER pa 52.3 52.9 48.4 49.0 45.9 47.8 49.2 

Source:  CBE; CAPMAS; Finance Ministry; Standard Bank Research 
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Ethiopia: strong growth, struggling BOP 

Political risk: different yet the same 

Ethiopia will continue to play an important role in the region, 
not least as a result of its mediation efforts in South Sudan. That 
said, the country does still have its own unresolved issues, 
including the ongoing border dispute with Eritrea and military 
involvement in neighbouring Somalia. Domestically, opposition 
groups organised a series of protests against “oppression” 
nationwide, but these have not been large-scale and the 
opposition remains highly fragmented. More interestingly, the 
next federal election is scheduled for 2015. The Ethiopian 
People’s Revolutionary Democratic Front’s ruling coalition has 
not yet indicated whether Prime Minister Hailemariam Desalegn 
will lead the party to the vote. It will most likely be largely 
dependent on his performance and the support he has managed 
to gain from party members thus far.  

 

 

Election results 

Presidential election (2010) % of votes Seats 

The Ethiopian Peoples’ Revolutionary Democratic Front 
(EPRDF) 

91.2 499 

The Somali People’s Democratic Party (SPDP) 4.4 24 

The Benishangul Gumuz Peoples Democratic Party 
(BGPDP) 

1.6 9 

The Afar National Democratic Party (ANDP) 1.5 8 

The Gambela People’s Unity Democratic Movement 
(GPUDM) 

0.5 3 

The Harari National League (HNL) 0.2 1 

The Argoba People Democratic Organization (APDO) 0.2 1 

The Ethiopian Federal Democratic Unity Forum 
(Medrek) 

0.2 1 

Independent 0.2 1 

Source: National Electoral Board of Ethiopia; Standard Bank Research 

 

GDP growth: robust 

 GDP growth will likely remain robust throughout the duration of 
the Government Transformation Plan (NDP) which ends in 
2015. In its latest assessment of the economy, the National 
Bank of Ethiopia (ETB) estimates that GDP growth reached 
10.4% in FY2012/13 from 8.7% in FY 2011/12. We estimate 
that growth will accelerate to 10.7% in FY2013/14. The IMF’s 
less constructive assessment of the economy puts GDP growth 
in the region of 7 – 7.5%, still remarkable for a non-resource 
rich economy. Performance of the agricultural, construction, 
transport and communications and education sectors all 
recorded a stellar performance in FY 2012/13. This is likely to 
continue in the medium term as the government ramps up its 
social and productive sectors. Private consumption also looks 
set to continue contributing to solid growth as lower inflation 
boosts real income.  

 

Composition of GDP 

 

Source: National Statistics Institute; Standard Bank Research 
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Quarterly indicators 

 Q1:12 Q2:12 Q3:12 Q4:12 Q1:13 Q2:13 Q3:13 Q4:13e Q1:14f Q2:14f Q3:14f Q4:14f 

GDP (% y/y) pa 9.9 10.9 11.0 11.2 10.5 10.5 10.3 10.4 10.4 10.7 10.8 10.7 

CPI (% y/y) pa 33.6 25.3 19.8 14.6 10.5 6.6 7.4 8.1 8.2 8.4 7.2 8.4 

M2 (% y/y) pa 31.6 32.1 31.5 32.3 31.8 26.1 27.3 25.9 23.6 22.8 22.5 23.3 

CA/GDP (%) pe -2.3 -3.8 -4.2 -5.9 -4.2 -4.3 -4.7 -5.7 -5.6 -5.5 -5.3 -5.9 

FX reserves (USD bn) pe 1.8 1.7 1.8 1.8 1.8 1.7 1.7 1.7 1.8 1.6 1.6 1.5 

Import cover (months) pe 2.0 1.8 2.0 2.0 1.8 1.7 1.7 1.7 1.8 1.6 1.6 1.5 

Policy rate (%) pe 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 4.5 4.5 4.5 

USD/ETB pe 17.5 17.8 18.1 18.3 18.5 18.7 18.9 19.1 19.6 20.4 21.1 21.6 

REER pe 137.2 139.8 142.9 138.5 138.3 140.5 143.6 142.4 141.6 140.8 140.0 138.4 

NEER pe 49.5 50.1 50.1 50.2 49.7 49.7 49.8 49.7 49.3 48.9 48.5 47.6 

Source: Central Statistics Authority; National Bank of Ethiopia; Bloomberg; Ministry of Finance; IMF; Standard Bank Research 
Notes: pe — period end; pa — period average; na — not available Ethiopia’s fiscal year runs from 8 Jul to 7 Jul the following year. 
Policy rate refers to NBE minimum savings deposit rate 
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Fiscal policy: moderately expansionary 

Fiscal policy is set to remain moderately expansionary over the 

short- to medium term to attain both GTP targets and 

Millennium Development Goals. We believe that the budget 
deficit for FY2013/14 will increase to 2.6% of GDP from an 

estimated deficit of 2.2% of GDP in FY2012/13, mainly as a 

result of an increase in capital expenditure. Domestic resource 
mobilisation will benefit from ongoing tax reforms, but will likely 

be outpaced by growth in government expenditure. The lack of 

local savings, as well as the already large exposure to 
government in the local banking sector, leaves limited room for 

domestic deficit financing. As such, we expect net external 

financing to be on the rise. Domestic financing will probably be 
restricted to increasing the issuance of T-bills rather than 

reinstating direct central bank financing. Donor support will also 
remain an integral part financing. 

Central government budget 

 2012e 2013f 2014f 2015f 

Total revenue (+ grants) 15.5 14.5 13.5 15.1 

grants 1.7 1.2 1.4 1.8 

Total expenditure  16.8 16.7 16.1 18.1 

  - recurrent 7.0 6.2 5.4 5.7 

  -capital 9.9 10.5 10.8 12.4 

Overall balance (- arrears) -1.3 -2.2 -2.6 -3.0 

Net External borrowing 0.9 1.3 1.5 1.7 

Net Domestic Borrowing 0.5 0.7 1.1 1.2 
Source: MoFED; NBE; Standard Bank Research 

 

Monetary policy: below target inflation 

Headline inflation averaged 8.1% y/y in 2013 from 23.3% y/y 
in 2012.We believe authorities will try to keep a relatively tight 
monetary stance, and expect inflation to only tick up marginally 
in 2014 to end the year at 8.9% y/y. The main driver of the 
overall disinflation was a firm decline in the food component of 
the inflation basket since mid-2012. Our outlook for food 
inflation remains somewhat benign for the year. The steady 
decline in growth of monetary aggregates, particularly base 
money, provided a supportive policy stance for the disinflation. 
Liquidity conditions have also been managed by the NBE 
through its FX sales. We estimate that broad money (M2) 
growth stood at an average of 27.8% y/y in 2013 due to high 
domestic credit but this was lower than the 31.9% y/y growth 
in M2 in 2012. The probability of the government returning to 
direct borrowing from the central bank to finance the fiscal 
deficit (reversing the NBE’s tight policy stance) seems low at 
this point. 

Inflation and interest rates 

 

Source: CSA; NBE; Standard Bank Research 
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Balance of payments: not so pretty 

Ethiopia’s C/A deficit will likely widen going forward, keeping 

the overall balance of payments in negative territory in 2014 

with further deterioration in 2015. A surge in imports, 
particularly capital goods to facilitate the GTP and our outlook 

for a steady rise in consumer goods, will weigh heavily on the 

trade balance. While we expect an increase in coffee production 
and increased mining activities, the growth in exports will 

continue to be overshadowed by the growth in imports. We 

expect the C/A deficit to widen to 5.9% of GDP in 2014 from 
5.7% of GDP in 2013. While we do expect FDI to increase to 

USD1.7bn in 2014 from USD1.5bn in 2013 and loan 

disbursements to increase marginally, portfolio flows will remain 
restricted. Our overall outlook for the BOP suggests little room 

for FX reserve accumulation, with reserves expected to decrease 

to USD1.5bn in 2014 (1.4-m of import cover), from USD1.7bn 
in 2013. 

Current account  

 

Source: National Bank of Ethiopia; Standard Bank Research 
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FX outlook: how much higher? 

In 2013, USD/ETB moved up by a little over 4.0%. The 
direction, and our outlook for the pair, is clearly upward. The 
managed depreciation of the ETB, aimed at enhancing the 
country’s export competitiveness, has had a limited impact on 
export growth. The deterioration of the BOP, mainly due to a 
large trade deficit, has made the accumulation of FX reserves 
challenging and leaves the economy vulnerable to external 
shocks. It also suggests that the ETB is overvalued. Also, by our 
estimates, the REER has been appreciating since 2011 despite 
domestic disinflation; our estimates suggest that the REER 
continued to appreciate in 2013, further indicating potential 
overvaluation of the ETB. Hence, there is a chance of a faster 
rate of depreciation of the ETB, given the current economic 
dynamics, particularly since inflation is so low. Alternatively, we 
could possibly see a devaluation in the currency like the one 
seen in 2010. While the gradual upside in USD/ETB was 
preferred and used to as a monetary tool, inflation is far below 
the peaks of 41.0% seen in 2011.  

USD/ETB: forwards versus forecast 

 

Source: Bloomberg; Standard Bank Research 
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Ethiopia: annual indicators 
 2009 2010 2011 2012 2013e 2014f 2015f 

Output        

Population (million)  78.6 80.8 83.1 85.4 87.9 89.8 91.7 

Nominal GDP (ETBbn)  335.4 382.9 505.6 738.6 875.5 1039.5 1242.0 

Nominal GDP (USDbn) 29.9 28.6 30.1 41.5 46.8 50.8 55.3 

GDP / capita (USD)  380.4 354.0 362.2 486.3 532.1 565.8 603.4 

Real GDP growth (%)  8.6 12.6 11.4 8.5 10.4 10.7 10.7 

Coffee production ('000 MT) 296.9 415.9 450.0 407.9 446.1 485.6 517.2 

Central Government Operations         

Budget balance (excl. Grants) / GDP (%) -5.3 -4.9 -5.3 -3.1 -3.3 -4.0 -4.0 

Budget balance (incl. Grants) / GDP (%) -1.0 -1.6 -2.0 -1.3 -2.2 -2.6 -2.5 

Domestic debt / GDP (%) 16.6 15.5 12.6 10.5 10.7 12.3 11.8 

External debt / GDP (%) 14.6 19.7 25.9 21.4 23.8 25.8 27.6 

Balance Of Payments        

Exports (USDbn) 1.4 2.0 2.7 3.2 3.2 3.6 4.0 

Imports (USDbn) 7.7 8.3 8.3 11.0 11.8 12.7 13.5 

Trade balance (USDbn) -6.3 -6.3 -5.5 -7.9 -8.6 -9.1 -9.5 

Current account (USDbn) -1.6 -1.2 0.2 -2.4 -2.7 -3.0 -3.4 

- % of GDP -5.5 -4.2 0.6 -5.9 -5.7 -5.9 -6.0 

Financial and Capital account (USDbn) 1.6 2.0 2.5 2.5 2.6 2.8 3.0 

- FDI (USDbn) 0.9 1.0 1.2 1.4 1.5 1.7 1.8 

Basic balance / GDP (%) -1.6 -1.2 0.2 -2.4 -2.5 -2.6 -2.9 

FX reserves (USDbn) pe 1.8 1.6 1.9 1.8 1.7 1.5 1.1 

- Import cover (months) pe 2.8 2.3 2.8 2.0 1.8 1.4 0.9 

Sovereign Credit Rating        

S&P nr nr nr nr nr nr nr 

Moody’s nr nr nr nr nr nr nr 

Fitch nr nr nr nr nr nr nr 

Monetary & Financial Indicators        

Consumer inflation (%) pa 10.6 8.1 33.0 23.3 8.1 8.0 8.8 

Consumer inflation (%) pe 7.1 14.5 35.9 12.9 7.8 8.8 9.3 

M2 money supply (% y/y) pa 21.6 25.0 36.3 31.9 27.8 24.6 22.6 

M2 money supply (% y/y) pe 20.5 28.8 32.3 28.0 25.9 23.3 21.8 

Policy rate (%) pa 4.0 4.3 5.0 5.0 5.0 4.6 4.5 

Policy  rate (%) pe 4.0 5.0 5.0 5.0 5.0 4.5 4.5 

USD/ETB pa 11.2 13.4 16.8 17.8 18.7 20.5 22.4 

USD/ETB pe 12.7 16.6 17.3 18.2 19.1 21.6 23.6 

REER (2005 =100) pa 141.5 118.7 123.5 139.7 140.9 138.4 141.8 

NEER (2005 =100)pa 77.7 62.6 51.4 50.2 49.8 47.6 45.3 

Source: National Bank of Ethiopia; Central Statistical Agency; Standard Bank Research; Bloomberg 
Notes: pe — period end; pa — period average; na — not available; nr — not rated 
Budget indicators and GDP relate to fiscal years 
Policy rate refers to NBE minimum savings deposit rate 
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Gabon: speeding up economic diversification 

Political risk: PDG continues to dominate 

The ruling PDG party won a large majority in the mayoral and 
regional elections held on 14 Dec 13, with around 1,517 seats 
out of 2,404. The PDG was the only organisation that filled a 
candidate in every constituency, which highlights its national 
dominance. Overall, the opposition remains fragmented and 
weak, including the UPG and the banned National Union which 
presented a number of independent candidates in the race. With 
the next presidential contest scheduled for 2016, President Ali 
Bongo and his administration still have a window to focus on 
key structural reforms designed to diversify the economy away 
from oil and boost public investment and infrastructure 
development. On the foreign diplomacy front, President Bongo 
is mediating in the CAR crisis, which has escalated lately and 
contributed troops to the regional FMEAC peacekeeping force 
which, along with French soldiers, is attempting to stabilise the 
country.  

Election results 

Presidential election 2009 Party % of votes 

Ali-Ben Bongo Ondimba  PDG 41.8 

Pierre Mamboundou  UPG 25.6 

Andre Mba Obame - 25.3 

Zacharie Myboto Independent 3.9 

Parliamentary election 2011 Seats % of seats 

Gabonese Democratic Party (PDG) 113 94.2 

Gabonese Independent Center Party 1 0.8 

Others 6 5 

Source: CENAP 

 

GDP growth: driven by the non-oil sector 

Growth is estimated at 6.1% of GDP in 2013 and will probably 
pick up to 6.5% of GDP in 2014, largely supported by non-oil 
sectors such as construction, trading and telecoms. The mining 
sector (manganese, iron and gold)’s contribution to GDP is also 
expected to increase in coming years. Still, oil growth will remain 
negative, given the trajectory of output. Further economic 
diversification is a key policy priority for the government, as 
identified in “Emerging Gabon Strategic Plan” which aims at 
transforming Gabon into an emerging country by 2025. This 
will require speeding up infrastructure development (energy, 
transports) and addressing administrative and absorption 
capacity bottlenecks constraining the execution of the public 
spending programme. The emergence of a more vibrant private 
sector remains conditional on an improved business climate and 
a more flexible labour market. 

Composition of GDP 

 

Source: IMF; Standard Bank Research 
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Quarterly indicators 
 Q1:12 Q2:12 Q3:12 Q4:12 Q1:13 Q2:13 Q3:13 Q4:13e Q1:14f Q2:14f Q3:14f Q4:14f 

GDP (% y/y) pa 5.4 5.6 5.8 4.4 6.4 5.9 5.6 6.4 6.2 6.7 6.8 6.3 

CPI (% y/y) pa 3.1 2.5 2.7 2.3 0.2 -1 -0.7 4.0 5.0 5.2 2.3 -0.6 

M2 (% y/y) pa 30.6 7.7 8.7 3.0 1.1 17.2 14.5 13.4 18.5 13.0 14.2 15.2 

CA/GDP (%) pe 22.7 20.3 20.0 19.7 8.8 9.2 9.8 8.7 10.3 9.6 9.4 9.2 

FX reserves (USD bn) pe 2.1 2.2 2.3 2.4 2.4 2.5 2.5 2.6 2.6 2.7 2.7 2.8 

Import cover (months) pe 7.7 8.3 8.6 8.8 7.6 8.0 8.0 8.3 7.6 7.9 7.9 8.2 

BEAC financing rate (%) pe 4.00 4.00 4.00 4.00 4.00 4.00 3.50 3.25 3.25 3.25 3.25 3.25 

USD/XAF pe 492 518 511 499 514 504 488 480 475 486 497 505 

Source: IMF; Ministère de l'Economie et des Finances; BEAC; Bloomberg; Standard Bank Research 
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Fiscal policy: broadly balanced 

After posting a surplus in 2012, the fiscal balance deteriorated 
in 2013, with the deficit being revised to 3.4% of GDP at some 
point which reflected a decline in oil revenue and the costs 
associated with disruptions at the SOGARA refinery. However, 
because of the partial execution of capital expenditure projects, 
the authorities now anticipate that the budget deficit will be 
more contained. The nominal fiscal balance will still be in 
modest negative territory (around -0.9% of GDP) in 2014. But 
when considering the proceeds allocated to the Sovereign Fund 
of the Gabonese Republic (XAF100bn), the country’s overall 
consolidated fiscal position is likely to be broadly balanced. 
Given the oil production outlook, the authorities will need to 
broaden the tax base and improve collection and administrative 
capacity in coming years. Current expenditure is likely to reduce 
in real terms in 2014, but capex will remain stationary. External 
debt remains largely sustainable at 21.9% of GDP in 2013.     

Central government budget 

% of GDP 2012 2013 2014 

Total revenue (+ grants) 29.6 28.4 27.3 

Oil revenue 17.2 15.1 14.0 

Non-oil revenue 12.4 13.3 13.4 

Total expenditure  27.7 29.6 28.3 

Current expenditure 16.0 15.7 14.4 

 -Wages and salaries 5.8 5.9 5.6 

- Transfers and subsidies 5.6 5.7 4.3 

 -Interest 1.0 1.5 1.3 

Capital expenditure 11.1 12.8 12.7 

Overall balance 1.9 -1.2 -0.9 

Changes in arrears -0.2 0.0 -0.1 

Source: IMF; BEAC; Standard Bank Research  

 

Monetary policy: still accommodative 

Gabon’s inflation averaged -0.5% y/y in Q1-Q3:13, but is likely 
to accelerate in Q4, and should average 0.6% y/y in 2013. We 
see it rising further to 3.0% y/y in 2014. Meanwhile, the BEAC 
expects CEMAC inflation to edge up moderately to 3.2% y/y in 
2014, from 2.5% y/y in 2013. It also sees regional growth 
rebounding to 5.3%, from 2.6%, driven by both the oil and 
non-oil sectors. As such, a further reduction in the policy rate 
(maintained at a historic low of 3.25% at the 17 Dec MPC) 
looks unlikely in the medium term, especially as it was already 
cut by a cumulative 75 bps in 2013. With a BEAC deposit rate 
remaining virtually at 0%, the overall monetary and liquidity 
stance is, however, still accommodative, which we see persisting 
for some time. The excess liquidity of the CEMAC banking 
system, coupled with the underdeveloped regional securities 
market, has the potential to loosen lending standards and 
eventually weigh on the quality of the credit portfolios.  

 

Interest rates 

 

Source: IMF; BEAC; Standard Bank Research 
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BoP: reconciling the external balance sheet 

Gabon continues to post a robust – albeit declining – trade 
surplus. Oil exports will grind lower over time, but this may be 
smoothed by the introduction of new extraction technologies 
and gradually offset by a pick-up in manganese, mining and 
other non-oil exports. Imports will rise as economic 
diversification accelerates and the authorities pursue their public 
investment programme. Yet the large C/A surplus (c.9.1% of 
GDP in 2013 and around 9.6% of GDP in 2014) is at odds with 
the limited accumulation of FX reserves (USD2.6bn or 8.2-m of 
import cover in YE 2013). This suggests the C/A surplus is 
either overestimated (and income outflows underestimated) or 
there are large F/A outflows as implied by the data. The official 
explanation is that part of revenue generated by oil companies is 
not repatriated per se, but placed in a deposit account offshore 
to comply with risk management processes, and classified as 
“other investments, short-term transactions” in the F/A.  

Current account 

 

Source: IMF; BEAC; Standard Bank Research 
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FX outlook: EUR/XAF-XOF stability to prevail 

The risk of a EUR/XAF-XOF de-peg (currently 655.9) remains 
marginal, given the broadly adequate macro fundamentals of 
the CEMAC/WAEMU zones and the pro-stability stance of the 
relevant policymakers. The exchange rate was readjusted only 
once in 53 years (in 1994) amid large external and fiscal 
imbalances at the time. Yet the BEAC/BCEAO balances with the 
French Treasury - which ensures the convertibility of the peg - 
are now largely positive and CFA oil exporting countries and 
even soft commodity producers display import cover ratios 
similar to equivalent SSA peers. Even though the EUR is likely to 
weaken in the MT, this will not necessarily improve the external 
competitiveness of an oil producing economy like Gabon. We 
are still awaiting further clarity on the BEAC and BCEAO’s plans 
to restore the regional convertibility of their currencies. Finally, 
we see USD/XAF-XOF trending higher to 505 by YE 2014 and 
shifting further up in 2015 as it tracks the move in EUR/USD.  

 
 

USD/XAF: forwards versus forecast 

 

Source: Bloomberg; Standard Bank Research 
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FX reserves: decent, but more accumulation is required 

 

Source: BEAC; IMF; Standard Bank Research 
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Eurobond outlook: limited value 

Gabon issued a USD1.5bn Eurobond due in 2024 at a yield of 
6.375% on 5 Dec, with USD890m of new money raised from 
the market and the rest coming from the tender process and 
exchange of 17s for the new notes. The bond has gained since, 
with the price reaching 104.0 on 16 Jan, the equivalent of a 
yield of 5.8%. It even outperformed the compression in EMBI+, 
with the 24’s spread declining by nearly 50 bps to 297 bps. 
Gabon is now trading in line with Nigeria’s 23s (301 bps) and 
tight to the Angola 19s (337 bps) and Congo 29s (384 bps). At 
such levels, the valuations appear expensive once again, as was 
previously the case with the tightly-held 17s. While we do not 
see much value in the 24s, considering the outlook for US rates 
and the country’s muted fiscal position and limited 
accumulation of FX reserves, a number of investors may still 
switch from the Nigerian USD bonds (given the deteriorating 
pre-electoral political economy) to the Gabonese instrument. 

Gabon 2024 USD Eurobond 

 

Source: Bloomberg; Standard Bank Research 
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Gabon: annual indicators 
 2009 2010 2011 2012 2013e 2014f 2015f 

Output        

Population (million)  1.5 1.5 1.5 1.5 1.6 1.6 1.6 

Nominal GDP (XAFbn)  5,777 6,919 8,384 8,926 9,526 10,428 11,356 

Nominal GDP (USDbn) 12.6 14.1 16.5 17.9 19.8 20.6 20.8 

GDP / capita (USD)  8,570 9,419 10,851 11,608 12,694 13,018 12,910 

Real GDP growth (%)  -2.9 6.7 7.0 5.3 6.1 6.5 6.7 

Crude oil Production (k bbls/day) 230 250 240 235 230 225 220 

Central Government Operations        

Budget balance (excl. Grants) / GDP (%) 5.8 1.9 1.6 1.9 -1.2 -0.9 -0.8 

Budget balance (incl. Grants) / GDP (%) 5.8 1.9 1.6 1.9 -1.2 -0.9 -0.8 

Domestic debt / GDP (%) 6.0 4.8 3.6 3.5 5.8 6.3 6.7 

External debt / GDP (%) 16.1 17.4 16.6 16.0 21.9 21.6 22.6 

Balance of Payments        

Exports of goods and services (USDbn) 5.9 7.5 10.9 11.2 10.4 11.1 10.4 

Imports of goods and services (USDbn) 2.3 2.7 3.2 3.2 3.8 4.1 4.2 

Trade balance (USDbn) 3.6 4.7 7.7 8.0 6.6 7.0 6.2 

Current account (USDbn) 0.9 1.3 3.3 3.7 1.8 2.0 1.0 

- % of GDP 7.2 9.4 20.1 20.7 9.1 9.6 4.9 

Capital & Financial account (USDbn) -0.8 -1.6 -2.9 -3.5 -1.6 -1.8 -0.9 

- FDI (USDbn) 0.6 0.7 0.8 0.8 0.8 0.8 0.9 

Basic balance / GDP (%) 11.7 14.3 25.3 25.3 13.2 13.7 9.3 

FX reserves (USDbn) pe 2.0 1.7 2.2 2.4 2.6 2.8 2.9 

- Import cover (months) pe 10.4 7.7 8.1 8.8 8.3 8.2 8.3 

Sovereign Credit Rating        

S&P BB- BB- BB- BB- BB- BB- BB- 

Moody’s nr nr nr nr nr nr nr 

Fitch BB- BB- BB- BB- BB- BB- BB- 

Monetary & Financial Indicators        

Consumer inflation (%) pa 1.9 1.5 1.3 2.7 0.6 3.0 2.2 

Consumer inflation (%) pe 0.9 0.7 2.3 2.2 3.7 0.2 3.1 

M2 (% y/y) pa 4.0 9.7 22.3 12.5 11.6 15.2 14.6 

M2 (% y/y) pe -1.0 19.8 36.4 2.5 14.0 14.4 14.9 

BEAC policy rate (%) pa 4.42 4.13 4.00 4.00 3.71 3.25 3.25 

BEAC policy rate (%) pe 4.25 4.00 4.00 4.00 3.25 3.25 3.25 

USD/XAF pa 462 496 474 512 496 488 525 

USD/XAF pe 457 491 509 499 480 505 547 

Source: Ministere de l'Economie et des Finances; IMF; BEAC; Bloomberg; Standard Bank Research 
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Ghana: flying too close to the sun

Political risk: time for some hard decisions 

Finding the right balance between policies popular with voters 
and those necessary to restore macroeconomic stability 
continues to prove a little elusive. Although some hard steps, 
especially on subsidies, have been taken, more restrictive fiscal 
policy still looks necessary. Indeed, the difficulties in making 
government finances add up have forced the government to go 
back to parliament to amend the Petroleum Revenue 
Management Act. Essentially the government’s argument is a 
re-hash of the debate prior to the bill’s passage: having savings 
in the petroleum funds earns very little while borrowing from 
the markets to build infrastructure at a large spread does not 
make economic sense. While on one hand we are sympathetic to 
the argument, we are looking for the new legislation to still 
build in a reasonable degree of fiscal savings in order to stabilise 
petroleum receipts. 

  

   

Election results (2012) 

Presidential election % of votes 

John Dramani Mahama (NDC) 50.7 

Nana Akuffo Addo (NPP) 47.74 

Legislative election Seats  

New Patriotic Party (NPP) 123 

National Democratic Congress (NDC) 148 

People’s National Convention (PNC) 1 

Independent  3 

Total 275 

Registered voter turnout 80.00% 

Source: Ghana Electoral Commission 

 

GDP growth: steady 

Provisional estimates from the GSS suggest GDP growth was 
around 7.4% y/y in 2013, down from 7.9% in 2012. The 
government has pencilled in real GDP growth of 8.0% in 2014, 
but we see it below this, at 7.2%. We are less convinced that 
agricultural growth will accelerate as rapidly as the government 
feels it will (5.4% in 2014). Encouragingly, the industrial sector 
is expected to increase its share of GDP growth. This will 
especially be in H2:14 once the Jubilee gas pipeline comes on 
line. Not only will this boost oil and gas production, but it will 
also further raise electricity generation. Construction growth is 
expected to remain robust. Manufacturing is also expected to 
pick up as improved electricity supply and the cheaper currency 
foster a modest degree of import substitution. Services will 
remain the main stay of the economy with tourism, hotels and 
restaurants, finance and telecoms continuing to grow well. 

Contribution to GDP (%) 

 

Source: GSS, Standard Bank Research 
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Quarterly indicators 
 Q1:12 Q2:12 Q3:12 Q4:12 Q1:13 Q2:13 Q3:13f Q4:13f Q1:14f Q2:14f Q3:14f Q4:14f 

GDP (% y/y) pa 10.3 9.1 7.0 6.0 6.7 7.2 7.5 8.0 7.5 7.3 7.0 6.9 

CPI (% y/y) pe 8.8 9.4 9.8 8.8 10.4 11.4 11.7 13.6 13.0 12.0 11.0 10.0 

M2 (% y/y) pe 29.1 27.2 25.1 24.3 23.7 18.7 22.2 20.8 18.0 17.0 16.0 18.0 

CA/GDP (%) pe -10.3 -15.9 -16.0 -8.9 -12.0 -13.0 -21.5 -12.8 -11.3 -9.4 -21.0 -11.7 

FX reserves (USD bn) pe 4.6 4.4 4.8 5.3 5.2 4.9 5.2 5.5 5.3 5.8 6.0 5.8 

Import cover (mths) pe 3.4 2.8 3.3 3.5 3.7 3.3 3.5 3.7 3.7 3.8 4.0 3.8 

3 mth rate (%) pe 12.1 21.5 23.0 23.0 22.5 22.5 21.5 19.0 19.0 19.0 18.0 17.0 

5 yr rate (%) pe 16.5 26.0 18.0 16.0 18.5 19.0 20.0 19.0 19.0 18.0 17.0 16.0 

USD/GHS pe 1.8 1.9 1.9 1.9 1.9 2.0 2.2 2.4 2.4 2.5 2.6 2.7 

NEER pe 52.0 48.0 49.0 49.0 50.0 48.0 45.0 46.0 45.0 44.0 43.0 42.0 

REER pe 104.0 102.0 101.0 101.0 103.0 103.0 102.0 103.0 103.0 103.0 103.0 103.0 

Source: BOG, GSS, Standard Bank Research 
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Medium-term budget plans 

% of GDP 2013 2014 2015 2016 

Total revenue (+ grants) 23.9 24.6 24.6 24.6 

Oil revenue 1.3 1.5 1.7 2.1 

Grants 1.4 1.1 1.2 0.8 

Total expenditure  34.1 33.1 32.1 30.6 

   recurrent 25.7 24.4 22.6 22.1 

   interest 5.1 5.9 5.2 4.6 

Capital 5.2 5.7 7.0 7.3 

Overall balance -10.2 -8.5 -7.5 -6.0 

Arrears -2.8 -3.1 -2.5 -1.2 

Overall balance (- arrears) -7.4 -5.4 -5.0 -4.8 

Net external borrowing 3.7 4.7 2.6 2.3 

Net domestic borrowing 7.2 4.0 5.1 3.8 

Source: Ghana Ministry of Finance, Standard Bank Research 

 

Monetary policy: neutral, with hawkish bias 

Having raised their policy rate by 250 bps to 15.0% in 2012, 
the BOG increased it a further 100bps to 16.0% in May 2013. 
At the subsequent 3 meetings in 2013, the BOG left rates on 
hold despite headline inflation drifting away from the upper end 
of its 9.0% (+/- 200bps) inflation target band. We expect the 
BOG to hold their reference rate steady during 2014, albeit the 
risks in the short run are towards further tightening. Headline 
inflation was 13.5% y/y in Dec 13, but we are looking for the 
figure to top out in coming months before grinding lower. Much 
of the recent upward price pressure has come from the removal 
of subsidies on electricity and water and the increase in VAT in 
Oct 13, which will gradually work out of the figures. We are also 
assuming continued moderation in fiscal expansion and 
monetary growth weighing on domestic demand. The key risks 
to this scenario come from a swifter GHS depreciation, holding 
up the process of disinflation. 

Inflation versus interest rates 

 

Source: Bank of Ghana, Standard Bank Research 
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Balance of payments: still fragile 

BOG FX reserves were USD5.6bn in Nov 13, up modestly from 
USD5.35bn at end Dec 12, despite a significant C/A deficit 
estimated at USD5.5bn (14.8% of GDP), which is even larger 
than the USD4.9bn (12.8% of GDP) in 2012. Although 
partially financed by FDI estimated at around USD3.0bn, it still 
left a significant basic balance deficit. This was financed through 
a Eurobond and other loans, while portfolio flows appear to 
have been relatively flat. We are looking for a slightly smaller 
deficit of USD5.0bn (12.7% of GDP) in 2014 assisted by 
Jubilee gas production coming online, which will reduce oil 
imports and allow higher oil production. Cocoa earnings are 
expected to remain similar to 2013, as are gold earnings as 
lower prices are compensated by higher output. FDI of around 
USD3.0bn is forecast, with the residual funding being a 
USD1.0bn Eurobond and official and commercial loans. The 
strong swing factor may again be portfolio flows, which we 
assume neutral. 

Current account 

 

Source: BOG, Standard Bank Research 
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Fiscal policy: consolidating, slowly  

The fiscal deficit is likely to be around 10.2% of GDP in 2013. 
While this is down from 12.1% of GDP in 2012, it is still 
notably higher than the originally budgeted 9.0% of GDP. The 
problem came from a combination of lower-than-expected 
revenue and higher-than-expected expenditure on items such as 
wages (14.4% above budget) and interest payments (39.1%). 
The deficit target is 8.5% of GDP in 2014. The deficit reduction 
is based on revenue growth of 24.9% y/y, while expenditure 
growth is constrained at 17.7% y/y. On the revenue side, 
improvements are expected from the VAT increase, the National 
Fiscal Stabilisation Levy, the Special Import Levy and increased 
oil tax receipts from changes to the PRMA. On the expenditure 
side, holding down the increase in the public sector wage bill to 
9.0% is the most critical element of the budget. The virtual 
removal of subsidies will also provide key savings and also points 
to a willingness to take tough decisions.  
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USD/GHS outlook: upside pressures remain 

Our core scenario is for USD/GHS to continue drifting north 
and reach 2.7 by end 2014, which is a depreciation of around 
15.0%. Such a scenario would still mean spot USD/GHS 
remains below the forward curve. The weakness (after a 
depreciation of almost 24.0% in 2013) continues to reflect the 
heavy C/A deficit, which is expected to moderate only slightly in 
2014. Although much of the deficit is financed with strong FDI 
and official loans, concerns over GHS weakness are undermining 
portfolio flows and pushing up domestic USD deposit holdings. 
Almost by definition the large C/A deficit points to an economy 
that is still overheating and needs more restrictive monetary 
and/or fiscal policy. We had been looking for significant fiscal 
consolidation to enable looser monetary policy in 2013. The 
ongoing GHS weakness suggests the modest fiscal tightening 
was insufficient to compensate for the recent monetary easing. 
We see the fiscal stimuli gradually dwindling in 2014. 

USD/GHS: forwards versus forecasts 

 

Source: Bloomberg; Standard Bank Research 
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Equity outlook: neutral 

Ghana’s main equity index was up almost 80% in GHS terms in 
2013, fostering a strong return even in USD terms. However, 
the minor equity price upside in H2:13 was broadly cancelled 
out by GHS depreciation. Actually, if one looks at Standard 
Bank’s Ghana equity index, which strips out dual-listed Tullows 
and Ashanti Gold (51.4% and 24.0% respectively of the GSE 
index), the performance has been negative in USD terms. We 
are actually relatively neutral on equities moving forward. 
Nominal GDP growth looks set to remains reasonably robust 
and, while the PE ratio on the GSE index is 19.7, the PE ratio on 
our more tradable local index is a more attractive 9.8. Perhaps 
the limiting factor will continue to come from the currency, with 
the perception of weakness needing to turn before foreign 
investors are willing to start buying again. The reduction in 
treasury yields seen since Sep 13 also improves the 
attractiveness of the index to the growing local pension and 
mutual fund industry. 

Ghana stock exchange 

 

Source: Bloomberg, Standard Bank Research 
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GHS bond outlook: neutral  

The treasury curve has rallied since our last publication in Sep 
13, with some dis-inversion taking place. The greatest 
compression occurred in the 1y and 2y portion of the curve, 
which has rallied between 400-500 bps. However, we suspect 
the kink in this portion of the curve is a little artificial and will 
normalise with yields pulling back up to reflect pricing in the 
wings. Certainly, if the authorities want to attract foreign 
interest in the 2y bonds as suggested by a change in regulation 
allowing foreigners to participate in the primary auctions, then 
rates will need to be nearer the 3y. Once normalised, we are 
looking for the curve to trade reasonably flat and consistently in 
coming months as the authorities again struggle to keep 
issuance under control and limit USD/GHS upside from placing 
undue pressure on inflation. Significantly lower planned net new 
local issuance (GHS4.23bn in 2014 from GHS6.25bn in 2013), 
will be compensated by another USD1.0bn Eurobond. 

Changes in yield curve 

 

Source: BOG, Standard Bank Research 
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Ghana: annual indicators 
 2009 2010 2011 2012 2013e 2014f 2015f 

Output        

Population (million)  23.8 24.3 24.8 25.2 25.7 26.2 26.7 

Nominal GDP (GHCbn)  36.6 46.0 59.8 73.1 87.2 105.5 129.3 

Nominal GDP (USDbn) 25.6 31.1 36.5 38.5 37.1 39.1 43.1 

GDP / capita (USD)  1073 1281 1473 1525 1443 1492 1615 

Real GDP growth (%)  4.0 7.9 15.1 8.1 7.2 7.1 7.8 

Gold production ('000 FO)  2550 2700 2900 3100 3400 3570 3749 

Cocoa bean production ('000 MT) 720 900 1025 879 850 900 900 

Oil  production (mbpd)   0.07 0.09 0.11 0.11 0.11 

Central Government Operations         

Budget balance (excl. Grants) / GDP (%) -8.7 -9.4 -10.6 -13.7 -11.7 -9.6 -8.8 

Budget balance (incl. Grants) / GDP (%) -5.7 -7.1 -8.6 -12.1 -10.2 -8.5 -7.5 

Domestic debt / GDP (%) 16.6 18.0 19.7 25.3 28.4 27.5 27.5 

External debt / GDP (%) 19.3 20.1 21.4 20.1 20.6 21.6 20.3 

Balance Of Payments        

Exports of goods (USDbn) 5.8 8.0 12.8 13.6 13.8 14.7 16.0 

Imports of goods (USDbn) 8.0 10.9 16.0 17.8 17.6 18.0 19.0 

Trade balance (USDbn) -2.2 -3.0 -3.2 -4.2 -3.8 -3.3 -3.0 

Current account (USDbn) -1.6 -2.6 -3.7 -4.9 -5.5 -5.0 -4.5 

- % of GDP -6.3 -8.5 -10.1 -12.8 -14.8 -12.7 -10.4 

Capital & Financial account (USDbn) 2.7 4.1 4.4 4.8 5.7 5.3 4.7 

- FDI (USDbn) 1.7 2.5 3.2 3.0 3.0 3.0 3.0 

Basic balance / GDP (%) 0.4 -0.5 -1.3 -5.0 -6.8 -5.0 -3.5 

FX reserves (USDbn) pe 3.2 4.7 5.4 5.3 5.5 5.8 6.0 

Import cover (mths, incl. income) pe 4.8 5.2 4.1 3.6 3.7 3.9 3.8 

Sovereign Credit Rating        

S&P B+ B B B B+ BB- BB- 

Moody’s NR NR NR NR NR NR NR 

Fitch B+ B+ B+ B+ BB- BB BB 

Monetary & Financial Indicators        

Consumer inflation (%) pa 19.3 10.8 8.8 9.2 11.8 11.8 9.5 

Consumer inflation (%) pe 17.0 9.0 8.5 8.8 13.6 10.0 9.0 

M2 money supply (% y/y) pa 26.2 29.4 35.4 28.8 22.6 19.4 19.0 

M2 money supply (% y/y) pe 21.2 37.5 33.2 24.3 20.8 18.0 20.0 

BOG prime rate (%) pa 18.1 16.0 13.0 13.8 15.5 16.0 14.5 

BOG prime rate (%) pe 18.5 13.5 12.5 15.0 16.0 16.0 14.0 

3-mnth rate (%) pe 24.0 12.3 10.5 23.0 19.0 15.0 14.0 

1-yr rate (%) pe 21.0 12.6 11.4 23.0 17.0 15.0 14.0 

2-yr rate (%) pe 30.0 12.6 12.6 23.0 17.0 15.0 14.0 

5-yr rate (%) pe 28.0 14.2 16.0 16.0 19.0 15.0 14.0 

USD/GHS pa 1.36 1.46 1.56 1.88 2.12 2.53 2.85 

USD/GHS pe 1.43 1.48 1.64 1.90 2.35 2.70 3.00 

NEER pa 64.6 57.4 58.7 49.5 40.2 34.6 30.0 

REER pa 108.1 119.3 113.6 102.0 92.5 89.6 88.0 

Source: BOG, GMOF, GSS and Standard Bank Research 
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Kenya: 2014 could be the year for a take-off  

Political risk: South Sudan crisis a concern 

In Dec 2013, fighting broke out between South Sudanese army 
factions allied with President Salva Kiir and those of his former 
Vice President Riek Machar. According to the UN, an estimated 
10,000 people have been killed, while 413,000 people have 
been internally displaced. Kenyan companies predominantly in 
the banking and construction sectors had made great strides in 
South Sudan, leaving them dangerously exposed. Another 
unstable country on Kenya’s borders risks further straining the 
country’s security capacity which has been exposed by recent 
terrorist attacks, highlighted by the Westgate terror attack in 
Sep. Moreover, the ICC case continues to remain a distraction 
for the government. Nonetheless, the ICC chief prosecutor 
asked to delay the trial of President Kenyatta so as to gather 
more evidence. Some witnesses have been either recanting their 
evidence or openly admitted having lied.  

  

 

Election results (2013) 

Presidential election Party % of votes 

Uhuru Kenyatta Jubilee 50.1 

Raila Amolo Odinga CORD 43.3 

Musalia Wycliffe Mudavadi Amani 3.9 

Others  2.7 

Parliamentary Election  Seats 

Jubilee Coalition  197 

Coalition for Reform and Democracy (CORD)  169 

Amani Coalition  30 

Others  20 

Total  416 

Source: Electoral Commission Kenya   
 

 

 

GDP growth: sluggish, but on the rise 

We forecast the Kenyan economy to grow at 5.3% y/y in 2014, 
faster than the 4.9% y/y estimate for 2013. Both exports and 
imports were subdued in 2013, primarily due to the Eurozone’s 
slow recovery and tepid domestic demand. Tourist arrivals have 
also been subdued, with the sector hampered by security 
concerns. Moreover, the government struggled to efficiently 
implement fiscal devolution last year, resulting in slow budget 
execution that further depressed already lacklustre growth. Even 
then, credit growth has been accelerating, reaching 20.0% y/y 
in Nov, indicating that a revival in economic activity is well 
underway. Since the beginning of Q3:13, credit to the private 
sector has been rising at an annualised growth rate in excess of 
24.0%. Investment spending in the mining and energy sectors is 
likely to spearhead growth in 2014.  

Composition of GDP 

 

Source: National Bureau of Statistics; Standard Bank Research 
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Quarterly indicators 
 Q1:12f Q2:12f Q3:12f Q4:12f Q1:13f Q2:13f Q3:13f Q4:13f Q1:14f Q2:14f Q3:14f Q4:14f 

GDP (% y/y) pa 4.1 4.4 4.6 4.6 5.1 4.3 4,4 5.8 5.2 4.9 5.3 5.7 

CPI (% y/y) pa 16.9 11.8 6.4 3.5 4.1 4.4 7.0 7.4 6.7 6.2 5.6 6.2 

M3 (% y/y) pe 14.5 15.5 12.6 14.1 15.7 15.6 15.3 18.5 19.7 16.89 16.03 14.24 

CA/GDP (%) pe -13.2 -11.5 -10.7 -9.1 -10.0 -9.9 -9.8 -8.9 -9.4 -9.8 -10.5 -11.65 

FX reserves (USD bn) pe 4.8 5.3 5.5 5.8 5.5 6.2 6.4 6.2 7.2 7.3 7.4 7.12 

Import cover (months) pe 3.9 4.2 4.4 4.7 4.4 4.9 5.1 4.9 4.7 4.8 4.9 4.7 

3-m rate (%) pe 16.7 10.8 8.1 8.1 10.3 5.1 9.1 9.4 8.4 7.4 9.0 9.7 

5-y rate (%) pe 13.0 12.5 12.3 12.8 12.7 11.3 11.8 11.5 11.8 11.6 12.2 12.6 

USD/KES pe 82.80 84.00 84.15 85.00 86.25 87.00 87.50 87.75 86.70 87.50 87.90 90.03 

REER pe 142.17 141.58 141.98 142.22 141.82 142.25 143.09 144.35 140.03 138.24 139.94 142.26 

NEER pe 92.18 91.36 91.20 90.93 90.20 89.40 89.20 88.90 87.90 87.10 87.40 87.80 

Notes: pe — period end; pa — period average 
Source: Central Bank of Kenya; Kenya National Bureau of Statistics; Standard Bank Research 
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Fiscal policy: execution challenges 

The most important story on the fiscal front in the 6-m to Dec 
was the underperformance of public spending, owing largely to 
capacity constraints. Some 17 county assemblies passed 
budgets with large deficits, contrary to the law. The Controller 
of the Budget refused to honour those, resulting in inevitable 
delays in execution as these counties revised their budgets. We 
estimate that the domestic borrowing target of KES106.7bn 
that the government originally budgeted for was filled by late 
Nov 2013. As is usual, a supplementary budget may increase 
this figure. Even if the government were to increase this to 
KES175bn, we believe it would meet this without problems. 
Notably, by mid-Jan net issuance of T-bills and bonds was 
already some KES40.0bn above the original borrowing 
requirement. It is also notable that the Kenya Revenue Authority 
met its tax collection targets in the six months to Dec13, 
collecting KES470.8bn against a target KES470.2bn.  

Central government budget 

% of GDP 2012/13 2013/14 

Total revenue 24.8 24.7 

Total expenditure  31.9 34.3 

- Wages 7.8 8.0 

- Interest 2.8 2.9 

- Development 9.0 10.8 

Overall balance (- grants) -7.2 -9.6 

Overall balance (+ grants) -5.2 -7.9 

Net external borrowing 1.4 5.4 

Net domestic borrowing 3.6 2.6 

Donor support (grants and loans)  3.9 3.7 

Source: Kenya Ministry of Finance 

 

Monetary policy: neutral 

The CBK will probably hold rates at 8.5% throughout 2014. 
Headline inflation has been falling since Sep 2013 when it 
breached the 7.5% upper bound of the target range. The 
increase at the time was partly attributable to the VAT law that 
widened the basket of applicable goods. This breach of target 
didn’t warrant a hike in interest rates as food was the dominant 
factor putting upward price pressure. Headline inflation will 
continue to decline as food price pressures seem to be subsiding 
and there seems be very minimal demand-driven inflationary 
pressures for now. Inflation should range between 5.5%-7% in 
2014 and only start to rise after base effects from the VAT 
unwind in Sep. Thereafter we believe that domestic demand will 
have picked up sufficiently to exert upward pressure on core 
and headline inflation. Even then, the increase will probably be 
gradual, with inflation ending the year at 6.6% y/y and YE 
2015 at 9.1% y/y. 

Inflation and interest rates 

 

Source: National Bureau of Statistics; Reuters 
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Balance of payments: well supported  

Economic activity has been slow in picking up, with imports 
remaining relatively muted throughout 2013 despite a rather 
accommodative monetary policy stance. The C/A deficit will 
probably reach 8.9% of GDP in 2013. With economic activity 
seemingly gathering momentum, we expect the C/A deficit to 
widen to 10.4% of GDP in 2014. The Eurozone’s lacklustre 
recovery will most likely stunt the growth of exports, while 
security concerns will probably continue to weigh on tourism. 
Capital flows appear set to be supportive, especially at the 
beginning of the year. The government is reportedly in 
advanced stages of its Eurobond issuance. Furthermore, some 
portfolio flows into the rates market seem to be persisting. 
Additionally, FDI and other private capital inflows, funding the 
exploration activities in the oil and gas sectors, will also be 
strong. Hence, we see FX reserves rising to USD7.1bn by year-
end, covering 4.7 months of imports. 

Current account  

 

Source: Central Bank of Kenya; Standard Bank Research 
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FX outlook: USD/KES stable for now 

USD/KES should broadly trade within a range of 85-90 in 
2014, with downside risks early in the year. The maiden 
Eurobond, most likely to be issued in early Feb, should boost FX 
reserves. Some portfolio inflows at the beginning of the year will 
likely keep USD/KES closer to the lower bound of our forecast 
range, with the CBK probably intervening to curb the KES 
appreciation. As we have seen in the past 18-24 months, the 
CBK has been comfortable with USD/KES trading in a range of 
83-88, only intervening when the pair threatened to breach 
either bound. As the year progresses, economic activity is likely 
to pick up, helping to boost import demand. Hence, there will 
probably be a drift higher in the pair. The main risk is the 
potential impact of the reduction in asset purchases by the US 
Fed. Given the extent of foreign interest in fixed income and 
equities, flux in global risk sentiment is not likely to have a 
neutral effect on USD/KES. 

USD/KES: forwards versus forecasts 

 

Source: Bloomberg; Standard Bank Research 
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Equity market: grinding higher 

The NSE 20 will likely trade in a range of 4,900 - 5,600 this 
year. Broad market themes are unlikely to be a driving influence 
for investors. Stock selection, in an environment with elevated 
valuations, will be paramount. Peaceful elections and a stable 
macro environment improved investor confidence, supporting 
rising equity prices in 2013. The NSE 20 Index rose 19.2% to 
4,927 at the close of the year. Foreign investors accounted for 
an average of about 51% of all transactions in 2013. Although 
the NSE wasn’t affected by Bernanke’s tapering announcement 
back in May 2013, we can’t be similarly assured that this will 
stay like that as tapering picks up pace this year. The phobia of 
capital outflows, coupled with increasingly unattractive 
valuations for counters that foreigners usually buy, will most 
likely undermine the upside momentum in the market, albeit this 
may only be after the earnings season in Q1:14. Still, there is 
less political event risk relative to alternative destinations on the 
continent.  

Nairobi Stock Exchange 

 

Source: Bloomberg 
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Bond curve outlook: bull steepening 

With the government comfortably meeting its budget financing 
requirements and inflation likely to remain subdued until at least 
Q3:14, rates across the curve appear set to decline in the next 
3-4 months. Public spending also seems to be normalising, 
easing liquidity conditions in the money market. Having risen to 
over 12.0% in late-Dec, the weighted average overnight 
interbank rate dropped below 9.0% in mid-Jan. Moreover, we 
estimate that an average of KES67.3bn of bonds and bills will 
mature in Mar and Apr. Demand for paper is also likely to 
remain robust at the beginning of the year, helping to keep 
yields low. As the end of FY2014/2015 approaches, the govt 
will need to slow the pace at which it issues T-bills and bonds. 
Even if the govt was to increase the domestic borrowing 
requirement to KES175bn, gross issuance of T-bills and bonds 
would need to be reduced by about KES18bn per month from 
the average of about KES50bn per month achieved since  
Jul 13. 

Changes in yield curve 

 

Source: Reuters; Standard Bank Research 
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Kenya: annual indicators 

 2009 2010 2011 2012 2013f 2014f 2015f 

Output        

Population (million)  39.4 40.5 41.4 42.2 42.8 43.5 44.4 

Nominal GDP (KESbn)  2,274 2,490 2,920 3,379 3,749 4,196 4,432 

Nominal GDP (USDbn) 29.5 31.6 32.8 40.0 43.5 47.9 49.2 

GDP / capita (USD)  
                     

748  
                      

781  
                      

791  
                     

948  
                   

1,017  
                    

1,101  
                   

1,108  

Real GDP growth (%)  2.7 5.8 4.4 4.6 4.9 5.3 5.6 

Coffee production ('000 tons) 54.0 42.0 51.0 55.0 62.0 65.0 66.1 

Tea production ('000 tons) 314.1 398.5 377.3 369.8 373.0 396.0 422.3 

Central Government Operations         

Budget balance (excl. Grants) / GDP (%) -6.7 -7.2 -5.2 -5.8 -9.6 -8.1 -6.7 

Budget balance (incl. Grants) / GDP (%) -5.3 -6.4 -4.5 -4.4 -7.9 -6.3 -5.0 

Domestic debt / GDP (%) 23.3 26.8 26.5 25.1 26.2 25.8 26.1 

External debt / GDP (%) 24.2 23.2 22.6 21.3 25.1 27.6 27.8 

Balance Of Payments        

Exports (USDbn) 4.5 5.3 5.8 6.2 6.3 6.8 7.0 

Imports (USDbn) 9.5 11.6 14.2 14.9 15.2 18.2 19.1 

Trade balance (USDbn) -5.0 -6.3 -8.4 -8.7 -8.8 -11.5 -12.1 

Current account (USDbn) -1.6 -2.4 -3.8 -3.6 -3.9 -5.6 -6.4 

- % of GDP -5.5 -7.5 -11.7 -9.1 -8.9 -11.6 -13.0 

Financial account (USDbn) 2.6 2.5 3.3 5.8 5.1 5.0 5.0 

- FDI (USDbn) 0.1 0.2 0.3 0.4 0.6 0.9 1.0 

Basic balance / GDP (%) -5.1 -6.9 -10.8 -8.1 -7.5 -9.9 -11.0 

FX reserves (USDbn) pe 3.8 4.3 3.8 5.8 6.2 7.1 7.4 

- Import cover (mths) pe 4.9 4.5 3.2 4.7 4.9 4.7 4.7 

Sovereign Credit Rating        

S&P B+ B+ B+ B+ B+ B+ B+ 

Moody’s nr nr nr nr nr nr nr 

Fitch B+ B+ B+ B+ B+ B+ B+ 

Monetary & Financial Indicators        

Consumer inflation (%) pa 9.4 3.9 14.0 9.6 5.7 6.2 8.3 

Consumer inflation (%) pe 5.4 4.5 18.9 3.2 7.2 6.6 9.1 

M3 money supply (% y/y) pa 15.5 16.8 19.1 13.5 23.2 18.3 19.4 

M3 money supply (% y/y) pe 16.0 21.6 19.1 14.1 18.5 14.2 22.3 

Policy interest rate (%) pa 7.9 6.4 8.4 15.8 8.8 8.5 9.7 

Policy interest rate (%) pe 7.0 6.0 18.0 11.0 8.5 8.5 10.5 

3-m rate (%) pe 6.6 2.3 19.9 8.1 9.4 9.7 11.6 

1-y rate (%) pe 8.0 3.1 21.0 11.7 10.5 11.1 12.9 

2-y rate (%) pe 8.5 3.4 22.3 12.5 10.1 12.1 13.1 

5-y rate (%) pe 9.9 5.2 13.8 12.8 11.5 12.6 13.2 

USD/KES pa 77 79 89 84 86 88 90 

USD/KES pe 76 81 85 86 86 90 89 

REER pa 158.4 151.6 144.7 142.2 142.5 142.7 143.0 

NEER pa 104.3 101.1 94.4 91.5 90.6 90.2 88.7 

Notes: pe — period end; pa — period average, nr — not rated; na — not available 
Source: Central Bank of Kenya; Kenya National Bureau of Statistics; Standard Bank Research 
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Malawi: two steps forward, one step back  

Political risk: who will lead the way? 

National Assembly and presidential elections, on 20 May 14, are 
set to be heavily contested, following a period of (in some cases 
unpopular) economic reform and a recent corruption scandal. 
Revelations that millions of dollars disappeared from state 
coffers within a year of international donors resuming aid has 
severely tainted the record of the government led by Joyce 
Banda and her new party (the People’s Party). A court case 
against over 100 civil servants implicated in the scandal is likely 
to dominate the discourse ahead of the elections, with the 
outcome set to prove critical to the incumbent’s chance of 
remaining in power. Other candidates for the presidential 
election include the brother of former President Mutharika 
(Peter Mutharika of the DPP), the son of former President Bakili 
Muluzi (who was in power in the period 94-04), Atupele Mulizi 
of the United Democratic Front and a newcomer to politics, 
former reverend Lazarus Chawera of the Malawi Congress Party. 

Election results 2009 

Presidential election Party % of votes 

Bingu wa Mutharika DPP 66 

John Tembo MCP 30.7 

Walter Chibambo  PETRA 0.8 

Stanley Masauli RP 0.8 

Parliamentary election  Seats 

Democratic Progressive Party (DPP)  113 

Malawi Congress Party (MCP)  27 

United Democratic Front (UDF)  17 

Others – mainly independents   36 

Total  193 

Source: Malawi Electoral Commission 

 

GDP growth: tough quarter ahead  

Economic growth in the first three quarters of 2013 was 
supported by household consumption (associated with 
considerable earnings from cash crops) as well as increased 
government expenditure (enabled by support from development 
partners). The return of aid also enabled a return of investment 
in infrastructure by government. The prospects are considerably 
less favourable over the next 4-m. Household consumption will 
be constrained by tight liquidity conditions and the absence 
cash crop earnings over this period. Private investment is also 
likely to remain elusive in light of high interest rates. As such, 
we expect growth to fall from 4.5% in 2013, to below 3% in 
H1:14. The government is highly constrained in its ability to 
boost public expenditure in the absence of stronger revenue 
collection and/or support from foreign donors. Sustaining 
recurrent expenditure may even be difficult in this context.   

Composition of GDP by expenditure 

 

Sources: CSO, RBM, Standard Bank Research 
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Quarterly indicators 
 Q1:12 Q2:12 Q3:12f Q4:12f Q1:13 Q2:13 Q3:13 Q4:13e Q1:14f Q2:14f Q3:14f Q4:14f 

GDP (% y/y) pa 3.0 2.0 1.1 -1.3 3.9 5.0 6.2 3.0 1.9 4.8 5.0 4.0 

CPI (% y/y) pa 10.9 16.6 25.2 32.8 36.5 31.6 23.4 23.2 19.4 17.9 18.5 14.2 

M2 (% y/y) pa 32.9 32.7 24.3 21.2 25.4 24.0 33.5 31.0 27.0 20.0 25.0 28.0 

CA/GDP (%) pe -9.9 -9.9 -9.9 -9.9 -19.3 -19.3 -19.3 -19.3 -22.2 -18.4 -17.0 -16.5 

FX reserves (USD bn) pe 0.14 0.09 0.17 0.22 0.18 0.47 0.44 0.39 0.30 0.37 0.40 0.48 

Import cover (months) pe 0.7 0.5 0.9 1.1 0.8 2.1 2.0 1.8 1.4 1.7 1.8 2.2 

3-m rate (%) pe 7.3 10.0 19.0 28.0 42 32.9 14.9 33.9 27.0 25.0 20.0 18.0 

1-y rate (%) pe 8.67 18.5 24.0 26.4 32.8 38.8 22.5 35.9 29.0 27.5 24.5 20 

USD/MWK pe 165 260 280 340 405 320 367 436 452 445 420 425 

REER pe 100.1 82.1 70.5 66.9 61.9 68.4 65.4 63.1 62 63.4 64.2 65.3 

NEER pe 75.2 58.6 46.3 40.7 36.3 38.3 35.6 34.2 34.7 34.5 33.6 34.2 

Notes: pe — period end; pa — period average; na — not available 
Sources: Reserve Bank of Malawi; National Statistical Office; IMF; Standard Bank Research 

 

  
57  



  
Standard Bank African Markets Revealed 
 January 2014 

 
 
  

Fiscal policy: tightening the belt 

The withdrawal of direct budget support by a number of 
bilateral donors in combination with the upcoming elections 
presents a significant risk to the fiscal position in the near term. 
The government is likely to battle to meet its domestic recurrent 
obligations. In the first 9-m of 2013, total revenue collections 
amounted to MWK265bn (caUSD48m), up from MWK175bn in 
the same period a year earlier, while recurrent expenditure alone 
was MWK340.5bn (caUSD94m). The government will need to 
tighten its belt considerably to cover the shortfall. There is, 
however, a risk that the government will rely increasingly on 
domestic financing to allow its operations to continue. The risk 
of this occurring is particularly pertinent in light of the elections. 
Even when donors contributed to the government budget, the 
government breached its zero net domestic financing principle 
(raising MWK61bn or 3% of GDP at home in the first quarter of 
FY2013/14 alone). 

Central government budget 

% of GDP 2012/13 2013/14 

Total revenue 21.4 16.5 

Total expenditure  36.1 37.4 

- recurrent 28.5 27.4 

of which wages 7.3 7.8 

- development 5.8 5.8 

Overall balance (- grants) -14.8 -16.3 

Overall balance (+ grants) -1.4 -2.1 

Net external borrowing 2.0 2.5 

Net domestic borrowing -0.6 -0.4 

Donor support (grants)  13.4 14.2 

Source: IMF, Ministry of Finance 

 

Monetary policy: fiscal dominance  

The central bank is likely to continue to seek to maintain tight 
liquidity conditions through open market operations, while 
keeping the Bank Rate on hold over the next 4-m. This includes 
mopping up excess liquidity that followed from changes to the 
liquidity requirement ratio (large amounts of vault cash were 
released). This in a bid to limit the upward pressure on the 
exchange rate and reduce inflation to 15% y/y in Jun, from 
24.5% y/y in Nov 13. Its efforts may prove futile if the 
government increases its domestic financing of the budget 
deficit and adds considerably to liquidity through its 
expenditure. Thus far public borrowing has clearly crowded out 
private sector borrowing: net claims on government expanded 
by 45.4% y/y in Aug 13, up from 11.2% y/y in Jan 13, while 
growth in private sector credit extension slowed to 8.5% y/y 
from 23.6% y/y.  

Inflation and interest rates 

 

Source: Central Statistics Office, Reserve Bank of Malawi  
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Balance of payments: taking strain 

Foreign exchange reserves fell by 9% to USD395m (ca2 months 
of import cover) from mid-Nov, when major bilateral donors 
withdrew their support to the government. We suspect the 
external sector was supported by the growth in exports, with 
tobacco exports (by merchants to international cigarette 
companies) rising over this period (as was the case in preceding 
years). This, next to slowing imports, prevented a widening of 
the C/A deficit and a more substantial decline in reserves. We 
do, however, expect the C/A deficit to widen in the next 4-m as 
exports slow ahead of the new tobacco season (which starts in 
Mar14) and disbursements of grants remain elusive. Financing 
of the C/A deficit will partially be met by the capital and 
financial account. This will be in the form of transfers by 
development partners for on-going projects (such as the AfDB, 
World Bank and MCC) and additional concessional loans from 
international finance institutions. Reaching the RBM’s target for 
international reserves of 3.5-m import cover will hinge on 
foreign donors returning. This seems unlikely in the short term.   

Current account 

 

Sources: IMF, RBM, Standard Bank Research 
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FX outlook: dearth of dollars 

USD/MWK moved up by 36% (to 436) over the past 4-months 
on the back of the deterioration of the external sector. We see 
further upside potential in the pair over the next 4-months on 
the back of the continued absence of current transfers (aid) and 
a further slowdown in exports in the lean agricultural season of 
the first quarter. A risk remains that the shortfall in foreign 
support to the budget will be financed through domestic 
borrowing, while recurrent expenditure is increased further 
ahead of the May 14 elections. This presents further upside risk 
to the exchange rate given the impact this will have on domestic 
liquidity and domestic demand. The tight stance of monetary 
policy will offer some protection to the MWK, limiting the pace 
of depreciation; however this is likely to prove insufficient to 
turn the tide. These dynamics can obviously turn around very 
swiftly if and when donor support returns, with the start of the 
tobacco season in Mar also alleviating some pressure.  

USD/MWK: forwards versus forecasts 

 

Source: Bloomberg; Standard Bank Research 
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International reserves 

 

Source: Reserve Bank of Malawi 
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Bond curve outlook: yields to remain elevated 

Yields on money market instrument returned to levels close to 
40% in the first auction of the year, however plummeted shortly 
thereafter on the back of substantially looser liquidity 
conditions. While this is likely to exert downward pressure on 
yields in the immediate short term, inevitably a tightening of 
monetary policy will push up rates. There are furthermore 
considerable maturities in Feb and Mar that will be associated 
with increased supply of paper. This will in turn see further 
pressure on rates. In Feb alone, MWK15bn will mature followed 
by MWK11bn in Mar, from MWK5bn in Jan. This compared to 
gross issuance of on average MWK10bn per month in the final 
quarter of 2013, which was only marginally higher than the 
amount of maturing T-bills. As a result of considerable pressure 
on the fiscal budget associated with the lack of grant 
disbursements, we expect net issuance to rise in the immediate 
future, increasing the supply of paper further.  

Changes in the yield curve 

 

Source: RBM, Standard Bank Research 
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Malawi: annual indicators 
 2009 2010 2011 2012 2013e 2014f 2015f 

Output        

Population (million)  13.5 13.9 14.4 14.8 15.4 15.9 16.1 

Nominal GDP (MWKbn)  868 1 021 1 141 1 408 1 875 2 272 2 625 

Nominal GDP (USDbn) 6.1 6.8 7.3 8.2 4.8 5.2 6.1 

GDP / capita (USD)  372 487 504 553 314 328 377 

Real GDP growth (%)  8.9 6.7 3.8 1.8 4.5 3.7 4.8 

Tobacco auction sales (million kgs) 232 210 237 80 169 170 180 

Tea production (million kgs) 53 52 47 43 50 54 56 

Central Government Operations         

Budget balance (excl. Grants) / GDP (%) -14.6 -13.5 -11.2 -14.8 -16.3 -16.7 -16 

Budget balance (incl. Grants) / GDP (%) -5.8 -0.8 -1.8 -1.4 -8.0 -5.0 -2.0 

Domestic debt / GDP (%) 20.3 14.0 16.0 19.3 21.1 23.0 21.0 

External debt / GDP (%) 19.1 21.8 23.3 24.7 29.0 32.0 30.1 

Balance of Payments        

Exports (USDm) -2 008 -2 288 -2 629 1 300 1 470 1 420 1 640 

Imports (USDm) -740 -1 149 -1 099 -2 329 -2 673 -2 600 -2 599 

Trade balance (USDm) -122 -190 -98 -1 030 -1 203 -1 180 -959 

Current account (USDm) -11 -17 -12 -810 -935 -860 -755 

- % of GDP 608.3 693.4 -0.2 -9.9 -19.3 -16.5 -12.4 

Financial & capital account (USDm) 51 55 83 850 1 100 940 800 

- FDI (USDm) -10 -16 -11 131 118 150 164 

Basic balance / GDP (%) -0.3 -0.5 -0.3 -8.3 -16.9 -13.6 -9.7 

FX reserves (USDm) pe 1 1 1 220 390 480 521 

- Import cover (months) pe 140.5 279.6 190.2 1.1 1.8 2.2 2.4 

Sovereign Credit Rating        

S&P nr nr nr nr nr nr nr 

Moody’s nr nr nr nr nr nr nr 

Fitch nr nr nr nr nr nr nr 

Monetary & Financial Indicators        

Consumer inflation (%) pa 8.4 7.4 7.6 21.4 28.7 17.5 10.7 

Consumer inflation (%) pe 7.6 6.3 9.8 34.6 24.5 13.1 7.0 

M3 money supply (% y/y) pa 21.4 14.4 28.5 27.8 28.5 25.0 31.0 

M3 money supply (% y/y) pe 24.6 17.8 28.0 11.3 17.0 29.5 32.0 

Policy interest rate (%) pa 15.0 14.2 13.0 17.8 25.0 22.5 15.0 

Policy interest rate (%) pe 15.0 13.0 13.0 25.0 25.0 20.0 10.0 

3-m rate (%) pe 7.1 6.2 6.8 28.0 33.9 18.0 8.5 

USD/MWK pa 141 151 157 172 388 436 433 

USD/MWK pe 146 152 165 340 436 425 440 

REER pa 107.5 101.1 97.8 79.9 64.7 59.4 58.4 

NEER pa 90.1 81.6 77.0 55.2 36.1 34.3 36.2 

Notes: pe — period end; pa — period average, nr — not rated; na — not available:  
Sources: National Statistical Office; Reserve Bank of Malawi; IMF; Standard Bank Research 
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Mauritius: muddling through 

Political risk: negligible 

The ruling coalition’s narrow parliamentary majority has always 
left the possibility of early election. Ironically, despite the 
outcome from such elections being uncertain, we maintain that 
political risks are negligible. The ruling coalition has not been on 
a solid footing, always looking like it would lose its majority 
either due to defections or an outright break-up. The last few 
months have been characterised by in-fighting in the coalition 
that could easily have brought either eventuality to fruition. For 
now, at least it seems this has been averted. The next elections 
are due to be held in 2015. We doubt if there will be an event 
that will bring these forward. Naturally, this year will probably 
experience heightened political noise as the jockeying for the 
upcoming elections heat up.  

Election results (2010) 

Legislative election Seats % of votes 

Alliance de l’avenir (PTR-PMSD-MSM) 45 49.7 

Alliance du coeur (MMM-UN-MMSD) 20 42 

Rodrigues Movement (MR) 2 1 

Others 3 - 

Total 70 100 

Source: Mauritius Electoral Commission 
 

 

 

GDP growth: searching for the bottom 

GDP seems on track to grow at near 3.0% y/y in 2013. Growth 
is probably bottoming out around current levels, thanks in large 
part to resilience of domestic demand, but also net exports 
becoming less of a drag on overall growth. We are not 
anticipating a strong resurgence over the next 2 years;  
3.3% y/y in 2014 and 4.0% y/y in 2015. These growth rates 
are far below the rates in excess of 5.0% y/y that the economy 
used to register on a regular basis before the 2008 global 
financial crisis. Given the divergence between relatively robust 
domestic demand and net exports, we suspect that a return to 
pre-crisis growth trends will not occur until the Eurozone 
recovery is assured. There is little scope for policymakers to 
stimulate domestic demand further. Private consumption and 
investment spending, supported by real income gains and 
negative real rates, have been fairly strong. 

Composition of GDP  

 

Source: Bank of Mauritius; CSO; Standard Bank Research  
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Quarterly indicators 
 Q1:12 Q2:12 Q3:12 Q4:12 Q1:13 Q2:13 Q3:13 Q4:13e Q1:14f Q2:14f Q3:14f Q4:14f 

GDP (% y/y) pa 3.2 3.2 3.9 2.4 3.6 3.7 3.9 0.7 4.3 4.7 4.8 -0.6 

CPI (% y/y) pe 3.8 3.9 3.9 3.2 3.6 3.6 3.3 4.1 4.2 4.6 5.1 5.1 

M2 (% y/y) pe 7.7 7.1 7.2 8.2 8.5 7.2 5.8 4.3 4.2 5.7 6.5 7.2 

CA/GDP (%) pe -11.1 -11.0 -11.6 -11.2 -12.1 -10.1 -11.8 -10.1 -12.5 -12.6 -12.7 -10.3 

FX reserves (USD bn) pe 2.8 2.8 2.9 3.0 3.2 3.4 3.4 3.3 3.4 3.5 3.6 3.6 

Import cover (months) pe 4.5 4.5 4.7 4.9 4.8 5.2 5.2 5.1 5.0 5.1 5.2 5.3 

3-m rate (%) pe 3.4 3.8 3.9 2.7 3.3 3.3 3.2 3.1 5.2 5.8 5.7 5.5 

5-y rate (%) pe 7.2 7.5 7.8 5.6 5.8 5.7 5.5 6.8 7.0 6.8 6.5 7.3 

USD/MUR pe 29.07 30.34 30.39 30.74 31.04 30.76 30.67 30.00 30.15 30.27 30.75 31.14 

Notes: pe — period end; pa — period average 
Source: Bank of Mauritius; Mauritius Central Statistics Office; Standard Bank Research; Bloomberg 
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Fiscal policy: optimism about revenue collection 

The government pencilled in a budget deficit of 3.2% of GDP in 
2014, down from a projected actual 3.7% of GDP in 2013. 
 The initial forecast in 2013 was 2.2% of GDP, but growth 
consistently underperformed expectations, depressing revenues 
and ultimately leading to a wider budget deficit. Even then, the 
government based its forecast of an 8.1% y/y revenue increase 
on a forecast of GDP growth of 5.0% y/y in 2014. The 2014 
projection - together with the medium-term projection for the 
deficit to decline to 2.5% of GDP by 2016 - belies the 
government’s desire to eventually tighten fiscal policy. But in 
the near term, as happened in 2013, fiscal policy is likely to turn 
out to be inadvertently expansionary if the revenue growth 
assumption is not realised. The Finance Ministry representative 
at the BOM’s MPC meetings has insisted for quite some time 
that macro policy needs to be directed at stimulating economic 
activity as there has not been much inflationary pressure. 

Central government budget 

 FY 13 FY 14 

Total revenue 23.9 22.6 

Total expenditure 28.7 26.7 

 - Interest 3.0 2.9 

 - Wages 7.1 6.8 

 - Capital expenditure 3.9 3.3 

Net lending 0.2 0.5 

Overall balance (- grants) -4.8 -4.0 

Overall balance (+ grants) -4.3 -3.4 

Net lending to parastatals 1.9 0.6 

Net external borrowing 3.3 2.2 

Net domestic borrowing 2.3 1.0 

Donor support (grants) 0.5 0.6 

Source: Mauritius Ministry of Finance; Standard Bank Research 

 

Monetary policy: on hold, but a tightening bias 

We see BOM keeping the policy stance unchanged over H1:14. 
Inflation has been edging ever higher since bottoming out at 
2.8% y/y in Jan 13 to reach 4.1% y/y in Dec 13. We expect 
the rising trend to continue in 2014, rising above 5.0% y/y in 
Q3. Granted, the core inflation readings have stabilised in a 
2.5% y/y - 2.7% y/y range since Q2:12, indicating an absence 
of underlying inflationary pressures, with much of the upswing 
in headline inflation attributable to food inflation. Food inflation 
averaged 2.1% y/y in the 15-m to Mar 13, rising to 5.3% y/y 
in Dec 13. Hence, the rising trend in headline inflation may 
become persistent. We suspect the MPC will not make much 
distinction between headline and core inflation in evaluating the 
policy stance. There have been sufficiently many MPC members, 
admittedly in a marginal minority, itching to raise the policy 
rate, and an increase in headline inflation to near 5.0% y/y 
would probably be sufficient to sway the vote. 

Interest rates 

 

Source: Bank of Mauritius; Standard Bank Research 
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Balance of payments: moderate improvement 

Even though we expect GDP growth to accelerate, partly 
boosted by a marginal improvement in net exports, we expect 
the C/A deficit to widen somewhat in the next 2 years. But as a 
percentage of GDP, it will probably stabilise around the 10% 
level. A pickup in tourism arrivals appears to be underway, and 
will likely become engrained once the strategy of diversifying 
towards East Asia has achieved a critical mass. The authorities 
have been steadfast in engineering this change in export 
orientation even as they kept the real exchange rate relatively 
steady and managed to accumulate a modest amount of FX 
reserves. Capital flows have been somewhat erratic, making it 
impossible to discern any trends. Nonetheless, it seems likely 
that these will be sufficient to foster some increase in FX 
reserves over the coming year. We expect FX reserves to be at 
USD3.9bn at year end, covering 5.6 months of imports. 

Current account deficit relatively stable 

 

Source: Bank of Mauritius; CSO; Standard Bank Research 
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FX outlook: continued stability 

We expect that USD/MUR will remain stable, albeit with an 
upward bias. Since 2012 USD/MUR has traded mostly between 
28.50 and 31.20. Intervention by the BOM, which evidently 
intends to keep the pair stable, has been extensive. Thus, while 
capital inflows have been sufficient to cover the C/A deficit, the 
BOM has absorbed the excess inflows. Given that most of the 
country’s trade occurs with the Eurozone, EUR/USD dynamics 
have influenced the BOM as well. Even as the BOM embarked 
on a programme to rebuild its FX reserves in mid-2012, while it 
also sought to increase them, the trade-weighted MUR has been 
relatively stable in that time. While there has been scope for the 
authorities to improve external competitiveness by encouraging 
some trade-weighted MUR depreciation, the BOM’s concerns 
about lurking inflationary pressures have ensured that they 
would focus on maintaining stability instead. We expect that the 
status quo will be maintained over the course of this year. 

USD/MUR: forwards versus forecasts 

 

Source: Bloomberg; Standard Bank Research 
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Equity market outlook: moderation likely 

We expect the equity market to slow its upward advance. The 
SEMDEX index rose by 21.0% y/y in 2013 (about 25.0% y/y 
in USD), with only a temporary hiccup in the middle of the year 
that was probably related to the EM sell-off triggered by US Fed 
tapering concerns. Nonetheless, it comfortably outperformed 
the MSCI EM index. Evidently, the market shrugged off the 
unexciting macro story, characterised by weak growth, low 
inflation and interest rates and a hawkish BOM. We wonder 
whether the market is not discounting better earnings growth 
that is yet to be delivered. From a macro stand point, the 
economy will continue to exhibit a dichotomy, with domestic 
demand outpacing external demand. Hence, it is likely that 
counters exposed to the external sector, like tourism, will 
underperform. Even then, given the longstanding desire of some 
MPC members to raise interest rates, even locally-focused 
counters may encounter some headwinds in the coming year. 

Stock market 

 

Source: Bloomberg 
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Bond curve outlook: bear flattening 

The tightening bias and rising trend in headline inflation will 
most likely give rise to a bear flattening of the yield curve. The 
curve has bear flattened over the past 6-m, with T-bill rates 
rising by between 70 and 90 bps. We expect this to continue, 
with T-bill rates rising by some 30-50 bps, taking them to 
around the 4.0% level. Despite the low market rates, demand 
for paper has been robust, with most auctions over-subscribed. 
With growth still relatively subdued, we anticipate that demand 
for paper will remain strong, dampening the upward trend in 
rates. Furthermore, the 2014 budget is unlikely to put pressure 
on rates. Besides a smaller fiscal deficit, the government 
projected net domestic borrowing declining relative to 2013. 
Despite all these, we believe the views of the hawkish members 
of the MPC will sway market expectations sufficiently to push 
short-term yields higher, especially since inflation trends are 
likely to validate those hawkish views. 

Yield curve 

 

Source: Bank of Mauritius; Reuters; Standard Bank Research 
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Mauritius: Annual indicators 

 2009 2010 2011 2012 2013f 2014f 2015f 

Output        

Population (million)  1.27 1.28 1.29 1.29 1.30 1.31 1.32 

Nominal GDP (MURbn)  282.4 299.2 323.0 323.0 370.9 403.8 441.8 

Nominal GDP (USDbn) 8.8 9.7 11.2 10.7 12.1 13.3 14.1 

GDP / capita (USD)  6,965 7,584 8,720 8,317 9,314 10,117 10,730 

Real GDP growth (%)  3.2 4.2 3.8 3.2 3.0 3.3 4.0 

Sugar production ('000 Tonnes)  467.2 452.5 435.3 435.3 459.0 452.3 463.2 

Tourist arrivals ('000) 871.4 934.8 964.6 965.4 993.0 1006.3 1012.0 

Central Government Operations        

Budget balance (excl. Grants) / GDP (%) -4.0 -4.1 -3.9 -3.9 -3.2 -4.8 -4.5 

Budget balance (incl. Grants) / GDP (%) -3.0 -3.4 -3.2 -3.2 -2.6 -4.3 -4.1 

Domestic debt / GDP (%) 44.5 43.0 43.0 42.2 44.6 46.9 47.2 

External debt / GDP (%) 6.0 7.4 7.4 8.9 11.2 14.0 14.7 

Balance Of Payments        

Exports of goods and services (USDbn) 4.16 4.84 5.83 6.04 6.30 6.61 6.82 

Imports of goods and services (USDbn) 5.08 6.23 7.39 7.53 7.80 8.28 8.53 

Trade balance (USDbn) -0.92 -1.40 -1.56 -1.49 -1.50 -1.67 -1.71 

Current account (USDbn) -0.65 -1.01 -1.50 -1.20 -1.23 -1.37 -1.40 

- % of GDP -7.38 -10.36 -13.34 -11.23 -10.15 -10.33 -9.93 

Capital & Financial account (USDbn) 0.37 0.65 1.68 1.41 1.41 1.66 1.63 

- FDI (USDbn) 0.28 0.45 0.33 -0.58 -2.67 -1.94 -1.28 

Basic balance / GDP (%) -4.21 -5.72 -10.41 -16.59 -32.24 -24.96 -18.99 

FX reserves (USDbn) pe 2.30 2.60 2.78 3.05 3.35 3.64 3.87 

- Import cover (months) pe 5.4 5.0 4.5 4.9 5.1 5.3 5.4 

Sovereign Credit Rating        

S&P nr nr nr nr nr nr nr 

Moody’s Baa1- Baa2 Baa2 Baa2 Baa2 Baa2 Baa3 

Fitch nr nr nr nr nr nr nr 

Monetary & Financial Indicators        

Consumer inflation (%) pa 2.5 2.9 6.5 3.9 3.5 4.7 5.3 

Consumer inflation (%) pe 1.5 6.2 4.8 3.2 4.1 5.1 5.0 

M2 money supply (% y/y) pa 11.65 6.36 7.15 7.40 6.80 5.90 8.05 

M2 money supply (% y/y) pe 8.08 7.64 4.63 8.16 4.30 7.20 8.50 

BOM policy rate (%) pa 5.92 5.42 5.30 4.98 4.75 4.92 5.96 

BOM policy rate (%) pe 5.75 4.75 5.40 4.90 4.65 5.50 6.00 

3-m rate (%) pe 4.33 3.00 4.03 2.74 3.10 5.50 5.90 

1-y rate (%) pe 5.50 3.87 4.60 3.05 3.45 5.90 6.20 

2-y rate (%) pe 6.20 5.28 5.60 5.10 6.20 7.00 7.20 

5-y rate (%) pe 8.50 6.81 6.90 5.58 6.75 7.25 7.50 

USD/MUR pa 31.92 30.82 28.71 30.10 30.63 30.47 31.24 

USD/MUR pe 30.35 30.65 29.35 30.74 30.00 31.14 31.75 

REER pa 88.2 94.1 94.1 96.5 97.0 97.8 98.00 

NEER pa 97.4 103.0 105.4 106.5 107.0 108.1 108.30 

Notes: pe — period end; pa — period average; nr— not rated  
Sources: Bank of Mauritius; Mauritius Central Statistical Service; Standard Bank Research; Bloomberg 
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Morocco: Eurobond valuations look expensive 

Political risk: ruling coalition reshaped 

The reconfiguration of the PJD-led ruling coalition after the 
Istiqlal party left the government resulted in the RNI party 
joining the cabinet in Oct. Despite the ideological differences 
between the Islamist PJD and the liberal RNI, and their previous 
opposition, the new coalition seems to have held up so far. In 
any case, political risks in Morocco remain modest as illustrated 
by the country’s isolation from the Arab Spring uprising and 
limited domestic tensions. This reflects a gradual liberalisation of 
the political framework since the mid-1970s and the 
constitutional reforms introduced in recent years. Besides, King 
Mohammed VI retains considerable authority among mainstream 
parties (even the PJD), which have largely been co-opted over 
time. The main challenge remains the implementation of 
structural reforms, especially on the subsidy and pension system 
fronts, that will prove unpopular and may cause social 
discontent, but are needed to restore fiscal sustainability. 

 

 

Election results 

Parliamentary elections (25 Nov 11) Seats % of seats 

Justice and Development Party (PJD) 107 27.1 

Istiqlal Party 60 15.2 

National Rally of Independents (RNI) 52 13.2 

Authenticity and Modernity Party (PAM) 47 11.9 

Socialist Union of Popular Forces (USFP) 39 9.9 

Popular Movement (PP) 32 8.1 

Constitutional Union (UC) 23 5.8 

Party of Progress and Socialism (PPS) 18 4.6 

Others 17 4.3 

Total  395 100 

Source: Moroccan government 

 

GDP growth: moderate deceleration in 2014 

Growth reached 4.0% in Q3:13, from 5.1% in Q2 and 3.8% in 
Q1, primarily owing to a sharp rebound in agricultural growth 
(20.1% in Q1-Q3) on low base effects. Yet non-agricultural 
growth remained benign at 2.0% over the period, driven by the 
telecoms, hotel and restaurants and commerce sectors, while 
mining and construction recorded negative growth rates. We see 
the economy expanding 4.0% in 2014, from 4.4% in 2013, as 
non-agricultural sectors recover and assuming that cereal 
output firms up. A pick-up in EU growth this year, more 
promising prospects for investment and a supportive monetary 
regime should underpin the economy and mitigate the effects of 
a tighter fiscal stance. Further progress in improving the 
business climate and institutional framework would also 
contribute to increased private investment. Unemployment 
stabilised at 9.1% y/y in Q1-Q3:13, but remains a concern in 
urban areas.  

Contribution to GDP 

 

Sources: HCP; BAM; IMF; Standard Bank Research 
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Quarterly indicators 

 Q1:12 Q2:12 Q3:12 Q4:12 Q1:13 Q2:13 Q3:13 Q4:13e Q1:14f Q2:14f Q3:14f Q4:14f 

GDP (% y/y) pa 2.8 2.7 2.9 2.3 3.8 5.1 4.0 4.8 4.3 3.5 4.3 4.0 

CPI (% y/y) pa 0.5 1.4 1.3 2.0 2.3 2.5 1.7 1.5 1.9 2.7 2.3 3.2 

M2 (% y/y) pa 6.5 5.6 6.0 5.1 3.8 5.3 5.0 4.8 6.0 5.6 5.6 6.7 

CA/GDP (%) pa -11.0 -11.2 -9.8 -9.6 -7.9 -8.1 -6.7 -6.5 -6.4 -6.5 -5.4 -5.5 

FX reserves (USD bn) pe 19.3 16.6 16.5 17.2 16.6 17.9 17.6 18.5 18.6 18.8 19.1 19.3 

Import cover (mths) pe 5.6 4.8 4.8 5.0 4.7 5.1 5.0 5.3 5.1 5.2 5.3 5.3 

BAM policy rate (%) pe 3.0 3.0 3.0 3.0 3.0 3.0 3.0 3.0 3.0 3.0 3.0 3.0 

USD/MAD pe 8.40 8.74 8.64 8.46 8.66 8.56 8.28 8.18 8.18 8.28 8.48 8.59 

REER pe 96 94 94 96 96 97 98 99 99 99 97 96 

NEER pe 97 95 95 96 95 96 98 99 99 98 96 95 

Sources: Haut Commissariat au Plan; Bank Al-Maghrib; IMF; Bloomberg; Standard Bank Research 
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Fiscal policy: containing the deficit 

The authorities plan to cut the fiscal deficit to 4.9% of GDP 
(including grants) in 2014, from 5.5% of GDP in 2013. 
Revenue will improve only marginally as the authorities seek to 
broaden the tax base. Capex will be stationary in this year’s 
budget. Current expenditure is seen declining modestly as the 
government contains the wage bill and reduces the subsidy 
allocation to 3.8% of GDP from 4.6% of GDP in 2013. Yet an 
extra 0.7% of GDP of subsidy arrears has yet to be serviced, 
making the overall reduction in spending less evident. To be fair 
the authorities introduced a partial adjustment of energy prices 
in Sep 13 beyond the USD105 pbl oil price budget benchmark. 
Still a broader reform of the “Caisse de Compensation” 
framework is certainly required. The urgency for pension system 
reform is also increasing given the growing deficit expected 
from 2014. External (total) debt has picked up in recent years, 
but is still sustainable at 46.3% (61.2%) of GDP in 2013. 

        
          

        

 

Central government budget 

% of GDP 2012 2013 2014 

Revenue 27.6 26.5 26.9 

Tax revenue 23.8 22.5 22.9 

Nontax revenue 3.8 4.0 4.0 

Total expenditure  30.0 28.7 28.1 

Current expenditure 23.2 21.4 20.9 

   Wages 12.9 12.8 12.4 

   Food and petroleum subsidy  6.5 4.6 3.8 

   Other primary current spending 1.4 1.4 1.9 

    Interest 2.4 2.5 2.8 

Capital expenditure 6.8 7.3 7.3 

Net acquisition of non-fin assets 5.1 4.3 5.1 

Balance (excluding grants) -7.6 -6.5 -6.3 

Balance (including grants) -7.5 -5.5 -4.9 

Grants 0.1 1.0 1.4 

Sources: Ministry of Economy and Finance; IMF; Standard Bank Research 

 

Monetary policy: stable formal rate outlook 

BAM retained the policy rate at 3% at the 17 Dec MPC (held 
steady since Q1:12), citing broadly balanced macroeconomic 
risks. The central bank expects the non-agricultural growth 
outlook to improve, but remain below capacity. Added to this, 
monetary aggregates are still weak, with M2 and PSCG 
expanding 5.0% y/y and 2.6% y/y in Q3:13. In this context, 
BAM sees limited price pressures emerging in the MT. On our 
projections, inflation will average 2.0% y/y in 2013 and pick up 
only marginally to 2.5% y/y in 2014. Upside risks would come 
from more tangible progress on the subsidy reform and higher 
energy prices, which is not a core scenario at present. In this 
context, we suspect the possibility of a hike in the policy rate is 
remote, especially considering the resilience of the exchange 
rate. Besides, the liquidity deficit of the banking system widened 
further in Q4:13 (to MAD78.1bn), forcing BAM to intervene via 
continued advances and refinancing operations. 

 

Interest rates 

 

Sources: BAM; HCP; Standard Bank Research 
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Balance of payments: narrowing C/A deficit 

The large trade deficit stabilised in 2013, as exports and 
imports fell 1.6% y/y and 2.5% y/y in MAD terms in Jan-Nov. 
Despite an increase in exports in the agriculture and food 
(+18%), textiles (18%) and automotive (17%) groups, exports 
of phosphates dropped qualitatively (-22.0%). Food (-13.4%) 
and energy (-4.1%) imports fell, but this was mitigated by 
higher imports of equipment goods (7.0%) and semi-finished 
products (3.0%). Meanwhile, the services surplus is expected to 
improve as the tourism sector benefits from the uncertain 
situation in Egypt and Tunisia (arrivals up 5% y/y in Oct). As 
such, we see the C/A deficit narrowing to 6.0% of GDP in 
2014, from 7.3% of GDP in 2013, assuming a recovery in EU 
demand, a pick-up in mining output, the expansion of industrial 
plans and higher remittances. Investment projects in the 
tourism, energy, automobile and aeronautics sectors should 
underpin FDI in coming years, but portfolio flows will probably 
remain modest. 

Current account 

 

Sources: BAM; Ministry of Foreign Trade; IMF; Standard Bank Research 
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FX outlook: USD/MAD upside  

EUR/MAD has continued to fluctuate in a tight 11.0-11.5 
multi-year band, while USD/MAD trended lower in H2:13 and 
has stabilised in a 8.15-8.25 range lately (8.23 on 13 Jan, from 
a high of 8.68 on 9 Jul). Morocco maintains a heavily managed 
exchange rate relative to a EUR-USD basket largely dominated 
by the EUR. The IMF has repeatedly recommended a more 
flexible FX framework to improve external competitiveness and 
absorb external shocks. Yet we suspect BAM will be reluctant to 
reform the exchange rate regime until there is more tangible 
fiscal consolidation, further progress in the emergence of an 
interbank market and a build-up of institutional capacity in 
managing FX risk. FX reserves (USD18.5bn in Dec 13) have 
stabilised since the IMF’s PLL facility was signed in Aug 12 and 
will pick up modestly to USD19.3bn in Dec 14 (5.3-m of import 
cover) as lower twin deficits offset the effect of a weaker EUR. 
The last mentioned will also push up USD/MAD later in 2014. 

 
 

USD/MAD: forwards versus forecasts 

 

Source: Bloomberg; Standard Bank Research 
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Equity market: positive momentum 

The MASI index traded flat (+0.6%) in USD terms in 2013, 
largely underperforming the Egyptian bourse (+13.8%) and the 
MSCI FM (+20.9%), but outperforming the Tunisian BVMT  
(-9.1%). In MAD terms, the index was still down 2.6%. The 
market seems to have bottomed out after two consecutive years 
of sizeable decline. Morocco’s exclusion from the MSCI EM 
(around 0.1% of the index) and inclusion in the MSCI FM  
(6.7% expected in Mar) is seen as a catalyst for foreign equity 
flows into the stock market in 2014, especially considering the 
positive momentum for frontier stock markets and Morocco’s 
underperformance vs peers in recent years. The DG of the 
Casablanca Stock Exchange is also optimistic on new listings 
(including Marsa Maroc) and capital raisings this year. With a 
market cap of USD54.6bn, the Moroccan bourse is the fourth 
largest exchange on the continent, which makes it relevant, but 
daily liquidity has hovered around a mere USD10m lately. 

 

Casablanca Stock Exchange 

 

Sources: Bloomberg; Standard Bank Research 
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Bond outlook: valuations look tight 

The 22s recovered post-Sep 13 and gained modestly in recent 
weeks to a price of 94.5 (a yield of 5.1%) on 15 Jan, despite 
the FED announcing that it would start tapering QE in Jan. The 
spread actually narrowed from 350 bps in late Aug to 239 bps, 
suggesting that the 22s outperformed the average spread 
compression of EM peers in the meantime. This also means that 
the 22s are now trading tight to credits like Turkey and 
Indonesia and almost in line with South Africa, which certainly 
limits further yield downside based on relative fundamentals. 
While the 42s rallied less aggressively (87.7 or a yield of 6.4%) 
to a spread of 289 bps, they now also look expensive vs more 
developed peers. We suspect the risks to Moroccan Eurobond 
yields are probably to the upside, especially given the MT 
outlook for US rates. Morocco plans to issue a new EUR1bn 
bond in 2014 to capitalise on the differential between the USD 
and EUR yield curves and minimise FX risk.  

 

USD Moroccan 4.25% and 5.5% bonds 

 

Sources: Bloomberg; Standard Bank Research 
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Morocco: annual indicators 

 2009 2010 2011 2012 2013e 2014f 2015f 

Output        

Population (million)  31.5 31.9 32.2 32.5 32.9 33.2 32.8 

Nominal GDP (MADbn)  732.4 767.1 813.1 842.4 890.5 944.0 1011.4 

Nominal GDP (USDbn) 90.6 91.0 100.5 97.5 105.8 113.4 114.4 

GDP / capita (USD)  2,873 2,858 3,122 2,998 3,221 3,416 3,483 

Real GDP growth (%)  4.8 3.7 5.0 2.7 4.4 4.0 4.6 

Central Government Operations        

Budget balance / GDP (%) -2.2 -3.9 -6.6 -7.5 -5.5 -4.9 -4.5 

Primary balance (exc. Grants) / GDP (%) 0.0 -2.5 -4.7 -5.2 -4.0 -2.9 -2.8 

Gov. debt / GDP, domestic (%) 37.2 39.1 41.5 45.9 46.3 47.4 50.6 

Gov. debt / GDP, foreign (%) 10.8 12.1 12.2 13.7 14.9 14.8 15.7 

Balance of Payments        

Exports of goods (USDbn) 14.0 17.7 22.0 21.0 22.0 23.8 24.5 

Imports of goods (USDbn) 30.4 32.6 41.0 41.5 42.0 43.6 45.0 

Trade balance (USDbn) -16.4 -14.9 -19.0 -20.5 -20.0 -19.8 -20.5 

Current account (USDbn) -5.1 -3.7 -7.7 -10.1 -7.7 -6.8 -6.3 

- % of GDP -5.6 -4.1 -7.7 -10.4 -7.3 -6.0 -5.5 

Capital & Financial account (USDbn) 5.8 3.5 5.3 7.1 9.0 7.6 6.1 

- FDI (USDbn) 1.0 1.0 2.4 2.6 3.2 3.2 3.3 

Basic balance / GDP (%) -4.5 -3.0 -5.3 -7.7 -4.3 -3.2 -2.6 

FX reserves (USDbn) pe 22.8 22.6 20.2 17.2 18.5 19.3 19.1 

- Import cover (months) pe 9.0 8.3 5.9 5.0 5.3 5.3 5.1 

Sovereign Credit Rating        

S&P BB+ BBB- BBB- BBB- BBB- BBB- BBB- 

Moody’s Ba1 Ba1 Ba1 Ba1 Ba1 Ba1 Ba1 

Fitch BBB- BBB- BBB- BBB- BBB- BBB- BBB- 

Monetary & Financial Indicators        

Consumer inflation (%) pa 0.9 1.0 0.9 1.3 2.0 2.5 2.3 

Consumer inflation (%) pe -1.5 2.2 0.9 2.6 1.5 2.4 2.5 

M2 money supply (% y/y) pa 5.7 7.7 6.2 5.8 4.7 6.0 6.4 

M2 money supply (% y/y) pe 7.7 5.0 7.2 4.9 3.9 7.2 5.9 

Policy rate (%) pa 3.29 3.25 3.25 3.04 3.00 3.00 3.00 

Policy rate (%) pe 3.25 3.25 3.25 3.00 3.00 3.00 3.00 

USD/MAD pa 8.09 8.43 8.09 8.64 8.41 8.33 8.84 

USD/MAD pe 7.9 8.35 8.59 8.46 8.18 8.59 9.14 

REER pa 99 97 99 95 98 98 96 

NEER pa 99 97 99 96 97 97 95 

Sources: Haut Commissariat au Plan; Bank Al-Maghrib; IMF; Bloomberg; Standard Bank Research 
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Mozambique: investment undeterred, for now 

Political risk: general insecurity  

The ruling party continues to dominate the political landscape, 
having maintained control over 50 of 53 municipalities at the 
local elections in Nov 13. Significantly, the results also 
confirmed that the opposition, as represented by the 
Movimento Democrático de Moçambique (MDM), received 
notable support, winning in three major urban areas. The show 
of support for the opposition is interesting as it suggests greater 
success for the MDM at the national and presidential elections 
set to take place in October 2014. It remains to be seen if 
Renamo (which is currently the largest opposition party in 
parliament) will continue to boycott the electoral process. The 
relationship between Renamo and the ruling party remains 
highly strained following the escalation of violence in the past 
6-m. A bid to end the animosity through talks has thus far 
failed. The central and northern parts of the country are likely to 
continue to be affected by general insecurity.  

  

  

 

  

 

Election results (2009) 

Presidential election Party % of votes 

Armando Guebuza Frelimo 75.01 

Afonso Dhlakama Renamo 16.41 

Daviz Simango MDM 8.59 

Legislative election % of votes Seats 

Frente de Libertação de Moçambique 
(Frelimo) 

74.66 191 

Resistência Nacional Moçambicana 
(Renamo) 

17.68 51 

Movimento Democrático de Moçambique 
(MDM) 

3.93 8 

Others 3.73 0 

Source: National Electoral Commission (CNE) 

 

GDP growth: volumes make a dent 

We expect agricultural output to improve in Q1:14 on the back 
of improved weather, while the completion of a number of 
energy projects and the ongoing capacity expansion of key 
transport nodes will assist in boosting production volumes of 
electricity and natural resources (coal). This will allow growth to 
accelerate to 7.4% y/y in 2014, from an official estimate of 
6.5% y/y in 2013. From an expenditure perspective, gross 
fixed capital formation (GFCF) will experience the greatest 
acceleration in growth. Private investment in property, energy, 
transport and mining operations contribute to the GFCF 
acceleration in 2014. Public investment is set to rise by  
12% y/y under the 2014 budget, while public consumption 
expenditure will make a more notable contribution to GDP 
expanding by 41% y/y. Private consumption (72% of GDP) will 
experience steady growth as employment grows. Strong growth 
in exports will reduce the drag of the trade deficit on GDP.  

  

 

Quarterly indicators 
 Q1:12 Q2:12 Q3:12 Q4:12 Q1:13 Q2:13 Q3:13 Q4:13e Q1:14f Q2:14f Q3:14f Q4:14f 

GDP (% y/y) pa 5.9 7.6 6.6 8.9 4.8 6.5 7.4 7.1 5.6 8.2 7.4 8.1 

CPI (% y/y) pa 4.1 2.6 1.6 2.0 3.7 4.8 4.5 4.0 3.6 4.1 5.2 5.7 

M3 (% y/y) pa 9.2 16.0 22.3 29.1 28.1 24.4 22.1 18.0 19.2 20.1 17.6 24.3 

CA/GDP (%) pe -36.0 -36.0 -36.0 -36.0 -39.8 -39.8 -39.8 -39.8 -35.5 -35.5 -35.5 -35.5 

FX reserves (USD bn) pe 2.3 2.3 2.5 2.8 2.4 2.3 2.8 2.9 2.9 3.0 3.0 3.3 

Import cover - goods (months) pe 4.5 4.5 4.8 5.4 4.2 3.9 4.8 5.0 5.0 5.0 5.0 5.1 

3-m rate (%) pe 8.4 4.2 4.1 2.6 2.9 4.8 5.1 5.2 5.5 5.9 6.5 7.0 

1-y rate (%) pe 9.6 6.8 4.8 3.7 3.7 6.9 7.1 7.2 7.4 7.5 7.7 8.0 

USD/MZN pe 28.1 27.9 28.7 29.7 30.8 29.8 29.8 30.0 30.2 30.7 31.1 31.5 

REER pe 93.4 94.5 94.1 94.7 94.8 94.9 95.1 95.3 94.9 94.8 93.9 93.1 

NEER pe 52.9 53.3 51.7 50.1 50.0 50.0 49.7 49.2 49.0 48.7 48.3 48.2 

Source: Bank of Mozambique; Bloomberg; Mozambique Ministry of Finance; Standard Bank Research 
Notes: pe — period end; pa — period average 

 

Composition of GDP 

 

Source: National Statistics Institute; Standard Bank Research 
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Fiscal policy: boosting investment 

The 2014 budget outlines a deficit of 9.7% of GDP, from an 
estimated outcome of 9.6% of GDP in 2013 (against an original 
outline of 9.1%). The majority of the deficit will be financed 
through concessional borrowing from international financing 
institutions, but domestic financing is set to rise substantially 
(53% y/y to MZN5.5bn). A non-concessional debt limit of 
USD2bn applies under Mozambique’s IMF programme, of which 
USD1.4bn had been utilised by mid-2013. While this arguably 
leaves room for potential Eurobond issuance of benchmark size, 
we believe it is more likely that the government will rely on 
project finance loans for its infrastructure development plans.  
The rate of accumulation of public debt (at USD5.7bn or 38% 
of GDP in Mar 13) is likely to accelerate in 2014 on the back of 
increased disbursement of existing loans as well as new loans. 
The sale of stakes in existing mining operations and offshore gas 
blocks will again contribute to substantial revenue collections 
through capital gains taxes in 2014. 

Central government budget 

 % of GDP 2012 2013 2014 

Total revenue (+ grants) 30.4 30.6 33.2 

Total expenditure  33.8 38.5 38.4 

- wages 10.2 10.8 10.6 

- interest 1.01 1.20 3.3 

- development 12.4 17.0 16.8 

Overall balance (- grants) -10.1 -14.5 -15.4 

Overall balance  (+ grants) -3.9 -9.6 -9.7 

Net external borrowing 3.1 8.8 8.7 

Net domestic borrowing 0.8 0.8 1.0 

Grants 6.2 5.0 5.0 

Source:  Minis try of Finance, Standard Bank Research 

 

Monetary policy: eyeing the exchange rate 

We expect that inflationary pressures will remain subdued in the 
next 4-m, with the rapid rise in food prices associated with the 
floods in Q1:13 unlikely to be repeated in Q1:14. The stability 
of the MZN against the USD, but more importantly the relative 
strength of the MZN against the ZAR is furthermore likely to 
contribute to a relatively benign inflation outlook. We expect 
the monetary policy authority may seek to ease monetary policy 
further as inflation reaches on average 3.6% y/y in first 4-m of 
2014, from on average 4.0% y/y in Q4:13. The Bank of 
Mozambique reduced its lending policy rate (FPC) by 125 bps 
in 2013 to 8.25%. The central bank kept a keen eye on the 
USD/MZN exchange rate, occasionally providing foreign 
exchange to the market in support of the MZN. We expect 
exchange rate stability to continue to form the cornerstone of 
monetary policy in Mozambique in 2014. 

Inflation and interest rates 

 

Source: BOM, INE, Standard Bank Research 
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Balance of payments: trade deficit to decline 

Mozambique is becoming increasingly integrated in the global 
economy as trade with and financial inflows from the rest of the 
world surges. The value of total trade with the rest of the world 
increased tenfold over the past decade to close to USD11bn 
over the past decade. Significantly, we expect the trade deficit 
to stabilise for the first time in 8-y (at caUSD3.2bn) as the 
growth in exports improves on the back of expanding volumes 
of natural resources. The CA deficit is expected to improve 
modestly as a result (to 34% of GDP, from 40% in 2013).  We 
expect this to be more than amply financed with FDI inflows (of 
caUSD4bn in 2014) as well as external borrowing by the 
government. The Ministry of Finance expects total 
disbursements of public sector external loans to reach 
USD1.1bn in 2014, with a further USD1.3bn to be borrowed 
externally by the private sector. This is likely to allow foreign 
exchange reserves to grow from USD2.9bn in Nov 13 (up 
USD450m from Jan 13). The official target is to maintain the 
import cover ratio above 3.7-m.   

Current account  

 

Source: Bank of Mozambique, Standard Bank Research 
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FX outlook: steady we go 

The MZN has been the least volatile African currency over the 
past 6-m trading in a narrow band against the USD (29.5-
30.5). We expect USD/MZN to maintain a relatively steady 
path in the next few months, not least as the bias of the policy 
authorities remains in favour of stability. Currency stability is 
particularly important to the central bank in light of the growing 
foreign currency liabilities held by public entities (such as debt 
servicing obligations). The liquidity in the foreign exchange 
market has, in line with increased trade (in goods and services) 
and financial flows, increased substantially with daily turnover 
now in excess of USD70m a day (more than that of all other 
Southern African markets excl. SA). The central bank, however, 
remains an important source of dollars (as it receives public 
sector flows). We expect that the Bank of Mozambique will 
continue to offer support to the MZN through sales of foreign 
exchange. Reserves exceed 5-m of import cover, which leaves 
the central bank well placed to support the currency.    

USD/MZN: forwards versus forecasts 

 

Source: Reuters, Standard Bank Research 
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Eurobond: positive outlook 

Trading at pricing 95.4 (yield of 7.69% and a spread of  
616 bps over US4.5y swaps), the de facto Eurobond (with a 
total outstanding amount ofUSD850m and a weighted average 
life of 4.5 years) continues to trade wide to its B+ peers. We 
believe the bond offers reasonable value, given the country’s 
strong medium-term fundamentals. The debt servicing 
obligations associated with non-commercial activities of the 
fishing agency EMATUM have been incorporated in the central 
government’s budget. This adds further comfort of the 
sovereign’s support of this bond and certainty that the servicing 
of the bond will be timely (with the first coupon due in Mar 14). 
We furthermore believe that there is limited likelihood of further 
issuance by the sovereign over the next 4-m as the government 
continues to rely on (concessional) loans to meet its financing 
needs. The lack of supply will offer further support to the notes. 

  

 

MEMATU 20s 

 

Source: Bloomberg 
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Bond curve outlook: issuance to increase 

The coming year is likely to see the frequency of government 
bond issuance increase further, while the net issuance is set to 
rise significantly in 2014. In 2013, the stock exchange held at 
least 5 bond auctions in a bid to raise MZN3.6bn in domestic 
financing. This is a meaningful departure from previous 
experience whereby the government would raise the annual 
domestic financing needs in a single bond issue (which 
essentially was a private placement by the central bank). The 
apprehension of authorities to accept double-digit yields at 
these auctions (as demonstrated by the rejection of bids) 
contributed to poor appetite for bonds from local market 
participants (the market remains closed to foreigners). The 
government is looking to raise MZN5.5bn in domestic financing 
this year, with yields likely to rise relative to 2013. The 
government is likely to face little pressure to accept aggressive 
bids at the auctions in light of the fairly negligent contribution it 
makes to overall resources. 

Changes in yield curve 

 

Source:  BOM, Standard Bank Research 
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Mozambique: annual indicators 
 2009 2010 2011 2012 2013 2014 2015 

Output        

Population (million)  22.6 23.1 23.6 24.1 24.7 25.0 25.2 

Nominal GDP (MZNbn)  266.2 315.0 364.7 407.9 452.3 506.9 576.9 

Nominal GDP (USDbn) 9.6 9.2 12.6 14.4 15.0 16.5 17.9 

GDP / capita (USD)  425.8 397.0 531.9 595.3 608.3 659.4 708.2 

Real GDP growth (%)  6.3 7.1 7.3 7.2 6.6 7.4 8.0 

Coal production   0.1 4.9 7.5 14.5 20 

Central Government Operations         

Budget balance (excl. Grants) / GDP (%) -15.0 -13.1 -11.5 -12.1 -12.2 -10.3 -9.7 

Budget balance (incl. Grants) / GDP (%) -5.5 -4.6 -3.6 -4.0 -8.9 -7.0 -7.6 

Domestic debt / GDP (%) 8.0 3.1 6.4                       
5.5  

6.4 7.2 8.3 

External debt / GDP (%) 30.1 34.4 33.0 35.4 48.7 49.7 51.0 

Balance Of Payments        

Exports of goods (USDbn) 2.1 2.3 3.1 3.5 3.8 4.7 5.4 

Imports of goods  (USDbn) -3.4 -3.5 -5.4 -6.2 -7.0 -7.8 -8.5 

Trade balance (USDbn) 5.6 5.8 8.5 9.6 10.8 12.5 13.9 

Current account (USDbn) -1.2 -1.5 -3.0 -5.2 -6.0 -5.8 -6.0 

- % of GDP -12.9 -16.6 -23.9 -36.0 -39.8 -35.4 -33.4 

Capital & Financial account (USDbn) 1.1 1.4 2.9 5.2 5.4 7.0 7.2 

- FDI (USDbn) 0.9 1.0 2.7 5.2 5.0 4.2 4.5 

Basic balance / GDP (%) -3.7 -5.5 -2.7 0.4 -6.5 -10.0 -8.2 

FX reserves (USDbn) pe 2.1 2.2 2.5 2.8 2.9 3.3 4.3 

- Import cover (months) pe 7.4 7.4 5.5 5.4 5.0 5.1 6.1 

Sovereign Credit Rating        

S&P B+ B+ B+ B+ B+ B+ B+ 

Moody’s nr nr nr nr Ba3 Ba3 Ba3 

Fitch B B B B B+ B+ B+ 

Monetary & Financial Indicators        

Consumer inflation (%) pa 3.8 12.5 11.3 2.6 4.3 4.7 5.8 

Consumer inflation (%) pe 2.3 9.4 6.1 2.0 3.5 5.9 6.0 

M3 money supply (% y/y) pa 26.3 31.6 13.2 19.2 23.2 20.3 24.7 

M3 money supply (% y/y) pe 32.6 22.8 9.4 29.4 18.0 23.0 26.2 

BOM discount rate (%) pa 12.4 13.8 16.1 12.2 9.0 8.4 8.5 

BOM discount rate (%) pe 11.5 15.5 15.0 9.5 8.25 8.50 8.50 

3-m rate (%) pe 9.5 14.7 12.0 2.6 5.2 7.0 7.1 

1-y rate (%) pe 11.0 15.3 12.2 3.7 7.2 8.0 8.7 

USD/MZN pa 27.7 34.3 29.0 28.4 30.2 30.8 32.3 

USD/MZN pe 30.2 32.4 27.1 29.7 30.0 31.5 33.1 

REER pa 91.0 86.8 88.4 94.2 94.9 94 92.2 

NEER pa 46.1 44.6 45.8 52.0 49.3 48.6 49.2 

Source:  Bank of Mozambique, INE, IMF, CSO, Standard Bank Research 
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Namibia: relative value 

Composition of GDP by demand 

 

Source: BON, NSA, Standard Bank Research 
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Election results (2009) 
Presidential election Party % of votes 

Hifikepunye Lucas Pohamba  SWAPO 75.25 

Hidipo Hamutenya RDP 10.91 

Katuutire Kaura DTA 2.98 

Kuaima Riruako  NUDO 2.92 

Justus Garoëb  UDF 2.37 

Legislative election Seats % of votes 

SW African People's Organization (SWAPO) 54 74.29 

Rally for Democracy and Progress (RDP) 8 11.16 

Democratic Turnhalle Alliance of Namibia (DTA) 2 3.13 

National Unity Democratic Organization (NUDO) 2 3.01 

United Democratic Front (UDF) 2 2.4 

All People’s Party (APP) 1 1.33 

Republican Party (RP) 1 0.81 

Congress of Democrats (COD) 1 0.66 

SW Africa National Union (SWANU) 1 0.62 

Appointed members 6  

Total 78  
Source: INEC 

 

Political risk: passing on the baton 

National and presidential elections are scheduled to be held in 
Nov 14, with the ruling party likely to maintain its dominant 
position. There will, however, be a change in leadership, with 
the current president having reached the end of his final term. 
Hage Geingob, the prime minister and vice president of the 
ruling party, was nominated as SWAPO’s presidential candidate 
in 2012. In the absence of strong opposition parties and/or 
coalitions, Geingob is likely to succeed Pohamba as Namibia’s 
president. The Targeted Intervention Programme for 
Employment and Economic Growth (TIPEEG) will come to an 
end in Mar 14, with the ruling party likely to announce new 
policy measures to address unemployment and inequality ahead 
of the elections. TIPEEG has been criticized for failing to deliver 
the promised jobs and/or social infrastructure investment. 
Overall, we do not expect a radical shift in government policies.  

GDP growth: paving the way to higher growth 

We are looking for growth to accelerate in the next 4-m, albeit 
modestly, after a disappointing performance of the economy in 
the first half of 2013. GDP growth reached on average  
2.7% y/y in the period, before recovering to 5.3% y/y in 
Q3:13. We see room for a better performance of the economy 
as a result of strong growth in gross fixed capital formation 
(GFCF) and government consumption. Household consumption 
received support from the low interest rate environment as well 
as a boost to disposable income as a result of a reduction in 
effective tax rates under the 2013/14 budget. While the low 
interest rate environment is set to remain in place, we see 
limited room for increased debt financed consumption as levels 
of indebtedness are high. A further boost to private 
consumption through tax measures is unlikely to be repeated. 
Key investment infrastructure projects set to commence early 
this year will assist GFCF, next to increased property 
developments and the expansion of mining operations.  

Quarterly indicators 

 Q1:12 Q2:12 Q3:12 Q4:12 Q1:13 Q2:13 Q3:13 Q4:13e Q1:14f Q2:14f Q3:14f Q4:14f 

GDP (% y/y) pa 0.6 12.3 3.6 4.5 2.6 2.7 5.3 5.1 5.3 4.8 4.5 4.4 

CPI (% y/y) pa 7.2 6.7 6.5 7.0 5.9 6.0 5.8 4.7 5.1 5.1 5.2 5.7 

M2 (% y/y) pa 11.3 15.5 12.2 7.2 10.0 9.8 12.2 11.4 10.9 11.1 8.0 9.4 

CA/GDP (%) pa -2.0 -0.9 -1.8 -4.0 -5.3 -3.3 -3.7 -3.1 -3.4 -3.7 -4.1 -4.4 

FX reserves (USD bn) pe 1.81 1.86 1.92 1.74 1.61  1.61  1.45  1.7 1.71 1.74 1.78 1.8 

Import cover (months) pe 3.5 3.6 3.1 3.4 3.1 3.1 2.8 3.3 3.1 3.1 3.2 3.3 

3-m rate (%) pe 5.9 5.8 5.5 5.5 5.66 5.6 5.5 5.55 5.5 5.5 5.6 5.5 

5-y rate (%) pe 8.5 7.7 7.1 6.8 6.8 7.89 8.1 7.9 7.9 7.8 8 8.1 

USD/NAD pa 7.8 8.1 8.3 8.7 8.9 9.5 10.0 10.2 10.8 10.6 10.6 10.5 

REER pa 125.8 121.5 121.8 117.0 122.1 117.7 112.7 110.7 100.1 100.2 100.8 100.9 

NEER pa 94.1 90.6 89.8 84.9 82.9 79.6 75.6 74.0 73.2 73.7 73.4 74.2 

Notes: pe — period end; pa — period average 
Sources: Bank of Namibia; Central Bureau of Statistics; Ministry of Finance; IMF; Standard Bank Research 
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Fiscal policy: positive surprise 

While details on the performance of revenue and expenditure in 
the current fiscal year are scarce, we maintain that the budget 
deficit is likely to fall short of the 6.7% of GDP announced for 
the fiscal year ending in March (from 2.8% in FY2012/13). 
Domestic issuance of T-bills and bonds (which was set to 
finance the lion’s share of the deficit) fell marginally behind that 
outlined in the borrowing strategy. While this was partially offset 
by increased foreign borrowing, we believe there has been a 
decline in financing needs relative to budget expectations. This 
is likely to be associated with resilient revenue collections and a 
slight under allocation of the development expenditure budget. 
The latter was set to expand by NAD1.4bn to NAD8.15bn, 
which is unlikely to be successfully executed. The Finance 
Minister is set to announce the new budget and MTEF in Feb, 
which is likely to see a reduction of the expected deficit from 
levels included in last year’s releases as the size of anticipated 
SACU receipts rise and the government takes measures to 
expand the tax base. 

Government budget 

 2013/14 2014/15 

Total revenue (+grants) 35.9 36.8 

Total Expenditure 42.6 41.3 

- operational 33.3 32.0 

- interest 2.0 2.3 

- capital 7.3 7.0 

   

Budget balance (excl. Grants) -4.5 -4.0 

Budget balance (incl. Grants) -4.3 -4.0 

Source: Ministry of Finance; Standard Bank Research 

 

Monetary policy: muddling through 

We expect the Bank of Namibia to keep the policy rate on hold 
at 5.5% over the next 4-m, as it continues to mirror the 
behaviour of the South African Reserve Bank. While South Africa 
continues to suffer from lacklustre growth, we believe it is 
unlikely that the SARB will reduce interest rates, considering the 
uncertainty it faces around the path of the ZAR and whether the 
more muted than usual exchange rate pass-through will endure. 
The BON is unlikely to seek to ease monetary policy as growth 
remains relatively strong at 4%. Inflation reached 4.9% y/y in 
Dec 13, from 6.4% y/y in Dec 12 (under a revised inflation 
series in which the CPI basket was reweighted and the base year 
was shifted to 2010 from 1990). We expect inflation to remain 
relatively stable over the next 4-m at on average 5.1% y/y. 
Inflation is forecast to follow a similar pattern in South Africa, 
reaching 5.4% y/y in Q1:14 (Bloomberg consensus), from 
5.3% y/y in Nov.  

Inflation and interest rates 

 

Source: Bloomberg, NSA, Bank of Namibia, Standard Bank Research 
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Balance of payments: treading a fine line 

The CA deficit narrowed over the first 3 quarters of 2013 to 
USD270m, from USD370m in the same period of 2012. This is 
equal to 3.1% of GDP (at an annualised rate), from 3.8% a year 
earlier, assisted by an unusual decline in imports and rise in 
income inflows in Q2:13. However, we do expect an expansion 
in imports and as a result a wider CA deficit over the next 4-m. 
Significantly, SACU receipts will remain sizeable at on average 
caUSD370m per quarter. FDI is considerable (inflows reached 
USD640m in Q1-Q3:13, up from USD160m in 2012) and 
likely to grow; however, portfolio and long-term investments 
abroad by local investors will continue to erode the F/A 
position. In 2013, this was associated with a decline in foreign 
exchange reserves to USD1.44bn (or 2.8 months of import 
cover) in Sep, from USD1.7bn in Dec 12. We expect some 
reserve accumulation in the next 4-m, albeit marginal.  

Current account  

 

Source: Bank of Namibia, Standard Bank Research 
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FX outlook: USD/ZAR uptrend still in place 

The ZAR started 2014 the way it finished 2013: on the back-
foot. Technically, USD/ZAR looked over-extended after some 
aggressive upside price movement in Dec 13 in a thin market. 
But such is the negative sentiment towards key EM currencies 
(including the ZAR) that we are still awaiting the shakeout of 
the long USD/ZAR positions. Even once we do get a technical 
pull-back, we are not convinced USD/ZAR will significantly 
break the uptrend until investor sentiment around EM 
currencies turns more markedly. We suspect such a turnaround 
requires a topping out of UST yields and a narrative around how 
the sharp depreciation across EM currencies, in conjunction with 
higher OECD demand, is promoting a structural shift towards 
more productive growth and reduced financing needs. In the 
meanwhile, we suspect any downside corrections in USD/ZAR 
should be used to position for a move higher, perhaps even back 
to the levels seen during the 2008 crisis. 

USD/NAD forwards versus forecast 

 

Source: Bloomberg; Standard Bank Research 
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Namibia 21s 

The Namibia 21s (Ba3/BBB-; 5.5%; USD500m; due 2021) are 
currently trading at a spread of just over 40bps above South 
Africa (SOAF 22s) at a Z-spread of 253 bps over UST (yield of 
4.98% and a price of 108). The moves in the Namibian 
Eurobond remain highly correlated to those of the SOAFs, 
however, the spread between the Namibia 21s and the SOAF 
22s remain considerably lower than in the onset of 2013 (when 
the spread was 80 bps). The spread even managed to narrow to 
as little as 18 bps in Oct. We remain relatively constructive on 
Namibia relative to South Africa over the medium term. We 
would argue that the Namibia 21s could even trade through 
South Africa in light of the more favourable outlook of its 
fundamentals (including external sector and government 
finances). The lack of further issuance of external debt (apart 
from project loans) by Namibia over the medium term is 
furthermore likely to provide support for the bond. 

Eurobond 

 

Source: Bloomberg  

 

97

102

107

112

117

122

127

132

Nov-11 May-12 Nov-12 Jun-13 Dec-13

Namibia 21s SAOF 22s

Bond curve: steepening 

While domestic issuance for budget financing purposes has 
fallen slightly behind the borrowing schedule outlined for 
FY2013/14, the supply of government bonds remains high 
relative to preceding years. The total value of outstanding bonds 
increased to NAD10.9bn (57% of total outstanding domestic 
debt) from NAD9.2bn in Dec 12 (53%), in line with the 
government’s ambitions to lengthen the maturity of its 
outstanding debt. The length of the yield curve has been also 
extended with the introduction of a 22-y bond in 2013, 
although the liquidity in this bond remains limited. We are likely 
to see further steepening of the curve as the government 
continues to seek to increase the supply of longer-dated 
instruments at the expense of T-bills and the supply of some of 
the more liquid bonds. Rates are invariably likely to be volatile 
as a result of their correlation to the more liquid ZAR rates 
market, which is widely used as a benchmark.  

Changes in yield curve 

 

Source: Bloomberg, Bank of Namibia, Standard Bank Research  
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Namibia: annual indicators 

 2009 2010 2011 2012 2013e 2014f 2015f 

Output        

Population (million)  1.8 1.8 2.1 2.1 2.1 2.1 2.2 

Nominal GDP (NADbn)  75.1 81.0 91.7 107.3 111.7 116.8 122.4 

Nominal GDP (USDbn) 8.9 11.1 12.6 13.1 11.6 11.0 11.9 

GDP / capita (USD)  4 961 6 152 6 008 6 225 5 516 5 233 5402 

Real GDP growth (%)  -1.1 6.3 5.7 5.0 4.1 4.5 4.8 

Diamonds ('000 carats) 940 1472 1335 1627 1800 1925 2000 

Uranium (MT) 5615 5816 4205 5150 5050 5200 5320 

Central Government Operations         

Budget balance (excl. Grants) / GDP (%) -1.4 -5.3 -11.3 -2.8 -6.7 -4.5 -4.0 

Budget balance (incl. Grants) / GDP (%) -1.2 -5.3 -11.3 37.4 42.6 41.3 41.3 

Domestic debt / GDP (%) 13.6 12.3 17.5 16.1 17.5 18.0 17.2 

External debt / GDP (%) 4.80 5.20 8.30 8.5 9.0 8.5 8.1 

Balance of Payments        

Exports (USDbn) 3.16 4.03 4.41 4.50 4.68 4.89 5.20 

Imports (USDbn) -4.42 -4.92 -5.61 -6.21 -6.31 -6.67 -7.00 

Trade balance (USDbn) -1.26 -0.89 -1.20 -1.71 -1.63 -1.78 -1.80 

Current account (USDbn) -0.15 -0.22 -0.48 -0.52 -0.36 -0.48 -0.30 

- % of GDP -1.7 -2.0 -3.8 -4.0 -3.1 -4.4 -2.5 

Financial account (USDbn) 0.20 0.26 1.09 0.35 0.34 0.57 0.62 

- FDI (USDbn) 0.53 0.80 0.87 -0.13 1.11 1.21 1.34 

Basic balance / GDP (%) 4.20 5.22 3.09 -5.03 6.46 6.64 8.79 

FX reserves (USDbn) pe 1.85 1.49 1.77 1.74 1.72 1.81 2.14 

- Import cover (months) pe 5.01 3.65 3.78 3.36 3.27 3.26 3.66 

Sovereign Credit Rating        

S&P nr nr nr nr nr nr nr 

Moody’s nr nr Baa3 Baa3 Baa3 Baa3 Baa3 

Fitch BBB- BBB- BBB- BBB- BBB- BBB- BBB- 

Monetary & Financial Indicators        

Consumer inflation (%) pa 8.8 4.5 5.1 6.8 5.6 5.3 5.4 

Consumer inflation (%) pe 7.0 3.1 7.2 6.3 4.9 5.6 5.2 

M2 money supply (% y/y) pa 63.4 8.6 5.6 11.5 10.8 9.85 8.70 

M2 money supply (% y/y) pe 63.2 8.0 11.9 6.3 10.0 9.00 8.00 

BON bank rate (%) pa 7.70 6.90 6.00 5.88 5.25 5.50 5.75 

BON bank rate (%) pe 7.00 6.00 6.00 5.50 5.50 5.50 6.00 

3-m rate (%) pe 7.40 5.40 5.90 5.53 5.55 5.50 6.00 

5-y rate (%) pe 8.20 5.90 8.30 6.70 7.90 8.10 8.00 

USD/NAD pa 8.41 7.32 7.26 8.21 9.64 10.62 10.30 

USD/NAD pe 7.40 6.63 8.09 8.47 10.49 10.35 10.25 

REER pa 108.2 125.7 127.0 121.4 115.9 100.5 102.30 

NEER pa 86.83 98.70 97.59 89.8 78.51 73.63 74.30 

Notes: pe — period end; pa — period average; na — not available; nr — not rated 
Sources: Bank of Namibia; Central Bureau of Statistics;  Ministry of Finance; IMF; Standard Bank Research 
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Nigeria: risks to carry trade remain limited  

Political risk: PDP party splinters 

The internal crisis in the PDP escalated in recent weeks after a 
New PDP faction was formed to oppose President Goodluck 
Jonathan’s alleged bid in the 2015 elections and as a critical 
number of governors and members of the National Assembly 
joined the opposition APC party. As a result, the administration 
has lost its majority in the House of Representatives, which will 
weaken further the already sluggish reform momentum and 
increase institutional risks. The rift between President Jonathan 
and former President Olusegun Obasanjo also suggests that 
tensions may still worsen in the PDP ahead of this year’s 
convention and the 2015 polls. Should Jonathan secure the 
PDP nomination, the next presidential contest is likely to be 
more challenging than ever, given the prevalent regional and 
political configuration, although the APC may struggle to select 
a cohesive candidate that would unify the north and south.    

Election results  

Presidential election 2011 Party % of votes 

Goodluck Jonathan PDP 58.89 

Muhammadu Buhari CPC 31.98 

Mallam Nuhu Ribadu ACN 5.41 

Ibrahim Shekarau ANPP 2.40 

Legislative election 2011 House of Reps. Senate 

PDP 204 74 

ACN 47 13 

CPC 30 5 

ANPP 25 7 

Others 9 4 

Undisclosed seats 45 6 

Total 360 109 

Source: INEC 

 

GDP growth: awaiting the GDP rebasing 

Growth stood at 6.6% in Q1:13, 6.2% in Q2:13 and 6.8% in 
Q3:13, and will average 6.7% in 2013 (6.6% in 2012) and 
6.8% in 2014 under the current time series. It is still driven by 
non-oil growth which benefited from a rebound in agricultural 
output from Q3 and a positive performance of non-tradable 
sectors (telecoms, construction, hotel and restaurants, real 
estate). Yet the negative oil growth rates reflect increased oil 
theft and limited new investment in the sector. The imminent 
rebasing of GDP by the NBS will translate into lower growth 
rates, but also an upward revision in nominal output that will see 
Nigeria overtaking South Africa as the largest SSA economy.  
A pick-up in power supply in coming years should help improve 
productivity and diversify the economy, but key reforms (PIB, 
subsidies) and further infrastructure development are needed to 
unlock Nigeria’s growth and investment potential.  

 

Composition of GDP 

 

Source: NBS; Standard Bank Research 
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 Q1:12 Q2:12 Q3:12 Q4:12 Q1:13 Q2:13 Q3:13 Q4:13e Q1:14f Q2:14f Q3:14f Q4:14f 

GDP (% y/y) pa 6.3 6.4 6.5 7.0 6.6 6.2 6.8 7.1 6.6 6.8 6.8 7.1 

CPI (% y/y) pa 12.2 12.8 11.9 12.0 9.1 8.8 8.4 7.9 7.9 8.3 9.1 10.3 

M2 (% y/y) pa 15.4 12.0 9.9 19.3 15.8 15.5 6.3 -1.1 1.8 3.4 15.7 19.4 

CA/GDP (%) pa 7.1 3.1 13.8 7.6 8.0 5.1 6.4 6.3 4.3 4.1 4.6 3.8 

FX reserves (USD bn) pe 33.5 34.5 41.2 44.2 48.6 48.0 45.5 43.6 43.1 42.1 40.9 39.7 

Import cover (months) pe 7.5 7.7 9.2 9.9 11.3 11.2 10.6 10.2 9.4 9.2 8.9 8.7 

3-m rate (%) pe 15.5 15.4 13.8 13.2 12.6 12.8 11.0 11.8 11.9 12.1 11.3 12.2 

5-y rate (%) pe 15.3 16.2 13.4 12.0 10.5 13.6 13.0 13.1 13.2 13.3 12.8 13.5 

USD/NGN pa 159.3 159.4 159.3 157.3 157.5 158.7 161.3 159.4 159.5 160.7 162.0 163.2 

REER (Q4:05=100) pe 128 134 139 141 146 152 153 153 153 152 151 151 

NEER (Q4:05=100) pe 78 80 78 80 80 79 78 79 79 78 77 76 

Source: CBN; NBS; Budget Office; NNPC; IMF; Bloomberg; Standard Bank Research 
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Fiscal policy: consolidated stance remains loose 

In the 2014 budget draft, the authorities plan to bring down 
FGN spending to NGN4.49tr, from NGN4.98tr last year. 
Recurrent expenditure will be frozen at NGN2.37tr, and capex 
will be reduced to NGN1.17tr from NGN1.78tr. The theoretical 
FG budget deficit will remain unchanged at 1.9% of GDP. The 
oil output target will decline to 2.38 mbpd from 2.53 mbpd in 
2013 to factor in production disruptions. The oil price 
benchmark approved by Parliament would drop to SD77.5/bbl, 
from USD79/bbl in 2013, still above the USD74/bbl proposed 
by the government. Despite the conservative stance of the 
2014 appropriation bill, a supplementary budget may well be 
passed this year. Also, the overall federally consolidated fiscal 
position is set to deteriorate as the ECA balance (USD3.2bn in 
Dec) erodes further, net borrowing increases and arrears rise 
ahead of the 2015 polls. The effective breakeven fiscal point 
will remain above the present oil price.   

 

Central government budget 

% of GDP 2012 2013 2014 

Expenditure 11.8 10.6 8.7 

Capital expenditure 3.2 3.8 2.2 

Recurrent expenditure 5.9 5.1 4.5 

Statutory transfers 0.9 0.8 0.7 

Service debt  1.4 1.3 1.3 

Supplementary budget 0.4 0.0 0.0 

Total expenditure 12.2 10.6 8.7 

Oil price assumption (US$/bbl) 72.0 79.0 77.5 

Oil production assumption (m bbl) 2.5 2.5 2.4 

Exchange rate assumption 155 160 160 

Budgeted FG Revenue  8.7 8.7 6.8 

Domestic debt 16.1 15.2 14.9 

Fiscal deficit -3.1 -1.9 -1.9 

Source: Ministry of Finance; Standard Bank Research 

 

Monetary policy: institutional risk at the CBN 

The CBN has held the MPR (12%), SLF (14%) and SDF (10%) 
steady since Oct 11. We see this neutral stance persisting in 
2014 as inflation averages an estimated 8.9% y/y from 8.6% 
y/y in 2013. The 50% CRR on public sector funds introduced 
in Jul and increased to 75% in Jan 14 should be seen more as a 
monetary liquidity management instrument than a direct 
tightening of monetary policy. The increase has enabled a 
reduction in expensive OMO sterilisation. A key risk to this 
neutral policy stance come from a change of CBN leadership 
when Governor Lamido Sanusi stands down in Jun 13. While we 
do not see a shift in exchange rate policy, a new governor, 
especially if he/she is more closely associated with the 
executive, may be tempted to adopt a looser monetary stance, 
reducing the incentive to hold NGN assets. Such risks are 
nevertheless mitigated by the MPC’s ongoing composition, 
which is likely to remain broadly unchanged.  

 

Interest rates 

 

Source: NBS; Reuters; Standard Bank Research 
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BoP: downside risks to C/A surplus 

Despite the high oil price, exports declined 11.4% y/y in H1:13 
on CBN data which primarily mirrors lower output levels. Given 
limited new investment in oil and gas and persistent oil theft, 
exports are likely to remain stationary in coming years. Still, 
imports should trend higher in the long run as the economy 
expands and assuming that imports of infrastructure goods also 
pick up. While the trade balance will reduce over time, the 
services and income balances will remain negative, as in most 
oil-exporting countries. So, the current account surplus will 
shrink further in the long run (6.5% of GDP in 2013 and 4.2% 
of GDP in 2014) and may well turn negative. FDI should grind 
higher in 2014-15 on the power sector reform, but the limited 
progress on the PIB front will constrain new flows into the oil 
sector. Net portfolio flows are likely to slide into negative 
territory, given the uncertain pre-electoral outlook. We see FX 
reserves decreasing to USD39.7bn by Dec 14 (8.7-m of import 
cover).  

  

 

Current account  

 

Source: CBN; NBS; IMF; Standard Bank Research 
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FX outlook: moderate shift up in USD/NGN 

USD/NGN remained relatively stable in Q4:13, firming up in 
sub-160 territory, following the CBN’s earlier decision to re-
introduce the RDAS and cap the amount of FX sales by banks to 
the BDCs. The portfolio flow balance has been broadly neutral in 
the meantime. While the spread, between the parallel (173.5 in 
early Jan 14) and the RDAS (155.7) and interbank (159.7 on 
13 Jan) rates, has widened further, this is unlikely to be a 
prelude to a readjustment of the official FX rate. Gov Sanusi is 
committed to ensuring a stable USD/NGN during the remainder 
of his term, and the CBN has ample FX reserves. The robust oil 
price continues to support such a policy. Potentially lower policy 
rates in the post-Sanusi period would likely sponsor capital 
outflows placing upward pressure on USD/NGN, but the 
authorities have limited political incentive to devalue the NGN 
ahead of 2015 elections. We expect more FX volatility, with a 
moderate upward bias in USD/NGN to 163.4 by end 2014. 

 
 

USD/NGN: forwards versus forecast 

 

Source: Bloomberg; Standard Bank Research 
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Equity market: moderate upside? 

The NSE was up 49.0% in 2013 (46.3% in USD terms) and 
outperformed the MSCI FM (20.9%) and MSCI EM (-5.2%). 
Still, PFAs and domestic institutional investors remain largely 
underweight equities, a stance unlikely to change, given the 
attractive fixed income rates. Besides, the valuations of non-
financials (ex: consumers) look expensive, and even the 
valuations of the banks must now be differentiated. The political 
environment ahead of the 2015 elections and concerns around 
the new CBN governor are weighing on the FX outlook and 
undermining offshore equity sentiment. That said, Nigerian 
stocks are benefiting from the country’s prevalent position 
within the swiftly accelerating frontier equity asset class. 
Overall, a downturn in the NSE may not necessarily materialise 
in the absence of exogenous or endogenous shocks, but further 
gains will probably be more modest than in 2013. 

 

Nigerian Stock Exchange 

 

Source: Bloomberg; Standard Bank Research 
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Bond outlook: carry trade looks attractive 

With the 364-d tenor at 13.6% on 15 Jan, the carry trade in 
the 6-12-m portion of the curve still looks attractive, as a 
qualitative currency devaluation is unlikely. Whether meaningful 
capital flows into the short end resume is, however, 
questionable, given the political and institutional outlook. We 
are less constructive on duration in H1:14 despite expecting the 
low CPI prints to continue. The flat curve and issuance risk has 
led local banks and offshore clients to prefer the short end. Yet 
PFAs will temper the upward adjustment in yields. There is some 
risk that a new CBN governor may be tempted to reduce policy 
rates. However, we suspect the initial yield compression in this 
case would be short-lived because of the likely upward pressure 
on USD/NGN, forcing rates back up. On the Eurobond front, we 
are underweight the 18s, 21s and 23s, which look expensive, 
given the deteriorating political and fiscal picture. We expect 
Nigeria to issue new Eurobonds in 2014.   

 

Changes in yield curve 

 

Source: Bloomberg; FMDQ; Standard Bank Research 
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Nigeria: annual indicators 
 2009 2010 2011 2012 2013e 2014f 2015f 

Output        

Population (million)  157.6 161.3 167.1 171.0 174.9 178.9 182.5 

Nominal GDP (NGNbn)  24,794 29,206 34,502 40,987 47,242 54,671 64,184 

Nominal GDP (USDbn) 165.5 193.4 221.3 258.1 296.7 338.8 390.9 

GDP / capita (USD)  1,050 1,199 1,324 1,509 1,696 1,894 2,142 

Real GDP growth (%)  6.9 7.9 7.3 6.6 6.7 6.8 7.0 

Real Non-oil GDP growth (%)  8.3 8.5 8.7 7.9 8.0 8.2 8.4 

Bonny Light oil price (USD pb) 65.1 81.2 113.5 113.0 111.7 109.1 107.5 

Crude oil production (mbpd) 1.83 2.07 2.11 2.07 1.92 1.93 1.91 

Central Government Operations         

FG Budget balance / GDP (%)  -3.0 -4.2 -3.3 -3.2 -1.9 -1.9 -1.7 

Domestic debt / GDP (%) 13.0 15.6 16.3 15.9 15.2 14.9 14.1 

External debt / GDP (%) 2.4 2.5 2.6 2.5 3.0 2.6 2.3 

Excess Crude Account (USDbn) 13.6 0.3 3.5 11.5 3.2 0.5 3.5 

Balance Of Payments        

Exports (USDbn) 60.0 75.1 93.3 96.0 87.5 86.6 85.5 

Imports (USDbn) 29.7 53.8 62.2 53.6 51.5 55.0 57.2 

Trade balance (USDbn) 30.3 21.3 31.1 42.5 36.0 31.6 28.3 

Current account (USDbn) 22.6 4.8 8.8 20.4 19.2 14.1 11.2 

- % of GDP 13.6 2.5 4.0 7.9 6.5 4.2 2.9 

Financial account (USDbn) -33.2 -14.9 -8.2 -9.1 -19.8 -18.0 -12.1 

- FDI (USDbn) 5.8 3.7 6.5 7.5 9.7 10.5 11.3 

Basic balance / GDP (%) 17.1 4.4 6.9 10.8 9.7 7.3 5.8 

FX reserves (USDbn) pe 42.4 32.3 32.9 44.2 43.6 39.7 38.8 

- Import cover (months) pe 17.1 7.2 6.4 9.9 10.2 8.7 8.1 

Sovereign Credit Rating        

S&P B+ B+ B+ BB- BB- BB- BB- 

Moody’s NR NR NR Ba3 Ba3 Ba3 Ba3 

Fitch BB- BB- BB- BB- BB- BB- BB- 

Monetary & Financial Indicators        

Consumer inflation (%) pa 12.6 13.8 10.9 12.2 8.6 8.9 10.4 

All items less farm produce (%) pa 9.3 12.4 11.7 13.9 8.0 8.3 10.0 

Food inflation (%) pa 15.0 14.8 10.2 11.3 9.7 10.0 11.1 

M2 money supply (% y/y) pa 18.1 17.5 10.4 14.2 9.1 10.1 11.9 

M2 money supply ( %y/y) pe 17.5 6.7 15.8 16.4 -2.1 18.5 14.9 

Policy interest rate (%) pa 7.4 6.1 8.9 12.0 12.0 12.0 11.8 

Policy interest rate (%) pe 6.0 6.3 12.0 12.0 12.0 12.0 11.5 

3-m rate (%) pe 3.5 7.5 15.4 13.2 11.8 12.2 11.8 

1-y rate (%) pe 5.2 10.5 19.4 13.7 12.8 13.2 12.8 

3-y rate (%) pe 6.7 11.3 15.4 12.5 13.1 13.5 13.1 

5-y rate (%) pe 8.3 11.6 15.1 12.0 13.1 13.5 13.0 

USD/NGN pa 149.8 151.0 155.9 158.8 159.2 161.4 164.2 

USD/NGN pe 150.3 152.0 162.3 156.2 160.3 163.4 164.6 

REER (Q4:05=100) pa 109 118 121 136 151 152 152 

NEER (Q4:05=100) pa 86 85 81 79 79 78 76 

Source: CBN; Ministry of Finance; NBS; NNPC; IMF; Bloomberg; Standard Bank Research 
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Republic of the Congo: fiscal surpluses still support the 29s 

Political risk: Sassou Nguesso remains in control 

The deadly stand-off between pro-government security forces 
and the guards protecting Marcel Ntsourou, a senior military 
officer previously loyal to President Denis Sassou Nguesso, was 
the main domestic event in late Dec 13. Ntsourou – who is 
blamed for a 2012 explosion at a heavy weapons depot in 
Brazzaville – was eventually arrested, and it appears that the 
regime still remains firmly in control of the country. We suspect 
the political noise will ease going forward, especially since the 
opposition to the PCT regime remains weak and fragmented. 
While we still suspect President Nguesso will seek a new term in 
the 2016 presidential elections, it is interesting to note that the 
media is starting to speculate on whether his son – Denis 
Christel Sassou Nguesso – has aspirations to succeed him in the 
future. Finally, Sassou Nguesso has pursued efforts to pacify the 
CAR where Congolese peacekeepers are involved.   

Election results 

Presidential election (2009) % of votes  

Denis Sassou-Nguesso (PCT) 78.6 

Joseph Kignoumbi Kia Mboungou (Ind) 7.5 

Nicephore Fylla de Saint-Eudes (PRL) 7.0 

Mathias Dzon (ARD) 2.3 

Joseph Hondjouila Miokono (Ind) 2.0 

Legislative election (2012) Seats  

Congolese Labour Party (PCT)  89 

Parties allied to the PCT 28 

Pan-African Union for Social Democracy (UPADS) 7 

Independents 12 

Total 137 

Source: Republic of Congo Electoral Commission 

 

GDP growth: driven by the non-oil sector 

Growth is likely to average 4.8% in 2013 and 4.5% in 2014, 
supported by agriculture and construction as well as the lagged 
effect of increased government spending following the 2012 
ammunition depot explosion in Brazzaville and resilient public 
investment. This will offset negative oil growth rates associated 
with a peak in production, although a recent oil discovery may 
smooth this trend in the future. The government intends to 
speed up economic diversification, as indicated in the National 
Development Plan, by focusing on the mining (iron ore), 
forestry and agro-industry sectors. But unlocking this potential 
will be conditional on improving the infrastructure base (road 
and rail network, energy) and addressing absorption capacity 
and administrative bottlenecks. This will also require the 
implementation of reforms to improve the business climate and 
ensure the emergence of a more vibrant private sector.  

Composition of GDP 

 

Sources: IMF; Standard Bank Research 

 

-3.0

-1.0

1.0

3.0

5.0

7.0

9.0

2009 2010 2011 2012 2013e 2014f 2015f

%
 y

/
y 

PE GE GFCF Netex GDP

Quarterly indicators 
  Q1:12 Q2:12 Q3:12 Q4:12 Q1:13 Q2:13 Q3:13 Q4:13e Q1:14f Q2:14f Q3:14f Q4:14f 

GDP (% y/y) pa 4.3 3.6 3.5 3.5 3.9 4.5 5.4 5.3 4.7 4.6 4.4 4.1 

CPI (% y/y) pa -1.1 0.2 8.0 8.8 8.7 7.2 3.9 1.4 2.3 3.3 2.4 2.5 

M2 (% y/y) pa 43.9 42.8 32.2 33.4 17.8 20.0 24.8 21.9 20.1 22.1 16.1 17.7 

Trade balance GDP (%) pa 55.3 52.4 50.6 46.7 48.7 44.7 43.3 39.1 39.4 38.4 36.1 35.1 

FX reserves (USDm) pe 5.6 5.7 5.8 5.5 5.6 5.6 5.7 5.8 6.0 6.3 6.6 6.8 

Import cover (months) pe 15.1 15.3 15.8 15.0 16.1 16.1 16.4 16.7 17.2 18.1 19.0 19.5 

BEAC financing rate (%) pe 4.0 4.0 4.0 4.0 4.0 4.0 3.5 3.25 3.25 3.25 3.25 3.25 

USD/XAF pe 492 518 511 499 514 504 488 480 475 486 497 505 

Sources: BEAC; CNSEE; IMF; Standard Bank Research 
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Fiscal policy: more robust surpluses? 

Sizeable arrears payments for social benefits and government 
suppliers in 2013 resulted in a lower fiscal surplus on a cash 
basis (7.8% of GDP) and prevented a faster accumulation of oil 
savings and FX reserves. The IMF even called the authorities to 
carry out an audit of outstanding domestic arrears and define a 
repayment plan, which may still weigh on the large fiscal surplus 
(14.3% of GDP) assumed in the 2014 budget. The last 
mentioned will see some decline in oil revenue, but also a 
reduction in spending as capex is aligned with absorptive 
capacity. With the oil sector accounting for more than 70% of 
total revenue, structural reforms are needed to boost non-oil 
revenue collection and improve public financial management. 
We are awaiting further insights about the scope and operations 
of the NIFC SWF launched in Aug 13; interestingly, the Congo 
lent around USD200m to Côte d’Ivoire last year. External debt 
remains largely sustainable at around 22.6% of GDP in 2013. 

Central government budget 

% of GDP 2012 2013 2014 

Total central govt. revenue 49 48.5 45.5 

Total central govt. expenditure  41.7 34.4 31.6 

- Recurrent 16.9 14.5 14.7 

- Capital 24.8 19.9 16.9 

Balance, commitment basis (exc. grants) 7.3 14.1 14 

Balance, commitment basis (incl. grants) 7.4 15.2 15.1 

Change in arrears -0.6 -7.8 -0.8 

Balance, cash basis 6.9 7.4 14.3 

Grants 0.2 1.1 1.1 

Non-oil basic primary balance -30.4 -22.1 -18.9 

Sources: Ministère de l'Economie et des Finances; IMF; Standard Bank Research 

 

Monetary policy: still accommodative  

Congolese inflation receded in H2:13, after a pick-up in H1:13 
associated with low base effects, and should average 5.3% y/y 
in 2013. We see it declining further to 2.6% y/y in 2014. Yet 
the BEAC expects CEMAC inflation to rise moderately to  
3.2% y/y in 2014, from 2.5% y/y in 2013. It also sees 
regional growth rebounding to 5.3%, from 2.6%, respectively, 
driven by both the oil and non-oil sectors. As such, a further 
reduction in the policy rate (maintained at a historic low of 
3.25% at the 17 Dec MPC) looks unlikely in the medium term, 
especially as it was already cut by a cumulative 75 bps in 2013. 
With a BEAC deposit rate remaining virtually at 0%, the overall 
monetary and liquidity stance is, however, still accommodative, 
which we see persisting for some time. The excess liquidity of 
the CEMAC banking system, combined with the underdeveloped 
regional securities market and limited investment instruments, 
has the potential to loosen lending standards and eventually 
weigh on the quality of the credit portfolios.  

 

Interest rates 

 

Sources: BEAC; CNSEE; IMF; Standard Bank Research 
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Balance of payments: C/A balance to narrow 
further 

As an oil exporter, the Congo continues to post a large trade 
surplus (44.0% of GDP in 2013), which is however expected to 
decline. Oil exports will probably reduce moderately given the 
peak in oil output while imports will pick up, reflecting the 
government’s public investment programme and private sector 
non-oil imports. Mining exports are expected to rise gradually 
from 2014 and become more meaningful over time. Because 
the Congo displays largely negative services and income 
balances, the implication is that the C/A surplus will shrink, 
falling to 4.9% of GDP in 2014 and 0.7% of GDP in 2015, 
from 8.3% of GDP in 2013. Yet robust FDI in tradable sectors 
may persist and the F/A balance improve. Overall, the Congo 
will enjoy a BoP surplus which should be conducive to further 
accumulation of FX reserves – after a period of stagnation – 
which we see reaching USD7.1bn (20.4-m of import cover) in 
Dec 14.    

Current account  

 

Sources: IMF; Standard Bank Research 
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FX outlook: EUR/XAF-XOF stability to prevail 

The risk of a EUR/XAF-XOF de-peg (currently 655.9) remains 
marginal given the broadly adequate macro fundamentals of the 
CEMAC/WAEMU zones and the pro-stability stance of the 
relevant policy makers. The exchange rate was re-adjusted once 
in 53 years (in 1994) amid large external and fiscal imbalances. 
Yet the BEAC/BCEAO balances with the French Treasury – 
which ensures the peg’s convertibility – are now largely positive 
and CFA oil-exporting countries and even soft commodity 
producers display import cover ratios similar to equivalent SSA 
peers. While the EUR is likely to weaken in the medium- to long 
run, this will not necessarily improve the external 
competitiveness of an oil-producing country like the Congo. We 
await clarity on the BEAC and BCEAO’s plans to restore the 
regional convertibility of their currencies which ended in the 
early 1990s. Finally, we see USD/XAF-XOF trending higher to 
505 by YE 2014 and shifting further up in 2015 as it tracks the 
move in EUR/USD.  

 

USD/XAF: forwards versus forecast 

 

Source: Bloomberg; Standard Bank Research 
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FX reserves: highest import cover ratio in SSA 

 

Sources: BEAC; IMF; Standard Bank Research 
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FDI still stationary; remains dominated by the oil sector 

 

Sources: IMF; Standard Bank Research 

 

0

0.5

1

1.5

2

2.5

2006 2008 2010 2012 2014f

U
SD

bn
 

Eurobond: still wide to SSA oil peers? 

The 29s initially gained post Sep 13 and have stabilised since 
late Q4:13 despite the move higher in US rates, with the price 
reaching 90.2 on 15 Jan (83.1 in late Aug). This represents a 
yield of 6.3% or a spread over UST of 384 bps. At these levels, 
the 29s still trade wide to the Angola 19s (337 bps), Nigeria 
23s (296 bps) and Gabon 24s (293 bps), and appear to offer 
value among SSA oil exporters. The country’s robust fiscal 
surpluses and substantial import cover ratio are a differentiating 
factor, even though the C/A surplus is expected to narrow. 
Given the more volatile political outlook in Nigeria, a case may 
be made for a reallocation of assets in the SSA oil-producing 
credit universe. Also, the Congo secured debut ratings in 2013 
(B+ [S&P]; B+ [Fitch]; Ba3 [Moody’s]) which should widen the 
investor base. Yet the non-inclusion in EMBI+ due to the below-
benchmark size, low step-up coupon (3.5%) and poor liquidity 
of the instrument may limit the spread compression over other 
SSA oil countries. 

 

Republic of the Congo 2029 USD Eurobond 

 

Sources: Bloomberg; Standard Bank Research 
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Republic of the Congo: annual indicators 
 2009 2010 2011 2012 2013e 2014f 2015f 

Output        

Population (million) 3.8 3.9 4.0 4.1 4.2 4.3 4.4 

Nominal GDP (XAFbn)  4716 5367 5626 6056 6668 7144 7809 

Nominal GDP (USDbn) 10.2 10.8 11.9 11.8 13.4 14.6 14.9 

GDP / capita (USD)  2718 2800 2987 2890 3216 3426 3407 

Real GDP growth (%)  7.5 8.8 3.5 3.7 4.8 4.5 6.3 

Oil production (k bbls/day) 304 340 330 312 310 305 303 

Central Government Operations        

Budget balance / GDP (%) 2.3 13.7 18.3 6.9 7.4 14.3 11.1 

Domestic debt / GDP (%)  N/A   N/A   N/A  N/A N/A N/A N/A 

External debt / GDP (%) 50.2 20.2 23 29.1 22.6 21.1 19.5 

Balance of Payments        

Goods exports (USDbn) 6.5 9.5 11.5 10.5 10.1 9.6 9.5 

Goods imports (USDbn) 2.5 3.4 4.5 4.4 4.2 4.2 4.1 

Trade balance (USDbn) 4.0 6.1 7.1 6.1 5.9 5.5 5.4 

- % of GDP 39.4 56.2 59.4 51.3 44.0 37.3 36.1 

Current account (USDbn) -0.7 0.5 0.8 -0.2 1.1 0.7 0.1 

- % of GDP -7.1 4.2 7.1 -1.5 8.3 4.9 0.7 

Financial account (USDbn) 0.7 0.2 0.3 0.1 -0.4 0.1 0.7 

FDI (USDbn) 0.9 1.1 1.4 1.1 1.0 0.9 1.0 

Basic balance (%) 1.5 14.3 19.2 8.2 15.8 11.0 7.4 

FX reserves (USDbn) pe 3.8 4.4 5.6 5.5 5.8 6.8 7.8 

- Import cover (months) pe 18.3 15.6 15.1 15.0 16.7 19.5 22.6 

Sovereign Credit Rating        

S&P nr nr nr nr B+ B+ B+ 

Moody’s nr nr nr nr Ba3 Ba3 Ba3 

Fitch nr nr nr nr B+ B+ B+ 

Monetary, FX & Financial Indicators        

Headline inflation pa 5.4 5.0 1.3 4.0 5.3 2.6 3.0 

M2 money supply (% y/y) pa 16.5 18.6 46.0 38.1 21.1 19.0 17.5 

BEAC discount rate (%) pa 4.42 4.13 4.00 4.00 3.71 3.25 3.25 

BEAC discount rate (%) pe 4.25 4.00 4.00 4.00 3.25 3.25 3.25 

1-m rate (%) pa  N/A   N/A   N/A   N/A   N/A   N/A   N/A  

2-y rate (%) pa  N/A   N/A   N/A   N/A   N/A   N/A   N/A  

USD/XAF pa 462 496 474 512 496 488 525 

USD/XAF pe 457 491 509 499 480 505 547 

Sources: Ministère de l’Economie et des Finances; BEAC; IMF; Bloomberg; Standard Bank Research 

 

  
84  



  
Standard Bank African Markets Revealed  
 January 2014 

 

Rwanda: normalising relations with aid partners 

Political risk: minimal 

There is hardly any domestic event risk due to politics. Indeed, 
much of the potential problem areas relate to international 
relations that may affect relations with development partners. 
Legislative elections were won convincingly by the ruling 
coalition, and presidential elections will only be held in 2017. 
The end of the M23 rebellion in Eastern DRC has removed a 
source of potential disagreement between the government and 
the donor community. Nevertheless, it is far from certain 
whether this cessation will mark the end of the Rwandan armed 
forces’ involvement in the DRC. No doubt, the government will 
monitor the progress of the DRC army, supported by 
MONUSCO, in the fight against the Democratic Forces for the 
Liberation of Rwanda (FDLR). The existence and continued 
operations of the FDLR in Eastern DRC has been the main 
motivation for the Rwandan army’s involvement in the DRC 
conflict. 

  

 

Election results (2010) 

Presidential election % of votes  

Paul Kagame 93.1 

Jean Damascene Ntawukuriryayo 5.1 

Prosper Higiro 1.4 

Alivera Mukabaramba 0.4 

Legislative election (2013) Seats  

Rwanda Patriotic Front 41 

Social Democratic Party 7 

Liberal Party 5 

Others 27 

Total 80 

Source: National Electoral Commission 
 

  

 

GDP growth: temporary slump to be reversed 

Having recorded 7.9% y/y in 2012, GDP growth subsided 
throughout 2013, reaching 3.9% y/y in Q3. The slowdown was 
felt across different sectors of the economy, with agriculture 
slowing to 1.5% y/y in Q3 from 5.3% y/y in Q1. We estimate 
that overall growth averaged 5.0% y/y for the year as a whole. 
Growth is likely to accelerate to 5.7% y/y and 7.6% y/y in 
2014 and 2015 respectively. A notable aspect of the 
deceleration in 2013 was that it was instigated by final 
consumption spending, which actually fell by 2.2% y/y and 
4.7% y/y in Q1:13 and Q2:13 respectively, before growing by 
just 0.2% y/y in Q3:13. It is probable that the slowdown in 
2013 was driven by government consumption spending, owing 
to the disruption caused by the suspension of donor 
disbursements. The resumption of these disbursements will 
underpin the recovery in the next 2 years. 

Composition of GDP 

 

Source: National Institute of Statistics, Standard Bank Research 
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Quarterly indicators 
 Q1:12 Q2:12 Q3:12 Q4:12 Q1:13 Q2:13 Q3:13 Q4:13e Q1:14f Q2:14f Q3:14f Q4:14f 

GDP (% y/y) pa 7.5 9.9 7.3 8.6 6.4 5.7 3.9 4.1 4.5 5.2 6.0 7.0 

CPI (% y/y) pa 7.9 7.1 5.7 4.6 4.6 3.7 4.2 4.4 4.3 4.6 4.9 5.9 

M3 (% y/y) pe 30.1 22.0 16.4 12.8 8.6 10.0 15.0 18.0 15.8 14.4 17.3 18.5 

CA/GDP (%) pe -12.2 -12.5 -12.7 -11.4 -14.0 -14.4 -14.8 -12.9 -14.5 -14.1 -13.9 -11.3 

FX reserves (USD m) pe 900  860  721  848  698  1,024  950  953  978  1,004  1,030  1,056  

Import cover (months) pe 4.2 4.1 3.4 4.0 3.2 4.7 4.3 4.3 4.2 4.3 4.4 4.5 

3-m rate (%) pe 7.8 10.4 12.4 12.8 12.6 10.4 6.5 5.8 6.1 6.5 6.7 5.7 

USD/RWF pe 607 612 614 614 636 651 655 665 666 673 676 676 

Notes: pe — period end; pa — period average; na — not available 
Source: NBR; Ministry of Finance and Economic Planning; IMF; Standard Bank Research 
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Fiscal policy: somewhat contractionary 

The FY2013/14 budget may turn out to have been somewhat 
conservative. At face value it was contractionary, with spending 
reduced to 28.1% of GDP from about 29.3% in FY2012/13. 
The overall deficit after grants was projected to decline to 5.3% 
of GDP from 5.8%. Of course, a key assumption in preparing 
the budget was that donor disbursements would not resume, 
necessitating the reduction in spending. We suspect that the 
revenue growth forecast may turn out to be slightly optimistic. 
The slowdown in economic activity may be sufficient to also 
slow tax receipts. However, this may be partially offset by more 
grant receipts than the government expected at the beginning 
of the fiscal year. Funding for the deficit is unlikely to prove 
challenging. Demand for paper remains sufficiently strong 
despite T-bill yields being low. The government will also likely 
continue raising external concessional borrowing to fund the 
budget deficit without much problems.  

Central government budget 

% of GDP FY2011/12 FY2012/13 FY2013/14 

Total revenue 13 14.6 14.5 

Total expenditure  25.3 29.3 28.1 

- Wages 3.2 3.7 3.6 

- Interest 0.4 0.6 0.7 

- Capital expenditure 11.7 12.9 13.3 

Overall fiscal balance  -2 -5.8 -5.3 

Net domestic financing -0.6 -1.5 2.9 

Net foreign borrowing 2.7 7.3 2.4 

Donor support (grants )  10.6 9.1 8.4 

Source: National Bank of Rwanda; IMF; Standard Bank Research 

 

Monetary policy: neutral, but easing bias 

The BNR will keep the policy rate unchanged in the near term. 
Inflation has been well-contained, with the core urban inflation 
rate registering 3.8% y/y in Dec 13, averaging 3.5% y/y in the 
18-m to Dec 13. In that period it exceeded 4.0% y/y only in 
the first 4-m of 2013. Urban inflation - the key measure that 
the BNR focuses on for monetary policy purposes - declined to 
3.7% y/y in Dec 13, after averaging 4.7% y/y in the prior 4-m 
period. Food price pressures pushed overall urban inflation to 
8.4% y/y in May 12, but subsequently dragged it lower to 
3.0% y/y in May 13. Our base case sees inflation remaining 
below 5.0% y/y in H1:14, perhaps edging higher in H2:14. But 
the risks to this view are overwhelmingly to the downside. Thus, 
in addition to the subdued growth outlook, it is likely that the 
BNR will take cognisance of the muted inflation dynamics and 
reduce the repo rate by 50 bps in H2:14. We expect inflation to 
remain below 7.0% y/y in the next 2-y. 

Interest rates 

 

Source: National Bank of Rwanda, IMF, Standard Bank Research 
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Balance of payments: slight surplus 

The economic slowdown in 2013 probably restrained import 
demand, leading to a narrower trade deficit. It is noteworthy 
that capital goods imports declined by 9.3% y/y in the first 9-m 
of the year. This is likely to reverse in the coming 2-y period, 
leading to a wider C/A deficit. We see the C/A deficit remaining 
elevated, but gradually declining towards 10.2% of GDP in 
2015 from nearly 13.0% of GDP in 2013. Of course, the 
resumption of donor disbursements for budget and project 
support will lead to a recovery in net current transfers. It 
remains to be seen whether the government’s efforts to attract 
foreign investment in key development focus sectors of the 
economy like telecommunications will bear fruit. But the 
likelihood is strong that FDI inflows will rise in coming years, 
helping to diversify the funding sources for the C/A deficit. 
Hence, we believe that FX reserves are likely to edge higher, 
albeit remaining below 5-m of import cover.  

Current account  

 

Source: IMF; Standard Bank Research 
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FX outlook: relative stability 

USD/RWF rose in 2013 mainly because of reduced FX inflows 
following the suspension of aid disbursements by some donors. 
With relations between the government and donors having 
normalized, this pressure will ease. Hence we expect a period of 
relative USD/RWF stability to ensue, although there will still 
probably be an upward drift to the pair. By its own admission, 
the BNR intervened in the FX market in order to try and stabilise 
USD/RWF. Given the FX shortage induced by the aid 
suspension, the BNR’s ability to affect the FX market was 
greatly reduced, as evidenced by the 48% decline in the volume 
of the BNR’s FX sales to banks in the 6-m to Jun 13. This 
weakness is likely to ease in coming months, hence our view 
that the pair might exhibit greater stability than was achieved in 
2013. Competitiveness considerations also would not preclude 
greater RWF stability on a trade-weighted basis. The RWF 
managed to depreciate in real trade-weighted terms in 2013. 

USD/RWF: forwards versus forecast 

 

Source: Bloomberg; Standard Bank Research 
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Equity market: upside potential 

The market rallied over the early part of 2013, but the 
momentum dissipated in early Jun. We suspect that the step 
jump after Oct was instigated by index reconstitution due to the 
listing of a fifth counter. After all, the index trended sideways 
thereafter. The market is made up of 2 local entities and 3 
cross-listed counters from Kenya. As such, it is hardly a 
representation of the opportunities available in the economy. It 
is possible that in time there would be more entities listed on 
the exchange. Market capitalisation of any newly listed local 
companies is unlikely to rise significantly soon, since the 
economy is dominated by small enterprises. A survey conducted 
by the government, while preparing its economic development 
and poverty reduction strategy, indicated that in 2011 the 
formal private sector employed just 4% of the labour force. 
Additionally, less than 1.0% of firms had more than 30 
employees. 

Rwanda Stock Exchange 

 

Source: Bloomberg 
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Eurobond: limited upside 

We don’t expect the price of the 23s to rise much from current 
levels. Naturally, a key headwind will be the direction of the 
benchmark US Treasury yields over the course of the year. Since 
in all likelihood Treasury yields will head higher, chances are that 
the 23s’ yield will also rise. Between Aug 13 and Jan 14 the  
z-spread tightened about 150 bps, underpinning the price 
appreciation that we saw in that period. Granted, we don’t 
foresee much in the way of idiosyncratic risks to the paper. 
Certainly with relations with development partners seemingly 
improving there will be little fiscal risks. Of course, it helped that 
the government began FY2013/14 with a seemingly 
precautionary tightening of the fiscal stance. Even the perennial 
FDLR problem in the Eastern DRC seems like it will be addressed 
by the DRC army with the assistance of MONUSCO. The 
government has even committed troops to a UN peacekeeping 
force in the Central African Republic. 

Price: Rwanda ‘23 

 

Source: Bloomberg 
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Rwanda: annual indicators 
 2009 2010 2011 2012 2013f 2014f 2015f 

Output        

Population (million)  10.10 10.40 10.70 11.01 11.34 11.62 11.85 

Nominal GDP (UGXbn)  2,985 3,280 3,814 4,363 4,805 5,410 6,275 

Nominal GDP (USDbn) 
                      

5.3  
                      

5.6  
                      

6.4  
                       

7.1  
                      

7.4  
                      

8.0  
                       

9.1  

GDP / capita (USD)  520 541 594 648 655 693 770 

Real GDP growth (%)  
                      

6.2  
                      

7.2  
                      

8.2  
                      

7.9  
                      

5.0  
                      

5.7  
                      

7.6  

Coffee production ('000 Tonnes)  15.9 19.3 16.4 17.3 18.1 18.5 19.0 

Central Government Operations        

Budget balance (excl. Grants) / GDP (%) -11.5 -13.6 -14.7 -12.6 -15.1 -14.2 -13.4 

Budget balance (incl. Grants) / GDP (%) -2.4 -0.5 -3.8 -1.5 -5.9 -5.5 -5.0 

Domestic debt / GDP (%) 8.5 8.8 7.7 6.8 6.2 5.3 5.5 

External debt / GDP (%) 14.5 14.6 18.0 16.5 18.9 19.0 19.8 

Balance Of Payments        

Exports of goods and services (USDbn) 572 608 827 1,008 1,166 1,340 1,485 

Imports of goods and services (USDbn) -1,554 -1,683 -2,168 -2,544 -2,636 -2,811 -3,021 

Trade balance (USDbn) -983 -1,075 -1,340 -1,535 -1,470 -1,471 -1,536 

Current account (USDbn) -379 -418 -460 -813 -961 -906 -933 

- % of GDP -7.2 -7.4 -7.2 -11.4 -12.9 -11.3 -10.2 

Capital & Financial account (USDbn) 446 453 1,065 849 1,066 1,010 1,058 

- FDI (USDbn) 118.7 63.7 137.5 166.6 191.6 220.3 242.4 

Basic balance / GDP (%) -4.9 -6.3 -5.1 -9.1 -10.4 -8.5 -7.6 

FX reserves (USDbn) pe 743 813 1,050 848 953 1,056 1,182 

- Import cover (months) pe 5.7 5.8 5.8 4.0 4.3 4.5 4.7 

Sovereign Credit Rating        

S&P nr nr nr nr nr nr nr 

Moody’s nr nr nr nr nr nr nr 

Fitch nr nr nr B B B B 

Monetary & Financial Indicators        

Consumer inflation (%) pa 10.7 2.3 5.7 6.3 4.2 4.9 6.3 

Consumer inflation (%) pe 5.8 0.2 8.3 3.9 3.6 6.7 6.4 

M3 money supply (% y/y) pa 1.9 20.7 25.4 21.4 12.6 17.1 18.3 

M3 money supply (% y/y) pe 12.9 17.0 26.8 12.8 18.0 18.5 17.0 

Policy interest rate (%) pa 8.9 6.9 6.2 7.3 7.2 6.6 7.0 

Policy interest rate (%) pe 7.5 6.0 7.0 7.5 7.0 6.5 7.0 

3-m rate (%) pe 9.28 6.75 7.18 12.75 5.75 5.70 7.00 

1-y rate (%) pe 7.51 7.68 8.18 12.70 10.30 10.20 10.00 

USD/RWF pa 568 583 600 611 647 672 688 

USD/RWF pe 571 594 604 614 665 676 690 

REER pa 97.80 91.82 88.20 100.12 97.35 97.95 98.10 

NEER pa 86.14 79.33 69.62 72.55 69.45 69.85 68.43 

Source: pe — period end; pa — period average, nr — not rated 
Source: National Bank of Rwanda; National Institute of Statistics; IMF; Standard Bank Research 
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Senegal: twin deficits to narrow modestly 

Political risk: continued stability 

Senegal continues to enjoy political and institutional stability, 
which we see persisting in the medium- to long run. The 
heterogeneous coalition supporting President Macky Sall has 
broadly held up so far, with its main components (APR, AFP, PS) 
participating in the power-sharing arrangement. This is despite 
the Rewmi party of Idrissa Seck taking its distances with the 
regime. Given that the next presidential election is still years 
away, it is unlikely that political infighting will heat up in 2014. 
Additionally, the opposition PDS party also remains weak, and 
failed to re-emerge as a coherent political alternative following 
its defeat in the 2012 polls and the arrest of Karim Wade - 
former President Abdoulaye Wade’s son – on corruption 
charges. In this context, the main priority of the new 
government formed in Sep 13 will mainly be the economy, with 
a focus on infrastructure development and structural reforms in 
critical areas (including the restructuring of the SENELEC).  

Election results 

Presidential run-off (25 Mar 12) Party % of votes 

Macky Sall APR 65.8 

Abdoulaye Wade PDS 34.2 

Parliamentary election (1 Jul 12) Seats % of votes 

Benno Bokk Yakaar coalition  119 53.1 

Parti Democratique Senegalais (PDS) 12 15.2 

Bokk Giss Giss coalition  4 7.3 

Citizen Movement for National Reform  4 5.8 

Others 11 18.6 

Total  150 100 

Source: Senegalese Electoral Commission 

 

GDP growth: moderate 

Growth reached 4.1% in Q3:13, 4.8% in Q2 and 3.2% in Q1, 
and will average 4.0% in 2013, driven by the tertiary (6.3% y/y 
in Q1-Q3:13) sector, while the performance of the primary 
sector remained muted (2.1%) and the secondary sector 
contracted (-0.3%). The fastest growth was recorded in 
telecoms, construction, the financial sector and agriculture, but 
the extractive and chemical sectors and the food industry 
contracted. The production of phosphates shrank 30.3% y/y in 
Jan-Nov, at odds with a 15.2% pick-up in exports in this sub-
group. The industrial index fell 5.6% y/y in Jan-Nov 13, 
although the generation/distribution of electricity was up 2.9%. 
We see growth stabilising at 4.2% in 2014, but a more 
qualitative pick-up will require effective reforms to tackle 
persistent energy and transportation bottlenecks and the 
completion of selected development projects. 

Composition of GDP 

 2011 2012 2013e 2014f 

Agriculture -1.6 0.7 0.2 0.3 

Livestock and hunting 0.1 0.1 0.2 0.1 

Forestry 0.0 0.0 0.0 0.0 

Fishing  0.0 0.1 0.0 0.0 

Mining 0.3 -0.1 -0.2 0.1 

Energy/ oil products 0.2 0.1 0.1 0.1 

Utilities 0.1 0.1 0.2 0.1 

Construction 0.4 -0.1 0.5 0.4 

Manufacturing 0.4 0.3 -0.6 0.2 

Commerce  0.3 0.5 0.5 0.3 

Transport & communications  0.5 -0.2 2.2 0.7 

Education  0.2 0.3 0.2 0.2 

Health  0.1 0.2 0.1 0.1 

Other services 1.2 1.1 0.2 0.9 

Public Administration 0.4 0.9 0.4 0.7 

GDP 2.6 4.0 4.0 4.2 

Source: ANSD; IMF; Standard Bank Research 

 

Quarterly indicators 

 Q1:12 Q2:12 Q3:12 Q4:12 Q1:13 Q2:13 Q3:13 Q4:13e Q1:14f Q2:14f Q3:14f Q4:14f 

GDP (% y/y) pa 4.0 3.1 3.7 5.2 3.2 4.8 4.1 3.7 4.6 3.6 4.3 4.4 

CPI (% y/y) pa 2.1 1.0 0.9 1.7 0.3 1.0 1.2 1.3 2.3 1.9 2.2 1.7 

M2 (% y/y) pa 13.2 14.0 19.7 9.7 10.2 6.8 1.3 2.5 3.4 4.3 6.5 9.7 

CA/GDP (%) pa -10.2 -10.8 -11.0 -11.2 -8.8 -9.2 -9.7 -9.7 -7.8 -8.4 -8.5 -8.7 

FX reserves (USD bn) pe 2.1 1.9 2.0 2.1 1.9 1.9 1.8 1.9 1.9 1.9 2.0 2.1 

Import cover (mths) pe 4.8 4.2 4.5 4.7 4.1 4.1 4.0 4.1 3.9 3.9 4.1 4.4 

Marginal lending facility (%) 
pe 

4.25 4.00 4.00 4.00 3.75 3.75 3.50 3.50 3.50 3.50 3.50 3.50 

USD/XOF pe 492 518 511 499 514 504 488 480 475 486 497 505 

REER (2000=100) pe 101 99 99 102 99 100 101 102 104 103 102 101 

NEER (2000=100) pe 100 98 99 101 100 101 102 102 103 102 101 100 

Source: IMF; Ministère de l'Economie et des Finances; ANSD; Bloomberg; Standard Bank Research 
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Fiscal policy: modest consolidation? 

The authorities intend to consolidate public finances further and 
bring down the deficit to 4.9% of GDP in 2014, from around 
5.5% of GDP in 2013. The primary fiscal deficit will also decline 
to 3.3% of GDP from 3.8% of GDP. On the revenue side, the 
main priorities remain the completion of the tax reform initiated 
in 2013, the broadening of the tax base and further build-up in 
collection and administrative capacity. The authorities intend to 
reduce recurrent spending by streamlining various expenditure 
areas and boosting the efficiency of public expenditure, and 
have requested technical assistance from the IMF. The transfers 
and subsidy allocation is expected to drop marginally in real 
terms and the wage bill will be capped. Still, capital expenditure 
is projected to increase marginally in 2014. External debt 
(34.8% of GDP in 2013) and domestic debt (11.9%) have 
picked up in recent years, with the total stock likely to exceed a 
still sustainable 50% of GDP by 2015. 

Central government budget 

% of GDP 2012 2013 2014 

Total revenue 20.7 21.1 21.2 

Tax revenue 19.5 19.3 19.9 

Non-tax revenue 1.2 1.8 1.4 

Total expenditure 29.3 29.3 29.0 

Current expenditure 17.8 17.7 17.0 

- wages 6.5 6.3 6.2 

- interest 1.5 1.6 1.6 

- subsidies + transfers 5.0 4.7 4.3 

Capital expenditure  11.5 11.6 11.9 

Overall balance (- grants) -8.6 -8.2 -7.7 

Overall balance (+ grants) -5.7 -5.5 -4.9 

Net external borrowing 6.2 5.9 4.7 

Net domestic borrowing -0.5 -0.4 0.2 

Donor support (grants)  2.9 2.8 2.8 

Source: Ministère de l'Economie et des Finances; IMF; Standard Bank Research 

 

Monetary policy: further cuts less likely 

Senegalese inflation (19.6% of the WAEMU CPI basket) has 
remained benign and is likely to average 0.9% y/y in 2013. 
Even though we expect it to rebound to 2.0% y/y in 2014, it 
will still be well below the 3% WAEMU convergence criteria. 
Meanwhile, the BCEAO also expects the WAEMU CPI trajectory 
to remain benign over the next year (1.7% y/y in Q4:14, from 
1.6% y/y in 2013). That said, it sees regional GDP growth 
picking up to 7.0% in 2014, from 6.0% in 2013, on the back 
of increased public and private investment. In this context, 
another decrease in the marginal lending facility (3.5%) and 
minimum open market (2.5%) rates looks less likely after a  
25 bps cut on 4 Sep 13. The need to ease monetary policy 
further is also mitigated by the improvement in market liquidity 
and decline in interbank rates in H2:13. Money supply growth 
(4.5% y/y in Sep) and PSCG (9.2% y/y) in Senegal remained 
weak in Q3:13, but will probably recover moderately this year. 

 

Interest rates 

 

Source: BCEAO; Standard Bank Research 
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BoP: slight reduction in C/A deficit 

The large trade deficit widened only marginally in 2013, as 
exports shrank 3.8% y/y in Jan-Nov in XOF terms and imports 
remained virtually flat. This reflected an increase in net imports 
of agriculture and food as well as energy products, while the 
balance improved in the finished industrial products, 
consumption goods and raw minerals categories. The 
introduction of a biometric visa for foreigners in Jul (which can 
be acquired on arrival) does not seem to have had a pronounced 
impact on the tourism sector: overall passenger arrivals in Dakar 
recovered m/m in Oct and were still up 9.4% y/y in Jan-Oct 
13. Assuming the trade and services balance dynamics persist, 
we see the C/A deficit reducing modestly to 8.4% of GDP in 
2014, from 9.4% of GDP in 2013. FDI will average USD200m 
this year, while portfolio inflows are likely to be marginal, given 
the lack of liquid investable assets. We expect FX reserves to 
reach USD2.1bn in Dec 14 (4.4-m of import cover). 

Current account 

 

Source: ANSD; IMF; Standard Bank Research 
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FX outlook: EUR/XOF-XAF stability to prevail 

The risk of a EUR/XOF-XAF de-peg (currently 655.9) is marginal, 
given the adequate macro fundamentals of the WAEMU/CEMAC 
zones and the pro-stability stance of the policymakers. The 
exchange rate was re-adjusted only once in 53 years (in 1994) 
amid large external and fiscal imbalances at the time. Yet the 
BCEAO/BEAC balances with the French Treasury, which ensures 
the convertibility of the peg, are now largely positive and CFA oil 
exporting countries and even soft commodity producers display 
import cover ratios similar to equivalent SSA peers. While the EUR 
has remained resilient lately, it is likely to weaken in the medium- 
to long run, which should improve external competitiveness for a 
majority of CFA countries. We are still awaiting further clarity on 
the BCEAO and BEAC’s plans to restore the regional convertibility 
of their currencies which ended in the early 1990s. We see 
USD/XOF-XAF trending higher to 505 by YE 2014 and shifting 
further up in 2015 as it tracks the move in EUR/USD.  

 

USD/XOF: forwards versus forecast 

 

Source: Bloomberg; Standard Bank Research 
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SONATEL: further gains likely to moderate 

SONATEL gained 49.2% in USD terms in 2013, slightly 
outperforming the BRVM Composite Index (45.0%). The stock 
split in the ratio of 1 to 10 in Nov 12 clearly supported the 
name. Revenue rose 10.3% y/y to XOF356.8bn in H1:13, 
driven by a recovery in the Mali operations and strong growth in 
Guinea Bissau and Guinea; net income increased 5.2% y/y to 
XOF91.6bn. This is despite the company’s customer base 
growing 28% y/y to 19.8m, albeit primarily outside of Senegal.  
Senegal’s increasingly saturated market and the company’s still 
sizeable dependence on revenue from mobile-oriented 
businesses may well cap the growth upside for some time. The 
still above-average dividend yield has also gradually trended 
lower in recent years (6.4%). While we expect the share price 
gains in 2014 to moderate, SONATEL is the largest (34.7% of 
market cap) and most liquid name on the BRVM, and this 
feature will be positively considered by frontier equity funds.  

 

Bourse Regionale des Valeurs Mobilieres 

 

Source:  Bloomberg; Standard Bank Research 
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Bond outlook: limited upside for the 21s 

The 21s performed well post Sep 13, with their price rising to 
110.6 (a yield of 6.9%) as of 16 Jan. The spread (currently 
448 bps) compressed much more aggressively than the EMBI+ 
spread over the period. Senegal is now trading in line with Côte 
d’Ivoire’s 32s, which suggests that the 21s have become 
expensive on a relative value basis, given the respective 
fundamentals of these countries. Additionally, Senegal will 
potentially issue another USD500m Eurobond in 2014 – after 
postponing the issuance in 2013 – which may affect the pricing 
of the 21s. The outlook for UST rates is another concern. While 
the stable institutional environment in Senegal has weighed 
positively on the 21s, the persistent external imbalances and 
slow pace of fiscal consolidation constrain further yield 
compression. Yet we suspect the instrument has actually been 
supported by technical factors, especially as investors became 
more averse towards Ghana and Zambia’s Eurobonds.  

 

USD Senegal 8.75% May 2021 bond 

 

Source: Bloomberg; Standard Bank Research 
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Senegal: annual indicators 
 2009 2010 2011 2012 2013e 2014f 2015f 

Output        

Population (million)  12.8 13.1 13.4 13.8 14.1 14.5 14.8 

Nominal GDP (XOFbn)  5999 6326 6708 7075 7424 7893 8422 

Nominal GDP (USDbn) 13.0 12.8 14.2 13.8 15.0 16.2 16.1 

GDP / capita (USD)  1013 972 1054 1004 1062 1118 1082 

Real GDP growth (%)  2.1 4.1 2.6 4.0 4.0 4.2 4.4 

Central Government Operations        

Budget balance (excl. Grants) / GDP (%) -7.9 -7.8 -8.6 -8.6 -8.2 -7.7 -7.2 

Budget balance (incl. Grants) / GDP (%) -4.9 -5.2 -6.3 -5.7 -5.5 -4.9 -4.4 

Domestic debt / GDP (%) 6.1 7.0 11.5 11.3 11.9 13.1 14.6 

External debt / GDP (%) 24.6 26.1 29.3 31.0 34.8 35.7 36.2 

Balance of Payments        

Exports of goods and services (USDbn) 2.1 2.1 2.4 2.5 2.6 2.8 2.8 

Imports of goods and services (USDbn) 4.2 4.0 4.7 5.3 5.5 5.8 5.6 

Trade balance (USDbn) -2.1 -1.9 -2.2 -2.8 -2.9 -2.9 -2.8 

Current account (USDbn) -0.7 -0.6 -1.0 -1.5 -1.4 -1.4 -1.3 

- % of GDP -5.5 -5.1 -6.8 -10.8 -9.4 -8.4 -8.1 

Capital & Financial account (USDbn) 1.2 0.6 0.9 1.6 1.2 1.6 1.4 

- FDI (USDbn) 0.2 0.2 0.1 0.1 0.2 0.2 0.3 

Basic balance / GDP (%) -3.6 -3.2 -5.8 -9.7 -8.3 -7.4 -6.2 

FX reserves (USDbn) pe 2.1 2.0 1.9 2.1 1.9 2.1 2.2 

- Import cover (months) pe 6.0 6.1 5.0 4.7 4.1 4.4 4.7 

Sovereign Credit Rating        

S&P B+ B+ B+ B+ B+ B+ B+ 

Moody’s nr nr B1 B1 B1 B1 B1 

Fitch nr nr nr nr nr nr nr 

Monetary & Financial Indicators        

Consumer inflation (%) pa -1.0 1.3 3.4 1.4 0.9 2.0 2.2 

Consumer inflation (%) pe -2.8 4.3 2.7 1.1 1.3 1.8 2.4 

M2 money supply (% y/y) pa 6.9 11.8 14.4 5.3 5.3 11.6 12.7 

M2 money supply (% y/y) pe 10.3 13.7 6.6 6.2 12.1 12.0 13.3 

Marginal lending facility (%) pe 4.25 4.25 4.25 4.00 3.50 3.50 3.50 

USD/XOF pa 462 496 474 512 496 488 525 

USD/XOF pe 457 491 509 499 480 505 547 

REER (2000=100) pa 104 102 105 100 101 103 100 

NEER (2000=100) pa  105 102 104 100 101 102 99 

Source: INS; Ministere de l'Economie et des Finances; IMF; Bloomberg; Standard Bank Research 
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South Africa: battling the negative sentiment 

Political risk: less than two-thirds? 

In Apr/May, South Africans will head to the polls for the fifth 
time in the country’s democratic history. The ruling African 
National Congress (ANC) will likely triumph, though the margin 
of victory is expected to be less pronounced than the 65.9% it 
secured in the previous elections. The principal beneficiary of 
the ANC’s decline will be the leading opposition party, the 
Democratic Alliance, though former ANC Youth League leader 
Julius Malema’s Economic Freedom Fighters, formed along 
unashamedly populist lines, may also find moderate appeal, 
principally amongst the nation’s youth. Industrial relations will 
continue to be tense, particularly given the potential splintering 
of the dominant Congress of South African Trade Unions 
(Cosatu). On the policy front, the largely centrist National 
Development Plan will remain the government’s pivot for 2014, 
though implementation is likely to be gradual, and selective.     

 

Election results (2009) 

Presidential election Party % of votes 

Jacob Zuma ANC 65.9 

Helen Zille DA 16.7 

Mvume Dandala Cope 7.4 

Mangosuthu Buthelezi IFP 4.5 

National election Parliamentary seats % of votes 

African National Congress (ANC) 264 72.14 

Democratic Alliance (DA) 67 16.7 

Congress of the People  (Cope) 30 7.4 

Inkatha Freedom Party (IFP) 18 4.5 

Other 21 5.5 

Total 400 100 

Source: IEC 

 

GDP growth: set to accelerate, moderately 

GDP growth declined to1.8% y/y in Q3:13 from 2.3% y/y in 
Q2:13. On the supply side, the large negative contribution came 
from manufacturing which was down 0.6% y/y compared to 
growth of 2.6% in Q2:13. On the demand side, the major 
reduced contribution came from government expenditure 
(which contributed 0.25 pps from 0.59 pps in Q2:13). Private 
consumption also slid slightly despite the accommodative 
interest rate environment. The positive contribution of 
investment grew marginally and the negative contribution from 
net exports fell slightly, which is expected to help overall GDP 
going forward. We are looking for GDP of around 2.0% (or just 
below) in 2013 rising to 2.5% in 2014 and 3.0% in 2015. The 
improvement will be assist by a growing positive contribution 
from private consumption, investment and net exports. On the 
other hand, we see the contribution from government 
expenditure continuing to moderate.  

GDP growth by demand contribution 

 

Source: SARB; Standard Bank Research 
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Quarterly indicators 
 Q1:12 Q2:12 Q3:12 Q4:12 Q1:13 Q2:13 Q3:13 Q4:13 Q1:14f Q2:14f Q3:14f Q4:14f 

GDP (% y/y) pa 2.4 3.1 2.3 2.5 1.6 2.3 1.8 2.3 2.2 2.4 2.6 2.8 

CPI (% y/y) pe 6.1 5.8 5.1 5.6 5.7 5.7 6.3 5.4 5.9 5.6 5.3 5.0 

M3 (% y/y) pe 6.7 7 7.5 5.2 8.1 9.2 8.4 9.5 7.7 7.5 7.7 9.3 

CA/GDP (%) pe -5.0 -6.7 -6.8 -6.5 -6.7 -6.5 -6.1 -5.9 -5.8 -5.2 -4.7 -4.5 

FX reserves (USD bn) pe 48.9 47.9 48.7 47.9 46.1 44.6 45.7 45.5 44.8 44.0 43.5 44.0 

Import cover (months) pe 4.3 4.2 4.3 4.2 4.1 4.0 4.1 4.2 4.2 4.1 4.1 4.0 

3-m rate (%) pe 5.6 5.6 5.1 5.1 5.1 5.2 5.1 5.2 5.2 5.2 4.7 4.7 

1-y rate (%) pe 6.3 6 5.4 5.5 5.7 5.8 6.0 6.0 6.0 6.0 6.5 6.5 

USD/ZAR pe 7.7 8.2 8.3 8.5 9.2 9.9 9.5 10.4 10.8 10.5 10.8 10.4 

REER pe 109.5 103.5 103.1 100.1 97.3 91.2 92.8 90.4 89.2 91.2 91.0 93.3 

NEER pe 71.0 66.0 65.7 62.7 60.5 55.3 55.4 52.7 51.3 53.1 52.7 54.8 

Source: SARB, Bloomberg, Standard Bank Research 
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Fiscal policy: reducing the stimulus slowly 

The MT Budget Policy Statement (MTBPS) revised down the 
budget deficit to ZAR168.5bn (4.8% of GDP) for FY13/14 
from the budgeted ZAR178.0bn. The latest rolling 12m fiscal 
deficit to Nov 13 is around ZAR183.0bn (5.4% of GDP) 
suggesting that the revised estimate may prove difficult to 
achieve. The deficit is budgeted to gradually decline to 
ZAR184bn (4.7% of GDP) in FY14/15, ZAR183.5bn (4.3% of 
GDP) in FY15/16 and ZAR165bn (3.5% of GDP) in FY16/17. 
We are willing to give the government the benefit of the doubt 
that they will be able to deliver this gradual consolidation. Not 
least, we share the government’s view that real growth is likely 
to pick up, boosting revenues and reducing the need for fiscally-
led stimulus. The plan will push government debt to 44.8% of 
GDP in FY13/14 from 42.5% of GDP in FY12/13, rising to 
47.7% in FY16/17. Over the same time the foreign debt 
portion will decline to 6.4% of GDP from 8.5% in FY13/14. 

Medium-term budget 

% of GDP 2013/14 2014/15 2015/16 

Total revenue  28.0 28.1 28.1 

  Non-tax revenue 1.8 1.7 1.7 

Total expenditure 32.7 32.8 32.4 

  Current expenditure 30.2 29.6 28.8 

  Wages 11.5 11.1 10.8 

  Other 5.2 5.2 5.0 

  Interest 2.8 2.8 2.8 

  Transfers 10.7 10.5 10.2 

  Capital expenditure 2.2 2.3 2.2 

Overall deficit -4.8 -4.7 -4.3 

Net foreign financing 0.1 0.1 0.1 

Net domestic financing 4.7 4.6 4.2 

Source: National Treasury, Standard Bank Research 

 

Monetary policy: on hold 

The FRA market remains bearish, pricing in a 50 bps rate hike 

within six months and a 100 bps increase within12 months. We 

believe the market is too hawkish, given the present subdued 
levels of domestic demand. GDP growth is expected to average 

2.0% y/y in 2013, increasing moderately to 2.5% y/y during 

2014. Meanwhile, PSCE growth was just 7.0% y/y and M3 
money supply growth was 6.3% y/y in Nov 13. Certainly, we 

feel currency weakness would have to become very aggressive in 

terms of second-round inflation influences from higher wages 

before the SARB will look at tightening monetary policy. Our 
core scenario is for inflation to climb modestly above the SARB’s 

6.0% target level during H2:14 (from 5.4% y/y in Dec 13) 

before settling down within the target range again towards mid-
year despite economic activity starting to demonstrate signs of 

picking up.  

 

Inflation y/y versus interest rates 

 

Source: SARB, Standard Bank Research 
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Balance of payments: past the worst? 

Even after adjusting for higher re-exports to the BLNS countries 
under SACU arrangements, the C/A deficit grew to ZAR206bn 
(6.2% of GDP) on a 4 quarter moving average basis. However, 
we suspect that the numbers may be starting to bottom out 
delivering a deficit of 5.8% of GDP in 2013 falling to 5.0% of 
GDP in 2014. Certainly, the rebound in car exports after the 
strike will provide a positive improvement to the trade balance. 
Yet perhaps more structural will be the impact of the ZAR 
weakness and the pickup in OECD consumer demand on the 
trade position. Nevertheless, funding the ongoing C/A deficit 
will remain tricky, while negative EM investor sentiment 
(including SA) persists. Net FX reserves fell USD2.5bn to 
USD45.5bn by end 2013. We expect FX reserves to fall further 
during 2014, although not by much as the SARB is unlikely to 
be too unhappy with the upward pressure on USD/ZAR unless it 
becomes disorderly or annoyingly inflationary. 

Current account by component (4 quarter MA) 

 

Source: SARB, Standard Bank Research 
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FX outlook: USD/ZAR uptrend still in place 

The ZAR started 2014 the way it finished 2013: on the back-
foot. Technically, USD/ZAR looked over-extended after some 
aggressive upside price movement in Dec 13 in a thin market. 
But such is the negative sentiment towards key EM currencies 
(including the ZAR) that we are still awaiting the shakeout of 
the long USD/ZAR positions. Even once we do get a technical 
pull-back, we are not convinced USD/ZAR will significantly 
break the uptrend until investor sentiment around EM 
currencies turns more markedly. We suspect such a turnaround 
requires a topping out of UST yields and a narrative around how 
the sharp depreciation across EM currencies, in conjunction with 
higher OECD demand, is promoting a structural shift towards 
more productive growth and reduced financing needs. In the 
meanwhile, we suspect any downside corrections in USD/ZAR 
should be used to position for a move higher, perhaps even back 
to the levels seen during the 2008 crisis.  

USD/ZAR: forwards versus forecast 

 

Source: Bloomberg; Standard Bank Research 

 

6.0

7.0

8.0

9.0

10.0

11.0

12.0

Dec-08 May-10 Sep-11 Jan-13 Jun-14

U
SD

/
ZA

R 

History Forwards Forecast

Equity outlook: upside, but limited USD gains 

Although South Africa’s JSE All-share index was up around 
16.0% in 2013 in ZAR terms, this produced a negative return 
of over 6.0% in USD terms. Ironically, the ZAR-denominated 
index continues to trade very closely with US equities which 
have performed extremely well in 2013. Indeed, a continuation 
in this relationship suggests our generally bullish US equity 
prognosis for 2014 will foster some further upside for the JSE. 
However, our USD/ZAR prognosis suggests USD returns will 
again be muted or negative. Certainly, the equity flow data into 
SA suggests flows have been negative through H2:13, which 
appears to have continued in early Jan 14. While we are 
reasonably happy that the sharp ZAR re-pricing of recent years, 
in conjunction with faster growth across the OECD, will foster 
economic restructuring and better growth further out, we are 
not sure that the negative cycle has turned just yet. Moreover, 
the index’s PE ratio of around 20 looks expensive. 

 

JSE All-share versus Dow Jones 

 

Source: Bloomberg; Standard Bank Research  
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Bond outlook: bearish bias to persist 

We continue to expect the SA curve to bear steepen in coming 
months. We hold on to our rather bearish view despite the 

relatively benign, if not positive, bond price action after the Fed 

announced tapering at their Dec 13 meeting. Perhaps more 
concerning is the initial bond-flow data showing an acceleration 

in outflows to a net figure of ZAR5.63bn in the year to 21 Jan 

14. This is almost the exact reverse of the inflows during the 

same period in Jan 13. The flows suggest the risk of a self-
reinforcing ZAR and bond sell-off becoming more pronounced.  

It certainly won’t be helped by the clear co-movement between   

SA bond yields and UST yields, which we expect to push north 
by up to 100 bps points in 2014. Our negative sentiment is 

tempered by our reasonably benign inflation and thus monetary 

policy outlook. We continue to feel the FRA curve is too 
aggressive in its monetary tightening expectations.  

Changes in yield curve 

 

Source: JSE, Standard Bank Research 
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South Africa: annual indicators 
 2009 2010 2011 2012 2013e 2014f 2015f 

Output        

Population (million) 49.5 50.0 50.6 51.2 51.8 53.2 54.0 

Nominal GDP (ZARbn) 2406 2659 2917 3155 3395 3660 3934 

Nominal GDP (USDbn) 290 364 406 385 360 380 371 

GDP / capita (USD) 5852 7275 8018 7524 6957 7143 6873 

Real GDP growth (%) -1.5 3.1 3.5 2.5 2.0 2.5 3.0 

Central Government Operations        

Budget balance / GDP (%) -6.7 -5.3 -4.6 -5.2 -4.8 -4.7 -4.3 

Domestic debt / GDP (%) 28.8 32.6 36.2 40.0 42.5 44.8 46.0 

External debt / GDP (%) 15.5 12.4 9.9 9.2 8.2 7.7 7.0 

Balance Of Payments        

Exports (goods & services USD bn) 83.2 104.2 123.1 117.3 100.6 100.0 109.6 

Imports (goods & services USD bn) 92.2 112.2 134.8 138.1 123.1 119.9 131.5 

Trade balance (USD bn) -9.0 -8.0 -11.7 -20.7 -22.5 -20.0 -21.9 

Current account (USD bn) -11.7 -10.3 -13.7 -24.1 -21.6 -19.0 -17.8 

C/A % of GDP -4.0 -2.8 -3.4 -6.3 -6.0 -5.0 -4.8 

Financial account (USD bn) 13.6 9.5 10.8 15.3 21.3 16.7 15.2 

Net FDI (USD bn) 4.3 1.3 6.3 0.2 4.2 5.7 5.2 

Basic balance/GDP (%) -2.6 -2.5 -1.8 -6.2 -4.8 -3.5 -3.4 

FX reserves (USD bn) pe 40.0 43.5 47.9 47.9 45.5 44.0 47.0 

Import cover (months) pe 5.2 4.7 4.3 4.2 4.4 4.4 4.3 

Sovereign Credit Rating        

S&P BBB+ BBB+ BBB+ BBB BBB BBB BBB 

Moody’s A3 A3 A3 Baa1 Baa1 Baa1 Baa1 

Fitch BBB+ BBB+ BBB+ BBB+ BBB BBB BBB 

Monetary & Financial Indicators        

Consumer inflation (%) pa 7.2 4.3 5.0 5.8 5.8 5.6 4.5 

Consumer inflation (%) pe 6.3 3.5 6.1 5.4 5.4 5.0 3.5 

M3 money supply (% y/y) pa 6.7 3.5 6.8 7.4 7.6 8.3 9.8 

M3 money supply (% y/y) pe 1.8 6.9 7.6 8.2 7.0 9.5 10.0 

SARB policy rate (%) pa 8.4 6.4 5.5 5.3 5.0 4.9 4.8 

SARB policy rate (%) pe 7.0 5.5 5.5 5.0 5.0 4.5 5.5 

3-m rate (%) pe 7.2 5.6 5.6 5.1 5.2 4.7 5.7 

1-y rate (%) pe 8.2 5.9 6.1 5.5 6.0 6.5 6.7 

USD/ZAR pa 8.4 7.3 7.2 8.2 9.7 10.8 10.3 

USD/ZAR pe 7.4 6.6 8.1 8.4 10.4 10.4 10.3 

REER pa 101.4 113.9 110.1 104.1 94.5 90.8 94.8 

NEER pa 65.7 75.2 72.8 66.5 57.3 52.7 55.9 

Source: SARB; National Treasury;  SSA; Bloomberg; Reuters; Standard Bank Research 
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Tanzania: investment-led growth remains robust 

Political risk: towards a new constitution 

The drafting of the new constitution, currently in its second 
draft after public consultations, is progressing. The drafting 
process is likely to be the focal point of political activity ahead 
of the 2015 general elections. It remains to be seen whether 
the final product will be widely accepted across the country. 
Opposition parties have complained that the ruling party has 
been dominating the process, likely leading to a constitution 
that will favour them. A notable feature of the draft is the 
proposal to have a 3-tier form of government, each of Zanzibar 
and mainland Tanzania with their independent governments and 
a unified/federal government comprised of representatives of 
the 2 entities. Throughout the 49-y union between Zanzibar 
and the mainland there has been increasing criticism that the 
island was being undermined by the union government, being 
treated as a junior partner. 

  

 

Election results (2010) 

Presidential election Party % of votes 

Jakaya Kikwete CCM 61.16 

Willibrod Peter Slaa  CHADEMA 26.34 

Ibrahim Haruma Lipumba CUF 8.08 

Legislative election Direct seats % of votes 

Chama Cha Mapinduzi (CCM) 186 72.14 

Chama cha Demokrasia na Maendeleo 
(CHADEMA) 

24 28.14 

Civic United Front (CUF) 23 13.08 

Total 239 100 

Source: National Electoral Commission of Tanzania 
 

 

 

GDP growth: nearing 7% y/y 

GDP growth eased to 6.7% y/y in Q2:13 from 7.5% y/y in 
Q1:13. Growth probably registered just less than 7.0% y/y in 
2013, and will likely accelerate to 7.0% y/y and 7.4% y/y in 
2014 and 2015 respectively. The mainstay for GDP is 
investment spending that we believe will remain robust in the 
medium term owing to the development of the energy sector. 
Over the past 10 years, GFCF has increased to over 33% of 
GDP from about 20%, largely financed from foreign savings. 
Naturally, net exports have detracted from overall growth. This 
pattern is likely to persist. Real household income growth, given 
low and stable inflation, will probably be sufficient to bolster 
household consumption, despite a seemingly tight monetary 
policy stance. Agricultural production will continue to vacillate, 
depending on weather conditions. 

Composition of GDP 

 

Source: Bank of Tanzania; Standard Bank Research 
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Quarterly indicators 
 Q1:12 Q2:12 Q3:12 Q4:12 Q1:13 Q2:13 Q3:13 Q4:13e Q1:14f Q2:14f Q3:14f Q4:14f 

GDP (% y/y) pa 7.4 6.4 7.6 6.3 7.5 6.7 6.4 6.9 7.3 6.5 7.3 6.9 

CPI (% y/y) pe 19.0 17.4 13.5 12.1 9.8 7.6 6.1 5.6 6.4 6.5 6.6 7.1 

M3 (% y/y) pe 15.7 11.8 10.1 12.0 12.8 16.5 17.3 17.4 17.5 19.0 20.3 22.2 

CA/GDP (%) pe -8.2 -7.9 -8.3 -12.5 -11.8 -11.5 -11.8 -10.4 -11.8 -11.2 -10.9 -9.5 

FX reserves (USD bn) pe 4.2 4.2 4.3 4.1 4.3 4.3 4.4 4.7 3.9 3.9 4.0 5.0 

Import cover (months) pe 4.0 4.0 4.1 3.8 3.8 3.8 3.9 4.1 3.1 3.1 3.1 4.0 

3-m rate (%) pe 13.2 13.3 12.5 11.9 11.5 11.8 13.8 13.6 12.5 10.5 9.8 9.3 

5-y rate (%) pe 12.8 12.6 12.3 14.5 14.4 15.0 14.6 14.2 14.0 13.9 13.9 13.8 

USD/TZS pe 1,565 1,590 1,571 1,615 1,605 1,625 1,640 1,650 1,695 1,715 1,755 1,775 

Notes: pe — period end; pa — period average 
Source: Bank of Tanzania; Tanzania National Bureau of Statistics; Bloomberg, Standard Bank Research 
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Fiscal policy: slow start  

The government underperformed its revenue targets in the first 
4-m of FY2013/14, amounting to about 75.0% of budgeted 
revenues. The BOT noted that partly this was due not only to 
delays in the increase in the minimum wage in the private 
sector, but also due to declining gold prices. Given that gold 
prices continued declining, it is likely that revenues will be 
somewhat lower that the government projected in this fiscal 
year. It is also notable that the funding of the budget deficit 
relied more heavily on domestic borrowing. External borrowing, 
including non-concessional borrowing, is likely to pick up in H2 
of FY 2013/14, reducing pressure on local government yields 
across the curve. Spending was also below the government’s 
target for the period, with recurrent spending at about 75% of 
the budgeted amount, while development spending was just less 
than 60% of the budgeted amount. Naturally, a pick-up in 
spending should bolster overall economic activity. 

Central government budget 

% of GDP 2012/13 2013/14 

Total revenue 18.8 19.2 

Total expenditure  31.2 29.0 

- Wages 6.5 7.1 

- Interest 1.3 1.3 

- Development 9.4 7.3 

Overall balance (- grants) -12.5 -9.7 

Overall balance (+ grants) -9.0 -7.5 

Net external borrowing 5.6 4.3 

Net domestic borrowing 3.4 3.2 

Donor support (grants and loans)  6.5 5.5 

Source: Tanzania Ministry of Finance; Standard Bank Research 

 

Monetary policy: on hold, but easing bias 

While the BOT is likely to maintain an unchanged policy stance, 
the risks are weighed towards an easing rather than a tightening 
of the policy stance, especially in early 2014. Inflation, at  
5.6% y/y in Dec 13 from an average of 6.3% y/y in the prior 
4-m, finally fell into the 5-6% y/y range that we thought would 
be the bottom to be reached in Q3:13. We still expect that the 
trend from this level will be slightly upwards, with an average of 
6.7% y/y in 2014. While we anticipate a rising headline 
inflation trajectory in 2014, core inflation has been contained 
thus far. In fact, core inflation has fallen progressively since 
registering 8.9% y/y in Dec 12, with the exception of Apr and 
May 13, to reach 4.5% y/y in Dec 13. The momentum of the 
CPI excluding food and energy suggests that further downside is 
likely in the near term. The index has grown at an average of 
0.3% m/m in the past 6-m, an annualised 3.5%. Money supply 
growth is somewhat lower than the BOT aimed for. 

Inflation and interest rates 

 

Source: Bank of Tanzania; Tanzania National Bureau of Statistics 
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Balance of payments: strong financial inflows 

Imports of capital equipment were restrained over the course of 
2013. This subsidence probably was sufficient to lower the C/A 
deficit despite still elevated oil imports, but we estimate that it 
was still elevated at around 10.4% of GDP. With investment 
spending still robust, capital goods imports are likely to 
rebound. While we anticipate that the acceleration in economic 
activity will lead to an increase in the C/A deficit in nominal 
terms, we believe it will decline as a percentage of GDP. 
Financial inflows, mainly FDI inflows and long-term loans, will be 
enough to cover the deficit. Given the interest in its gas 
potential, Tanzania has not struggled to attract companies 
willing to explore for natural gas. Similarly, the government has 
been able to raise external funding to finance its budget deficit 
relatively hassle-free. FX reserves will likely rise over the course 
of this year in nominal terms, but remain around 4 months of 
import cover. 

Current account  

 

Source: Bank of Tanzania; Standard Bank Research 
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FX outlook: stable near term, but upside bias 

Even as USD/TZS approached the 1,600 level, there was hardly 
any reaction from the BOT. But we suspect that were the pair to 
fall below this level, the BOT would intervene to prevent further 
appreciation of the TZS. Our view is that USD/TZS will meander 
north in 2014, ending the year just shy of 1,700. There remains 
the risk that a surge in financial inflows - arising out of the 
opening up of the local bond market to citizens of other EAC 
countries - would lead to some appreciation of the TZS in early 
2014. But the BOT would most likely intervene, and may also 
be prompted to ease the policy stance, setting the stage for a 
decline in yields. Thus far, TZS yields have been markedly higher 
than in neighbouring countries, hence the potential attraction of 
the bond market to regional investors when the bond market is 
opened up. The BOT will probably also be mindful of potential 
overvaluation of the TZS against its regional peers were yields to 
remain relatively high. 

USD/TZS: forwards versus forecasts 

 

Source: Bloomberg; Standard Bank Research 
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Equity market: upward trend likely to persist 

The DSE Index rose strongly towards the end of 2013, ending 
near the top end of our forecast range despite a mini wobble in 
Nov and Dec. 2014 has also started on a positive footing. We 
see few headwinds for the market this year, especially given the 
relatively strong growth in both a global and regional context. 
Granted, the growth story is mainly around capital expenditure 
related to gas industry developments and government 
infrastructural spending that have limited representation on the 
bourse. But the strong growth environment will be reflected in 
the earnings of some listed counters (banks and brewers). From 
a macro standpoint, were the BOT to ease the policy stance as 
we expect, it would add further momentum to the market. We 
are also doubtful that any global risk aversion would necessarily 
have any meaningful impact. At the margin, the proposed 
opening up of the capital account to other EAC citizens may 
have a smaller impact on the equity market relative to the rates 
market. 

Dar es Salaam Stock Exchange 

 

Source: Bloomberg 
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Bond curve outlook: bull steepening 

The unchanged policy stance that the BOT has maintained has 
ensured that yields are fairly stable across the yield curve. In the 
next month or so, this may well persist. But we expect that when 
the BOT eases the policy stance, perhaps in time for the release 
of the mid-term monetary policy statement in Feb, T-bill yields 
will decline markedly, with the entire curve bull steepening over 
the following 4-m. The current level of yields across the yield 
curve is inconsistent with inflation developments. Neither can 
elevated yields be justified by the government’s financing 
needs. Such elevated yields run the risk of discouraging 
commercial banks’ lending to the private sector, contrary to the 
BOT’s stated desire. But in the absence of an easier policy 
stance, we see nothing to trigger a downward move in yields. 
Should participation in the bond market to citizens of other East 
African Community member countries finally be allowed, there 
may well be downside pressure on yields due to this influx. 

Changes in yield curve 

 

Source: Bank of Tanzania; Standard Bank Research 
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Tanzania: annual indicators 
 2009 2010 2011 2012 2013f 2014f 2015f 

Output        

Population (million)  40.7 41.9 43.2 44.9 45.8 47.2 48.0 

Nominal GDP (TZSbn)  28,213 33,937 37,533 44,718 51,072 58,417 66,901 

Nominal GDP (USDbn) 21.3 23.6 23.7 28.1 31.4 35.4 38.9 

GDP / capita (USD)  
                     

523  
                     

562  
                     

548  
                     

627  
                     

686  
                     

749  
                      

810  

Real GDP growth (%)  6.0 7.0 6.4 6.9 6.8 7.0 7.4 

Gold production ('000 Kg)  39.1 41.3 44.4 46.2 47.0 47.8 47.0 

Tobacco production ('000 MT) 60.7 94.4 98.8 99.8 101.5 102.9 103.7 

Coffee production ('000 MT) 34.6 56.6 57.3 59.2 60.8 62.2 64.1 

Central Government Operations        

Budget balance (excl. Grants) / GDP (%) -13.8 -13.3 -14.5 -12.5 -9.7 -8.1 -7.7 

Budget balance (incl. Grants) / GDP (%) -8.2 -8.6 -9.3 -9.0 -7.5 -6.0 -5.8 

Domestic debt / GDP (%) 9.4 9.8 10.9 11.7 12.4 13.0 13.7 

External debt / GDP (%) 36.9 36.8 39.9 41.2 43.6 43.8 44.0 

Balance Of Payments        

Exports of goods and services (USDbn) 5.2 6.4 7.4 8.7 9.8 11.3 13.4 

Imports of goods and services (USDbn) 7.6 9.1 12.0 12.7 13.6 15.3 17.6 

Trade balance (USDbn) -2.5 -2.8 -4.7 -4.4 -4.3 -4.7 -5.2 

Current account (USDbn) -1.8 -2.0 -4.0 -3.5 -3.3 -3.3 -3.5 

- % of GDP -8.5 -8.3 -16.9 -12.5 -10.4 -9.5 -8.9 

Capital & Financial account (USDbn) 2.4 3.6 4.0 4.4 3.9 3.7 3.9 

- FDI (USDbn) 1.0 1.8 1.2 1.7 1.8 2.0 2.0 

Basic balance / GDP (%) -4.0 -0.6 -11.7 -6.4 -4.6 -3.9 -3.7 

FX reserves (USDbn) pe 3.5 3.9 3.7 4.1 4.7 5.0 5.5 

- Import cover (months) pe 5.5 5.2 3.7 3.8 4.1 4.0 3.8 

Sovereign Credit Rating        

S&P nr nr nr nr nr nr nr 

Moody’s nr nr nr nr nr nr nr 

Fitch nr nr B- B- B- B- B- 

Monetary & Financial Indicators        

Consumer inflation (%) pa 12.1 7.2 12.7 16.1 7.9 6.4 6.9 

Consumer inflation (%) pe 12.5 5.6 19.8 12.1 5.6 7.1 7.5 

M3 money supply (% y/y) pa 21.1 22.8 24.6 18.2 16.0 20.8 25.3 

M3 money supply (% y/y) pe 15.7 24.7 26.4 12.0 17.4 22.2 28.0 

BOT discount rate (%) pa 10.1 7.6 12.1 13.1 11.1 10.1 9.7 

BOT discount rate (%) pe 3.7 7.6 14.3 12.0 10.8 9.0 8.0 

3-m rate (%) pe 6.1 5.5 12.8 11.9 13.6 9.3 7.7 

1-y rate (%) pe 8.9 7.8 19.6 13.5 10.0 9.9 8.3 

2-y rate (%) pe 10.9 10.4 14.0 13.8 11.7 11.6 10.4 

5-y rate (%) pe 13.5 11.6 13.2 14.5 14.2 13.8 12.4 

USD/TZS pa 1,326 1,441 1,585 1,589 1,625 1,653 1,720 

USD/TZS pe 1,340 1,484 1,578 1,615 1,650 1,695 1,750 

REER pa 95.0 86.1 83.8 93.4 92.7 96.8 97.1 

NEER pa 81.2 71.8 65.4 66.2 64.6 66.0 63.6 

Notes: pe — period end; pa — period average, nr — not rated 
Source: Sources: Bank of Tanzania; Tanzania National Bureau of Statistics; Bloomberg; Standard Bank Research 
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Tunisia: political uncertainty weighs on economy  

Political risk: finally an election in 2014? 

A deal brokered in late 2013 has brought an end to the political 
deadlock that threatened to unravel the political transition after 
the assassination of Chokri Belaid (a left-wing opponent) in Sep. 
The Ennahda-led government resigned and agreed to hand over 
power to a non-partisan caretaker cabinet that will organise new 
elections. Both sides nominated Mehdi Jomaa, an engineer and 
former minister, as the next transition prime minister. This 
happens as the constitution is about to be finalised and a new 
electoral commission was named. Given the recent progress in 
these areas, one can assume that the long-delayed general 
elections will finally take place this year. Yet the risk is that the 
outcome may not necessarily be accepted by the losing side, 
especially if Ennahda is defeated. Interestingly, after a period of 
laxity, the authorities have started to confront the radical 
Jihadist groups more aggressively in recent months.    

Election results 

Presidential election (2009) Party % of votes 

Zine El Abidine Ben Ali RCD 89.6 

Mohamed Bouchiha PUP 5 

Ahmed Inoubli UDU 3.8 

Ahmed Ibrahim      Ettajdid 1.6 

Constituent Assembly elections (2011) Seats % of seats 

Ennahda 89 41.1 

Congress for the Republic (CPR) 29 13.4 

Popular Petition (PP) 26 12 

Ettakatol 20 9.2 

Progressive Democratic Party 16 4.4 

The Initiative 5 2.3 

Democratic Modernist Pole 5 2.3 

Others 27 12.4 

Total  217 100 

Source: Ministry of Interior 

 

GDP growth: still muted 

GDP growth has remained sluggish, at 2.4% in Q3:13, 3.2% in 
Q2 and 2.7% in Q1, driven by non-tradable services (5.9% y/y 
in Q1:Q3) and tradable services (4.1%). The growth in 
manufacturing industries (including mining) was more muted 
(2.5%) and the non-manufacturing industrial sector performed 
below average (0.4%). Meanwhile, the agricultural sector 
contracted further (-3.4%). At this pace, growth is likely to 
average 2.7% in 2013 and remain subdued at around 2.9% in 
2014. It will be supported by private and public consumption, 
although the latter may be partially mitigated by some modest 
fiscal restraint from 2014. An improvement in EU growth 
prospects would in principle support Tunisia’s export-oriented 
sectors. Yet continued social tensions may still affect 
production. The uncertain political environment and weak 
domestic confidence will also continue to constrain investment. 

 

Composition of GDP 

 

Source: INS; IMF; Standard Bank Research 
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Quarterly indicators 

 Q1:12 Q2:12 Q3:12 Q4:12 Q1:13 Q2:13 Q3:13 Q4:13e Q1:14f Q2:14f Q3:14f Q4:14f 

GDP (% y/y) pa 4.9 3.2 3.2 3.9 2.7 3.2 2.4 2.6 2.7 2.6 3.1 3.2 

CPI (% y/y) pa 5.3 5.6 5.7 5.6 6.1 6.4 6.0 5.9 5.7 6.0 6.7 6.8 

M2 (% y/y) pa 7.6 12.6 9.7 8.3 7.8 3.6 4.3 6.3 7.2 9.5 7.6 7.5 

CA/GDP (%) pa -8.1 -8.6 -8.6 -8.4 -8.0 -8.5 -8.5 -8.3 -7.8 -8.1 -8.0 -7.5 

FX reserves (USD bn) pe 6.6 6.3 6.5 8.1 7.0 6.3 6.9 7.1 6.8 6.6 6.9 7.0 

Import cover (mths) pe 3.5 3.3 3.4 4.2 3.7 3.3 3.6 3.7 3.4 3.3 3.4 3.5 

BCT policy rate (%) pe 3.50 3.50 3.75 3.75 4.00 4.00 4.00 4.50 4.50 4.75 4.75 5.00 

USD/TND pe 1.50 1.58 1.58 1.55 1.60 1.65 1.65 1.66 1.66 1.67 1.68 1.69 

REER (Q4:05=100) pe 91.4 90.0 90.3 90.0 91.0 89.8 88.0 87.6 87.0 86.5 86.2 86.1 

NEER (Q4:05=100) pe 82.7 81.1 80.8 80.1 79.9 77.9 76.1 75.8 75.5 75.3 75.0 74.8 

Source: IMF; Ministère de l'Economie et des Finances; Institut National de la Statistique; Bloomberg; Standard Bank Research 
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Fiscal policy: containing the deficit 

The fiscal deficit reached 6.8% of GDP in 2013, but, excluding 
grants and privatisation revenues, it was much larger, especially 
as recurrent expenditure rose on higher energy subsidies and 
arrears payments and additional spending not serviced in 2012. 
The authorities plan to achieve a 5.7% deficit target this year, 
by boosting tax revenue and reducing current expenditure. This 
would require containing (and eventually reforming) the subsidy 
regime (23.6% of total expenditure last year) and capping the 
increase in the wage bill. Meanwhile, capex is expected to pick 
up. Given the pre-electoral climate in 2014, the initiation of 
controversial reforms and an improvement in the overall budget 
position remain uncertain. Despite its upward trend (c.50% of 
GDP in 2014), public debt still looks sustainable. Finally, the 
authorities hope to receive a first tranche of the IMF 
USD1.75bn SBA in 2014, borrow from the EU and possibly 
issue US-backed Eurobonds and/or Sukuks.  

 

Central government budget 

% of GDP 2012 2013 2014 

Total revenue 23.4 24.3 24.6 

Tax revenue 21.3 22.3 22.8 

Non-tax revenue 2.1 2.0 1.8 

Total expenditure and net lending 28.9 31.8 30.8 

Current expenditure 22.7 24.9 23.1 

Capital expenditure 6.7 6.5 7.3 

Net lending -0.5 0.3 0.4 

Overall balance -5.5 -7.5 -6.2 

Grants 0.9 0.7 0.5 

Overall balance (+grants) -4.6 -6.8 -5.7 

Privatisation proceeds 0.6 2.0 0.5 

Domestic financing 0.7 2.2 1 

External financing 3.3 2.6 4.2 

Source: Ministry of Economy and Finance; IMF; Standard Bank Research 

 

Monetary policy: further hikes still likely 

Inflation has remained elevated by historic standards, reaching 
6.1% y/y in 2013, from 5.6% y/y in 2012, which mirrors 
elevated food inflation, demand from neighbouring countries, 
loose fiscal policy and a weaker TND. Even though price 
pressures appeared to stabilise in late 2013, we still expect 
inflation to average 6.3% y/y in 2014. The CPI dynamics 
forced the BCT to raise the policy rate by a cumulative 75 bps in 
2013 (to 4.5% at the 25 Dec MPC), and further moderate 
hikes are likely this year, given the persistent negative real rate 
regime. The BCT also narrowed the spread between its lending 
and deposit rates and the policy rate to +-25 bps and increased 
the minimum savings rate (to 3.25%). Yet it reduced the 
reserve coefficient to 1% from 2%, which may look 
counterintuitive, given the formal monetary stance, but 
suggests the BCT wants to ease the liquidity deficit facing the 
vulnerable banking sector and mitigate the deceleration in bank 
lending to the economy.   

 

Interest rates 

 

Source:  BCT; INS; Standard Bank Research 
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Balance of payments: large C/A deficit 

The large trade deficit stabilised in 2013, as the growth in 
exports (4.3% in TND terms) exceeded import growth (3.5%). 
The pick-up in exports was driven by the manufacturing, food 
and agro-industry, textiles, machinery and electronics sectors, 
while exports of phosphates declined moderately. Imports of 
food and energy products and consumer goods increased, but 
there was a modest contraction in imports of equipment goods. 
Meanwhile, the performance of the tourism sector remained 
sluggish, but the decline in arrivals from the EU (-2.7% y/y in 
Jan-Sep) was offset by a rise in arrivals from the Maghreb 
(14.7% y/y). Overall, the C/A deficit averaged 8.3% of GDP in 
2013 and is still likely to hover around 7.9% of GDP in 2014. 
Even though a rebound in EU growth should impact positively 
the trade balance, the uncertain political environment will 
continue to weigh on tourism and services and the income 
balance. FDI is projected at a stationary USD1.5bn in 2014. 

Current account 

 

Source: INS; IMF; Standard Bank Research 
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FX outlook: TND remains under pressure 

The TND depreciation vs. the EUR accelerated in 2013, with 
EUR/TND reaching a high of 2.30 on 12 Dec (2.26 on 14 Jan).  
USD/TND also moved higher (1.65 on 14 Jan) and recorded 
pronounced periods of weakness in May-Jul 13, which forced 
the BCT to intervene in size, but appeared to stabilise lately. The 
BCT has historically allowed the unit to weaken on a trade-
weighted basis to preserve external competitiveness, even 
though the pace of depreciation intensified last year. Given the 
persistent twin deficits, limited capital inflows and poor 
confidence, the IMF’s call for more exchange rate flexibility (in 
the 2013-15 SBA) is unlikely to be implemented by the BCT for 
now since this would result in a sharp devaluation of the TND. 
FX reserves have stagnated (USD7.1bn in YE 2013) and will 
probably reach USD7.0bn (3.5-m of import cover) by YE 2014. 
Given the likely EUR weakness later in 2014 and Tunisia’s 
sluggish fundamentals, USD/TND is set to trend higher.   

 
 

USD/TND: forwards versus forecasts 

 

Source: Bloomberg; Standard Bank Research 
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Equity market: constrained by weak confidence 

The BVMT lost 9.1% in USD terms in 2013, largely 
underperforming the Egyptian (+13.8%) and Moroccan 
(+0.6%) bourses and the MSCI FM (+20.9%). Even in TND 
terms, the BVMT was down 3.3% over the period. The services 
sector posted the highest decline (-12.2% YTD as of Nov 13), 
but all other sub-indices were in negative territory, including 
financials (-3.1%). The outlook for the BVMT remains muted as 
political uncertainty and the sluggish economic environment, 
coupled with the limited momentum for reform, will continue to 
weigh on market confidence. The pressure on the TND will be 
an extra factor affecting offshore appetite for Tunisian stocks, 
even though the net equity foreign flows were surprisingly 
balanced in 2013. The elevated NPLs of the banking system will 
constrain a recovery in the financial index. Despite 12 new 
listings last year, market capitalisation is still modest (USD8.4bn 
in Nov) and daily turnover remains marginal (USD6.1m).   

 

Bourse des Valeurs Mobilieres de Tunis 

 

Source: Bloomberg; Standard Bank Research 
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Eurobond outlook: politics and reforms matter 

The USD 27s consistently lost ground between mid-2012 and 
Sep 13, but stabilised since (price of 104.8 on 15 Jan [a yield 
of 7.6%]). Yet the tightly-held 27s continue to trade wide to 
most MENA sovereign bonds, which reflects the volatile political 
situation in Tunisia, the deterioration in the external and fiscal 
positions, and a series of downgrades to junk status (BB- by 
Fitch and Ba3 by Moody’s). The EUR 20s also performed poorly 
(price of 94.3 and yield of 5.6% on 15 Jan) as German Bund 
yields rose in late 2013. Beyond this, they still trade wide to 
comparable regional Eurobonds on a spread basis. For those 
instruments to rally, a successful electoral cycle that brings to 
power a government with a clear reform agenda will be needed 
as a minimum, and such prospects are still uncertain. The 17s (a 
private placement subscribed for by Qatar) and US-backed 19s 
moved in line with US rates, albeit with stationary spreads which 
mirror the specific investor base and political bias of the issues. 

 

USD Tunisian 8.25% 2027 bond 

 

Source: Bloomberg; Standard Bank Research 
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Tunisia: annual indicators 

 2009 2010 2011 2012 2013e 2014f 2015f 

Output        

Population (million)  10.4 10.5 10.7 10.8 10.9 11.0 11.1 

Nominal GDP (TNDbn)  58.8 63.4 64.4 70.5 76.7 83.7 91.7 

Nominal GDP (USDbn) 43.6 44.3 45.7 45.1 46.6 50.4 53.3 

GDP / capita (USD)  4,177 4,203 4,290 4,190 4,284 4,581 4,801 

Real GDP growth (%)  3.1 3.4 -1.9 3.8 2.7 2.9 3.6 

Central Government Operations        

Budget balance (excl. Grants) / GDP (%) -2.7 -0.6 -3.5 -5.5 -7.5 -6.2 -5.5 

Budget balance (incl. Grants) / GDP (%) -2.4 -0.5 -3.2 -4.6 -6.8 -5.7 -5.0 

General gov. debt / GDP, domestic (%) 17.8 15.9 18.8 16.6 15.8 15.9 16.2 

General gov. debt / GDP, foreign (%) 25.0 24.5 25.9 27.9 30.3 34.5 35.2 

Balance of Payments        

Exports of goods and services (USDbn) 14.4 16.4 17.8 16.9 16.9 17.6 17.8 

Imports of goods and services (USDbn) 19.2 21.0 22.6 23.0 23.0 24.2 24.6 

Trade balance (USDbn) -4.7 -4.6 -4.8 -6.1 -6.1 -6.6 -6.8 

Current account (USDbn) -1.3 -2.0 -3.5 -3.8 -3.9 -4.0 -3.9 

- % of GDP -3.0 -4.6 -7.6 -8.4 -8.3 -7.9 -7.3 

Capital & Financial account (USDbn) 3.5 0.4 1.0 4.8 2.9 3.9 4.2 

- FDI (USDbn) 1.4 1.3 0.4 1.8 1.4 1.5 1.8 

Basic balance / GDP (%) 0.3 -1.7 -6.6 -4.5 -5.3 -4.9 -3.9 

FX reserves (USDbn) pe 11.1 9.5 7.1 8.1 7.1 7.0 7.3 

- Import cover (months) pe 6.9 5.4 3.7 4.2 3.7 3.5 3.6 

Sovereign Credit Rating        

S&P BBB BBB BBB- BB NR NR NR 

Moody’s Baa2 Baa2 Baa3 Baa3 Ba3 B1 Ba3 

Fitch BBB BBB BBB- BB+ BB- B+ BB- 

Monetary & Financial Indicators        

Consumer inflation (%) pa 3.5 4.4 3.6 5.6 6.1 6.3 5.9 

Consumer inflation (%) pe 4.1 4.0 4.2 5.9 6.0 6.7 5.7 

M2 money supply (% y/y) pa 12.3 15.2 17.6 9.5 5.5 8.0 7.8 

M2 money supply (% y/y) pe 14.5 10.6 19.9 5.5 5.6 7.5 8.4 

Policy rate (%) pa 4.56 4.50 4.04 3.60 4.00 4.71 5.08 

Policy rate (%) pe 4.50 4.50 3.50 3.75 4.50 5.00 5.25 

USD/TND pa 1.35 1.43 1.41 1.56 1.65 1.66 1.72 

USD/TND pe 1.32 1.44 1.50 1.55 1.66 1.69 1.75 

REER (Q4:05=100) pa 94.0 92.9 91.5 90.4 89.1 86.5 81.6 

NEER (Q4:05=100) pa 88.6 85.5 84.6 81.2 77.4 75.2 70.2 

Source: INS; Ministère de l'Economie et des Finances; IMF; Bloomberg; Standard Bank Research 
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Uganda: cautious optimism warranted 

Political risk: neighbourhood risks 

The next election will only be in 2016, and there is no 
indication that President Museveni will not stand. Nonetheless, 
this hasn’t stopped speculation about succession planning in the 
NRM. Since the promotion of the president’s son to command a 
unit of the army responsible for protecting the president, there 
has been speculation that this was in preparation for his 
eventual ascension to the leadership of the party, and perhaps 
president. In the meantime, the country has deployed troops in 
South Sudan. The mandate of these troops is not entirely clear. 
Media reports suggested that the president obtained 
parliamentary approval on the basis that the troops were to 
protect Ugandan nationals trapped in that conflict. Yet recent 
reports indicate that they were fighting with government troops 
in key battlegrounds in recent weeks. 

  

 

Election results (2011) 

Presidential election Party % of votes 

Yoweri Kaguta Museveni NRM 68.4 

Kizza Kifeefe Besigye FDC 26 

Norbert Mao DP 1.9 

Olara Otunnu UPC 1.6 

Beti Kamya UFA 0.7 

Legislative election  Seats 

National Resistance Movement (NRM)  263 

Forum for Democratic Change (FDC)  34 

Democratic Party (DP)  12 

Uganda People’s Congress (UPC)  10 

Other  56 

Total  375 

Source: The Electoral Commission of Uganda 
 

 

 

GDP growth: steady 

GDP growth, on an unadjusted basis, registered 3.5% y/y in 
Q3:13, slower than the average 5.5% y/y growth rate 
registered in H1:13. Growth probably averaged 5.0% y/y in 
2013. We expect growth to remain at that level in 2014 before 
accelerating to 5.5% y/y in 2015. The most notable aspect of 
growth dynamics since the 2008 credit crisis is that growth 
subsided from around 8.0% y/y to around 5.0% y/y, with 
much of that subsidence attributable to slowing private 
consumption. We see no evidence that the situation will change 
anytime soon, especially given the hawkish rhetoric coming from 
the BOU’s MPC. Boosted by oil exploration and infrastructural 
development, investment spending will probably remain the 
mainstay of economic growth. We don’t anticipate oil 
production to commence in the forecast horizon. 

Composition of GDP 

 

Source: Bank of Uganda; Standard Bank Research 
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Quarterly indicators 
 Q1:12 Q2:12 Q3:12 Q4:12 Q1:13 Q2:13 Q3:13 Q4:13e Q1:14f Q2:14f Q3:14f Q4:14f 

GDP (% y/y) pa 3.0 4.4 5.4 6.7 5.3 5.8 3.5 5.5 4.8 5.3 4.5 5.4 

CPI (% y/y) pa 24.2 18.9 10.6 4.9 4.1 3.5 6.9 7.2 6.8 6.7 5.7 6.6 

M3 (% y/y) pe 8.2 7.2 7.6 14.9 11.6 6.6 0.0 6.0 8.0 10.9 9.5 10.6 

CA/GDP (%) pe -9.9 -9.0 -8.3 -8.1 -8.0 -8.4 -7.9 -7.7 -10.0 -10.1 -10.4 -6.4 

FX reserves (USD bn) pe 2.66 2.80 2.99 3.08 3.12 3.12 3.22 3.31 3.50 3.70 3.90 4.1 

Import cover (months) pe 4.1 4.3 4.6 4.8 4.8 4.8 5.0 5.1 4.7 4.9 5.2 5.5 

3-m rate (%) pe 17.4 18.5 9.7 9.9 9.6 10.4 10.2 9.8 8.8 8.8 9.8 8.7 

5-y rate (%) pe 16.0 15.4 13.9 12.2 13.8 14.0 13.3 13.9 13.7 13.5 13.5 13.4 

USD/UGX pe 2,507 2,470 2,550 2,678 2,590 2,680 2,590 2,530 2,505 2,585 2,620 2,635 

Notes: pe — period end; pa — period average 
Source: Bank of Uganda; Uganda Central Statistics Office; Standard Bank Research; Bloomberg 
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Fiscal policy: aid resumption positive 

The disbursement of previously suspended aid support led to an 
87.9% y/y increase in budget support grants in Q3:13, being 
Q1 of FY2013/14. Evidently, donor relations have normalised, 
something that will greatly aid budget execution. Of course, in 
preparing the FY2013/14 budget the government assumed 
that donor support would not recover in FY2013/14, slowing 
down progressively over the following 2-y. So, it may well be 
that the government will be in a position to spend more than 
was originally budgeted for, provided that domestic revenue 
collection meets  its expectations, or reduce domestic financing 
relative to the budgeted amount. Nonetheless, the key risk with 
the government’s projection of a 19.1% y/y increase in revenue 
collection is potential underperformance due to slower 
economic growth than the government expected. Even then, 
domestic revenue collection was up 17.7% y/y in Q3:13, 
suggesting that revenue growth may hold up. 

Central government budget 

% of GDP FY 2012/13 FY 2013/14 

Total revenue (- grants) 13.5 13.9 

Total expenditure  19.2 20.4 

- wages 4.0 3.7 

- interest 1.6 1.5 

- development 7.6 10.4 

Overall balance (- grants) -5.7 -6.5 

Overall balance (+ grants) -3.9 -5.1 

Net external borrowing 2.4 2.4 

Net domestic borrowing 1.5 2.7 

Donor support (grants and loans)  4.2 3.8 

Source: Ministry of Finance; Standard Bank Research 

 

Monetary policy: stance too tight, easing likely 

The next change in the central bank rate will most likely be a 
cut. Admittedly, the MPC seems far more concerned about 
lurking inflationary pressures. Even the food inflation pressures 
that prompted the MPC to increase the CBR in Sep 13 have 
since eased. Core inflation averaged 6.3% y/y in 2013. It was 
at 5.7% y/y in Dec, marginally higher than the 5.0% y/y MT 
target. Of course, the core inflation measure only excludes fresh 
fruit and vegetables from the headline index, leaving food price 
dynamics to still have a considerable influence on core inflation. 
Nonetheless, monetary aggregate data still suggest that the 
policy stance is too tight relative to historical norms. M3 money 
supply growth has averaged 9.1% y/y since Jan 2012 
compared with an average of 26.8% y/y over the prior 4-y 
period. Not surprisingly, credit growth has been similarly 
lacklustre. It has averaged just 11.4% y/y since Jan 2012 
compared with an average of 30.7% y/y in the prior 3-y period. 

Inflation and interest rates 

 

Source: Bank of Uganda; Uganda Bureau of Statistics 
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Balance of payments: well supported 

Since monetary policy was tightened in late-2011 imports have 
generally trended sideways, betraying subdued domestic 
demand. Hence the trade deficit has consistently subsided, 
dragging the C/A deficit lower. We expect this trend to 
continue in 2014, before the C/A deficit reverses in 2015. 
Besides a potential boost to imports as growth picks up, we 
believe that arrangements are progressing to prepare for the 
commencement of oil production in the next 3-4 years. 
Naturally that will involve considerable investment in 
infrastructure, boosting capital goods imports. Financial inflows 
will likely remain robust, boosted by a combination of FDI and 
debt-raising. It remains to be seen whether the government will 
finally dip its toes into the Eurobond market, but it is still able to 
raise bilateral and multilateral external funding. FX reserves are 
likely to keep rising, to nearly 6-m of imports in Dec 15. 

Current account  

 

Source: Bank of Uganda; Standard Bank Research 
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FX outlook: near-term downside bias 

BOP dynamics suggest that USD/UGX could fall further from 
current levels. It is even possible for the pair to decline to 2,450 
in the absence of BOU intervention or easing of the policy 
stance. For as long as yields remain high, economic activity 
sluggish, import demand subdued, FX inflows will probably be 
sufficient to exert downward pressure on the pair. It is likely that 
at current yields portfolio investors will remain interested in UGX 
bonds and T-bills. With import demand still restrained there may 
be appreciation pressure on the UGX. One source of upside risk 
is the effect of the conflict in South Sudan. After all, according 
to the BOU’s direction of trade statistics exports to Sudan - 
referring to the country - before the secession of South Sudan, 
accounted for roughly 20% of total exports, nearly as much as 
exports to the EU. Hence there is likely to be a disruption to 
these exports, depriving the country of FX earnings. But this 
disruption will probably have only a marginal impact. 

USD/UGX: forwards versus forecasts 

 

Source: Bloomberg; Standard Bank Research 
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Equity outlook: upside likely 

The equity market seems poised to trend further higher over the 
coming year. The All Share Index lost momentum in May 2013, 
and never recovered from that setback. Despite the timing of 
the top in May, it is hard to attribute this performance to the 
Fed-taper-induced increase in global risk aversion at the time. 
There are not many listed counters with either sufficient 
liquidity or market capitalisation capable of attracting global 
investors. Even with that setback in May, the index notched up 
a 24.6% y/y increase in UGX terms (30.8% y/y in USD). The 
operating environment for domestically-oriented businesses 
may not have been particularly challenging. After all, inflation - 
and arguably wage pressures – and the exchange rate were fairly 
contained. Thus businesses with any pricing power may have 
been able to maintain their margins. In 2014, the focus will 
likely shift towards volume growth, especially since the BOU 
may be more amenable to easing the policy stance, thereby 
boosting overall demand in the economy.  

Uganda Stock Exchange 

 

Source: Bloomberg 
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Bond curve outlook: bull steepening 

A bull steepening of the curve seems the most likely outcome 
over the coming 6-m, but may take some time to materialise. 
Since the MPC lowered the CBR in Sep 13, nothing has 
suggested that a tightening of the policy stance would be 
required. Our long-held view has been that the curve would bull 
steepen as the BOU eased the policy stance. Yet, the curve has 
hardly budged even after the Sep cut to the CBR, with yields 
even nudging higher until recent auctions. Ordinarily, given the 
subdued inflation dynamics we have witnessed together with 
scantly any evidence of a durable reacceleration in domestic 
demand, the market would be pricing in an easier policy stance. 
But we suspect that this move has been held back by the BOU’s 
hawkish rhetoric. Of course, the market remembers that the 
MPC actually increased the CBR on account of mounting 
inflation pressures, only to lower it grudgingly 3-m later after it 
turned out that the surge in food inflation was transitory. 

Changes in yield curve 

 

Source: Bank of Uganda; Standard Bank Research 

 

8

9

10

11

12

13

14

15

16

91-d 182-d 364-d 2-y 3-y 5-y 10-y

YT
M

 

08-Oct-13 16-Jan-14 6-m forecast

U
ga

nd
a 

  
107  



  
Standard Bank African Markets Revealed  
 January 2014 

 
 

 
 
 

Uganda: annual indicators 
 2009 2010 2011 2012 2013f 2014f 2015f 

Output        

Population (million)  30.70 31.80 32.94 34.40 35.20 35.80 36.35 

Nominal GDP (UGXbn)  34,166 37,058 44,440 52,711 58,213 66,114 75,089 

Nominal GDP (USDbn) 16.8 17.0 17.6 21.0 22.1 25.6 27.0 

GDP / capita (USD)  548 535 534 610 627 715 743 

Real GDP growth (%)  8.3 5.4 5.0 4.9 5.0 5.0 5.5 

Coffee production ('000 Tonnes)  111.2 161.2 188.6 195.2 209.8 216.5 221.8 

Tea production ('000 Tonnes)  38.2 49.2 56.3 58.1 61.2 64.4 68.9 

Central Government Operations        

Budget balance (excl. Grants) / GDP (%) -7.1 -6.3 -5.3 -5.7 -6.5 -5.9 -3.9 

Budget balance (incl. Grants) / GDP (%) -4.7 -4.1 -3.0 -3.9 -5.1 -4.8 -3.2 

Domestic debt / GDP (%) 17.1 17.7 18.6 19.4 20.1 20.7 21.1 

External debt / GDP (%) 14.8 15.3 16.5 17.7 18.1 19.3 19.7 

Balance Of Payments        

Exports of goods and services (USDbn) 3.4 3.5 4.3 4.9 5.3 6.5 7.4 

Imports of goods and services (USDbn) 5.2 6.2 7.4 7.7 7.8 9.0 10.2 

Trade balance (USDbn) -1.9 -2.7 -3.1 -2.8 -2.4 -2.5 -2.8 

Current account (USDbn) -1.1 -1.6 -2.1 -1.7 -1.7 -1.6 -1.8 

- % of GDP -6.3 -9.7 -11.8 -8.1 -7.7 -6.4 -6.8 

Capital & Financial account (USDbn) 1.7 0.8 0.6 1.2 2.3 2.0 1.7 

- FDI (USDbn) 0.8 0.5 0.9 1.2 1.4 1.4 1.5 

Basic balance / GDP (%) -1.3 -6.5 -6.7 -2.4 -1.2 -0.9 -1.3 

FX reserves (USDbn) pe 3.0 2.8 2.6 3.1 3.3 4.1 5.1 

- Import cover (months) pe 6.9 5.5 4.2 4.8 5.1 5.5 6.0 

Sovereign Credit Rating        

S&P nr B+ B+ B+ B+ B B 

Moody’s nr nr nr nr nr nr nr 

Fitch nr B B B+ B+ B+ B+ 

Monetary & Financial Indicators        

Consumer inflation (%) pa 13.1 4.1 18.6 14.6 5.5 6.5 8.0 

Consumer inflation (%) pe 10.9 3.1 27.0 5.3 6.7 6.8 8.5 

M3 money supply (% y/y) pa 22.6 32.1 26.0 7.5 11.0 9.3 13.5 

M3 money supply (% y/y) pe 16.6 41.5 10.5 14.9 6.0 10.6 17.5 

BOU policy rate (%) pa 11.3 7.8 11.2 18.0 11.7 10.8 11.5 

BOU policy rate (%) pe 8.7 11.0 23.0 12.0 11.5 10.5 12.0 

3-m rate (%) pe 5.47 8.49 22.72 9.94 12.25 8.70 10.15 

1-y rate (%) pe 9.05 10.12 23.34 10.28 12.75 12.25 12.75 

2-y rate (%) pe 12.26 10.35 20.90 10.75 13.35 12.75 13.05 

5-y rate (%) pe 12.67 11.94 16.74 12.20 14.75 13.35 13.50 

USD/UGX pa 2,030 2,177 2,525 2,513 2,639 2,582 2,781 

USD/UGX pe 1,900 2,310 2,480 2,678 2,530 2,635 2,850 

REER pa 97.80 91.82 88.20 100.12 97.35 97.95 98.10 

NEER pa 86.14 79.33 69.62 72.55 69.45 69.85 68.43 

Notes: pe — period end; pa — period average; nr — not rated 
Source: Bank of Uganda; Uganda Central Statistical Service; Standard Bank Research; Bloomberg 
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Zambia: treading a fine line  

Political risk: a bumpy ride to 2016  

Tension between opposing factions within the ruling party has 
been on the rise, with the Secretary General, Wynter Kabimba 
and others opposing him (including the former Defence Minister 
Geoffrey Bwalya Mwamba), at the centre of this. Speculation is 
rife as to whether Sata’s health will allow him to run at the next 
elections, which is likely to see internal party wrangling intensify 
further as the succession debate come to the fore. This is likely 
to be associated with further cabinet reshuffles, redeployments 
within government and possibly defections from the PF. State 
house has furthermore seen increased criticism from opposition 
parties and civil society organisations as a result of the delayed 
constitutional review. Various organisations have called for the 
finalisation of the constitutional review. The final draft of the 
amended document has been shrouded by controversy with 
allegations that it is purposefully being withheld from the public. 
There is ongoing debate if the new constitution will (or should) 
include the majority voting system for presidential elections.  

 

Election results 

Presidential election 2011 Party % of votes 

Michael Sata Patriotic Front 42.9 

Rupiah Banda MMD 36.2 

Hakainde Hichilema UPND 18.5 

Charles Milupi ADD 1 

Parliamentary election 2011 Seats % of votes 

Patriotic Front 60 38.3 

MMD 55 33.6 

UPND 28 28 

ADD 1 1 

Total 150 100 

Source: Electoral Commission of Zambia (ECZ)  

 

GDP growth: all about growth 

Official estimates show that growth is likely to fall substantially 
in 2013, reaching 6.0% y/y from 7.4% y/y in 2012. This is 
mainly attributed to a decline in agricultural output. The 
government aims to achieve growth of above 7% in 2014.  
We believe this is likely to materialise supported by inter alia 
further growth in gross fixed capital formation (not least public 
investment). Household consumption received a boost from 
significantly higher public sector wages effective 1 Sep 13 (the 
public sector makes up ca40% of formal sector employment). 
Wage increases in the mining sector have thus far been less 
substantive at between 10% and 12% in 2014. While public 
sector wage increases are unlikely to be repeated in 2014, 
disposable incomes (and as such consumption expenditure) will 
benefit from personal income tax relief measures introduced 
under the 2014 budget. We furthermore expect the 
contribution of net exports to grow.  

 

        
           

Composition of GDP 

 

Source: UN, Zamstats, Standard Bank Research 
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 Q1:12 Q2:12 Q3:12 Q4:12 Q1:13 Q2:13 Q3:13 Q4:13e Q1:14f Q2:14f Q3:14f Q4:14f 

GDP (% y/y) pa 7.5 7.8 8.0 5.9 7.8 8.1 8.1 2.0 7.8 8.1 8.1 4.8 

CPI (% y/y) pa 6.3 6.6 6.4 7.0 6.8 7.0 7.1 7.0 7.2 9.0 8.7 8.8 

M3 (% y/y) pa 20.6 18.9 8.3 18.4 20.1 19.5 26.7 18.7 17.0 16.5 15.5 15.0 

CA/GDP (%) pe 2.1 1.2 0.8 0.0 0.9 0.9 0.9 0.9 1.5 1.5 1.5 1.5 

FX reserves (USD bn) pe 2.32 2.44 3.32 3.04 2.61 2.44 2.66 2.77 2.70 3.50 3.60 3.80 

Import cover (months) pe 3.5 3.7 5.0 4.6 3.4 3.2 3.5 3.6 3.5 4.5 4.7 4.9 

3-m rate (%) pe 7.1 7.5 7.4 9.5 5.7 7.5 11.5 8.0 7.0 7.5 7.3 7.0 

5-y rate (%) pe 13.9 13.6 11.9 13.5 11.0 15.5 14.7 16.0 14.0 14.1 14.2 14.3 

USD/ZMW pe 5.28 5.15 5.10 5.19 5.37 5.49 5.33 5.53 5.55 5.40 5.30 5.25 

REER pe 109 106 96 101 100 97 96 97 98 99 94 95 

NEER pe 114 112 103 108 109 107 106 107 108 106 105 102 

Notes: pe — period end; pa — period average 
Source: Bank of Zambia, Bloomberg, Central Statistics Office, IMF, Standard Bank Research 
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Fiscal policy: subsidies key 

The 2014 budget aims to achieve a fiscal deficit of no more 
than 6.6% of GDP, down from an estimated outcome of 8.2% 
of GDP in 2013. However the financing needs that follow from 
estimates for expenditure and revenue in the same budget are 
equal to ZMW10.5bn (roughly the same as last year in nominal 
terms) or 7.3% of GDP. The budget is premised on a freeze on 
public sector wages and a moratorium on new hires. While the 
labour unions are likely to resist the wage freeze, we believe the 
government will succeed in adhering to these principles limiting 
the expenditure on the public service wage bill to below 
ZMW16bn or 52% of domestic revenues, from ZMW12bn in 
2012. Expenditure on subsides, on fuel in particular, pose a 
threat to the budget deficit following the significant overrun in 
expenditure on the Food Reserves Agency’s activities, the 
fertilizer and fuel subsidies in 2013 (by over ZMW4bn). In the 
absence of more frequent adjustments in fuel prices at the 
pump to accommodate for movements in exchange rate as well 
as the international fuel prices, the overrun will be repeated.  

 

Central government budget 

% of GDP FY12 FY13 FY14 

Total revenue 19.1 20.1 20.2 

Total expenditure 24.9 28.3 29.5 

- Debt service 2.8 2.0 3.2 

Overall balance (- grants) -6.4 -8.8 -7.6 

Overall balance (+ grants) -5.9 -8.3 -7.3 

Net external borrowing 1.2 1.8 4.9 

Net domestic borrowing 3.5 4.5 2.4 

Donor support (grants) 0.5 0.6 0.3 

Source: IMF, Ministry of Finance, Standard Bank Research 

 

Monetary policy: forcing the hand of the BOZ 

Monetary conditions tightened towards the end of 2013 as the 
BOZ engaged in open market operations to manage liquidity 
while keeping the Bank Rate on hold at 9.75%. There was a 
notable decline in the BOZ’s intervention in the OMO market 
early this year, with money market rates falling in line with the 
rise in ZMW liquidity. The reluctance to maintain tight liquidity 
conditions implies that the central bank does, at this point, not 
seem particularly concerned about domestic inflationary 
pressure and/or the pass-through effect of USD/ZMW on 
inflation. While this might persist in the short term, we do see 
room for the central bank to again seek to assert itself over the 
next 4-m to limit the rise in (non-food) inflation from  
(8.2% y/y) 7.1% y/y in Dec 13. The target for inflation is 
equal to 6.5% y/y for year-end. We see risks to inflation in the 
next 4-m from rising food cost, upward adjustments in 
administered prices (education, fuel and electricity), with 
inflation set to reach on average 7.6% y/y over the period. 

 

Inflation and interest rates 

 

Source: CSO, Bank of Zambia, Standard Bank Research 
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Balance of payments: CA in surplus  

Foreign exchange reserves increased to USD2.7bn in Oct 13, 
from a low of USD2.4bn in Jun 13. We see room for further 
support to the external sector (and as such reserve 
accumulation) over the next 4-m on the back of in increased 
financial inflows in the form of a Eurobond. FDI inflows will 
remain considerable and will exceed the USD2bn received last 
year. The trade balance narrowed in course of 2013; preliminary 
figures from the BOZ show a surplus of USD200m in Q4:13, 
from USD302m in the previous quarter and USD343m in the 
same period a year ago. This pushed the C/A into deficit in this 
quarter, at USD103m (-1.3% of GDP on an annualised basis), 
from a surplus of USD220m or 0.9% of GDP for 2013 as a 
whole, and USD10m in 2012. This trend is set to reverse in 
2014 on the back of strong growth in exports. The contribution 
to exports through increased volumes of copper from the 
expansion of existing and new mining operations and increased 
smelting capacity coming on stream is expected to be 
particularly meaningful in H2:14.  

 

Current account  

 

Source: Bank of Zambia, IMF, Standard Bank Research 
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FX outlook: USD/ZMW upside capped 

The USD/ZMW moved up by 6.7% in 2013 ending the year at 
just below 5.55. While the effective loosening of liquidity 
conditions over the past weeks as well the further narrowing of 
the trade surplus are likely to present upside risks to the ZMW in 
the short term, we maintain that the central bank is likely to 
seek to protect the ZMW. It will be supported in its efforts by 
increased financial inflows, including the Eurobond. This will 
assist in boosting the amount of foreign exchange reserves, and 
therefore the ability of the Bank of Zambia to intervene in the 
FX market. We expect the external position to become more 
favourable in the course of 2014 as the growth of the volume 
of copper exports allows a more significant trade surplus to 
emerge. As will the circumstances under our core scenario that 
the government will further deliver slow fiscal consolidation 
(through implementation of the wage freeze and further 
reduction on subsidies). This will prove particularly supportive of 
the ZMW in the second half of this year.  

 

USD/ZMW: forwards versus forecasts 

 

Source: Bloomberg; Standard Bank Research 
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Bond curve outlook: downward move in yields 

A major driver of higher yields in the course of 2013 was the 
significant rise in the issuance of government securities. This in 
turn was related to a rise in domestic financing of the budget, 
which veered far beyond the outline of the original estimate
s (net issuance of government securities amounted to 
ZMW3.9bn last year, from ZMW1.7bn in 2012 with further 
borrowing from the banking sector and an expectation for total 
domestic borrowing of ZMW1.9bn in 2013). This year’s budget 
suggests a decline in net domestic borrowing to ZMW3.5bn. 
The associated decline in the supply of government paper will in 
turn be supportive of bonds and result in a decline in yields. 
While there are risks to the decline in financing needs 
materialising under the 2014 budget (considering the risks to 
the expenditure assumptions), we do believe this premise as well 
as the imminent prospect of external borrowing will strongly 
influence the market in the next 4-m. Particularly as authorities 
will be under limited pressure to raise financing domestically in 
the onset of the fiscal year.  

 

 

   

Changes in yield curve 

 

Source: Bank of Zambia, Standard Bank Research 
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Eurobond: meaningful yield pick-up 

The spread of the Zambia 22s (USD750m issued in Sep 12 with 
a coupon of 5.375%) over UST rose to unprecedented highs in 
the first weeks of 2014 at 510bps (from a low of 300 bps in 
Jan 13), while the yield rose to 7.8%. Zambia continues to 
underperform relative to its peers as the sharp rise deficit of the 
fiscal budget undermined the credibility of the fiscal authorities, 
particularly as the extent of increased borrowing under the 
2013 budget took the market by surprise. The lack of 
confidence of foreign market participants in the fiscal 
authorities’ ability to rein in the budget deficit and limit the 
growth in debt levels as well as the prospect of further 
Eurobond issuance in the next 4-m are likely to continue to 
weigh on the performance of the Zambia 22s in the short term. 
Slow signs of fiscal consolidation in the course of 2014 as well 
as an improvement in the external sector could, however, prove 
supportive later this year, suggesting the bond could be worth 
looking at.  
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Zambia: annual indicators 
 2009 2010 2011 2012 2013e 2014f 2015f 

Output        

Population (million)  12.90 13.09 13.49 13.89 14.28 14.68 15.09 

Nominal GDP (ZMW bn)  64 616 77 667 93 344 111 049 126 010 144 623 165 925 

Nominal GDP (USDbn) 12.80 16.18 19.20 21.59 23.39 26.95 32.17 

GDP / capita (USD)  993 1 236 1 424 1 554 1 638 1 836 2 132 

Real GDP growth (%)  6.4 7.6 6.8 7.3 6.5 7.4 7.5 

Copper production (‘000 tons)  698 767 727 719 840 900 960 

Cobalt production (tons) 5 878 8 659 7 701 5 400 6 400 7 700 8 200 

Central Government Operations         

Budget balance / GDP (%) -3.7 -3.1 -3.1 -5.2 -8.5 -7.3 -6.0 

Domestic debt / GDP (%) 14.8 11.8 15.1 15.4 17.5 19.4 18.7 

External debt / GDP (%) 11.0 9.1 8.7 11.9 13.3 16.0 14.9 

Balance Of Payments        

Exports (USDbn) 4.2 7.3 8.5 9.2 10.4 12.4 13.8 

Imports (USDbn) 3.4 4.7 6.5 8.0 9.2 10.8 12.0 

Trade balance (USDbn) 0.8 2.6 2.1 1.3 1.2 1.6 1.8 

Current account (USDbn) 0.5 1.1 0.6 0.0 0.2 0.4 0.4 

- % of GDP 4.2 7.1 3.2 0.0 0.9 1.5 1.3 

Financial account (USDbn) -0.2 -1.1 -0.4 0.9 -0.5 0.4 0.0 

- FDI (USDbn) 0.7 1.7 2.0 2.1 1.6 3.0 2.7 

Basic balance / GDP (%) 9.6 17.8 13.6 9.8 7.9 12.6 9.7 

FX reserves (USDbn) pe 1.9 2.1 2.3 3.0 2.7 3.5 3.9 

- Import cover (months) pe 6.7 5.3 4.3 4.6 3.6 3.9 3.9 

Sovereign Credit Rating        

S&P nr nr B+ B+ B+ B+ B+ 

Moody’s nr nr nr B1 B1 B1 B2 

Fitch nr nr B+ B+ B B B 

Monetary & Financial Indicators        

Consumer inflation (%) pa 13.5 8.5 8.7 6.6 7.0 7.4 7.2 

Consumer inflation (%) pe 9.9 7.9 7.2 7.3 7.1 7.1 7.4 

M3 money supply (% y/y) pa 18.5 23.0 27.1 24.6 21.2 18.0 16.0 

M3 money supply (% y/y) pe 7.9 32.0 21.6 26.4 17.2 21.0 14.5 

Policy interest rate (%) pa 15.1 8.6 9.4 9.0 9.5 9.8 8.9 

Policy interest rate (%) pe 7.0 9.7 9.1 9.3 9.8 9.8 8.0 

3-m rate (%) pe 5.0 7.7 7.1 9.5 8.0 7.0 6.5 

1-y rate (%) pe 11.8 9.8 13.0 11.7 15.8 11.7 11.0 

2-y rate (%) pe 14.4 8.9 14.7 11.0 14.0 12.2 13.0 

5-y rate (%) pe 17.1 13.0 15.4 13.5 16.0 14.4 14.0 

USD/ZMW pa 5.05 4.80 4.86 5.14 5.39 5.37 5.2 

USD/ZMW pe 4.64 4.80 5.13 5.19 5.53 5.25 5.10 

REER pa 111.3 106.8 109.5 100.7 97.5 96.5 98.0 

NEER pa 101.2 102.8 111.4 107.9 107.4 105.3 104.0 

Source: Bank of Zambia, Bloomberg, CRU, CSO, IMF, Ministry of Finance, Standard Bank Research 
Notes: pe — period end; pa — period average; nr — not rated; na — not available 
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Disclaimer 

This material is non-independent research. Non-independent research is a "marketing communication" 

This material is "non-independent research".  Non-independent research is a "marketing communication" as defined in the UK FCA 
Handbook. It has not been prepared in accordance with the full legal requirements designed to promote independence of research and 
is not subject to any prohibition on dealing ahead of the dissemination of investment research. 

Additional information with respect to any security referred to herein may be made available on request. This material is for the general 
information of institutional and market professionals’ clients of Standard Bank Group (SBG) only. Recipients who are not market 
professionals or institutional investor customers of SBG should seek advice of their independent financial advisor prior to taking any 
investment decision based on this communication or for any necessary explanation of its content. It does not take into account the 
particular investment objectives, financial situation or needs of individual clients. Before acting on any advice or recommendations in 
this material, clients should consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice. 
The information, tools and material presented in this marketing communication are provided to you for information purposes only and 
are not to be used or considered as an offer or the solicitation of an offer to sell or to buy or subscribe for securities or other financial 
instruments, nor shall it, or the fact of its distribution, form the basis of, or be relied upon in connection with, any contract relating to 
such action. This material is based on information that we consider reliable, but SBG does not warrant or represent (expressly or 
impliedly) that it is accurate, complete, not misleading or as to its fitness for the purpose intended and it should not be relied upon as 
such. The information and opinions contained in this document were produced by SBG as per the date stated and may be subject to 
change without prior notification Opinions expressed are our current opinions as of the date appearing on this material only. We 
endeavour to update the material in this report on a timely basis, but regulatory compliance or other reasons may prevent us from 
doing so. 

SBG or its employees may from time to time have long or short positions in securities, warrants, futures, options, derivatives or other 
financial instruments referred to in this material. Where SBG designates NON- INDEPENDENT Research to be a “marketing 
communication”, that term is used in SBG’s Research Policy. This policy is available from the Research Compliance Office at SBG. SBG 
does and seeks to do business with companies covered in its non-independent research reports including Marketing  Communications. 
As a result, investors should be aware that the Firm may have a conflict of interest that could affect the objectivity of this report. 
Investors should consider this report as only a single factor in making their investment decision. 

SBG has published a Conflicts of Interest Policy that is available upon request which describes the organisational and administrative 
arrangements for the prevention and avoidance of conflicts of interest. Further disclosures required under the FCA Conduct of Business 
Sourcebook and other regulatory bodies are available on request from the Research Compliance Department and or Global Conflicts 
Control Room, unless otherwise stated, share prices provided within this material are as at the close of business on the day prior to the 
date of the material. None of the material, nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or 
distributed to any other party, without the prior express written permission of SBG. All trademarks, service marks and logos used in this 
report are trademarks or service marks or registered trademarks or service marks of SBG or its affiliates. 

SBG believes the information and opinions in the Disclosure Appendix of this report are accurate and complete. Information and 
opinions presented in the other sections of this communication were obtained or derived from sources SBG believes are reliable, but 
SBG makes no representations as to their accuracy or completeness. Additional information is available upon request. SBG accepts no 
liability for loss arising from the use of the material presented in this report, except that this exclusion of liability does not apply to the 
extent that liability arises under specific statutes or regulations applicable to SBG. 

The services, securities and investments discussed in this material may not be available to nor suitable for all investors. Investors should 
make their own investment decisions based upon their own financial objectives and financial resources and it should be noted that 
investment involves risk, including the risk of capital loss. Past performance is no guide to future performance. In relation to securities 
denominated in foreign currency, movements in exchange rates will have an effect on the value, either favourable or unfavourable. 
Some investments discussed in this marketing communication have a high level of volatility. High volatility investments may experience 
sudden and large falls in their value causing losses when that investment is realised. Those losses may equal your original investment. 
Indeed, in the case of some investments the potential losses may exceed the amount of initial investment, in such circumstances you 
may be required to pay more money to support those losses. Income yields from investments may fluctuate and, in consequence, initial 
capital paid to make them investment may be used as part of that income yield. Some investments may not be readily realisable and it 
may be difficult to sell or realize those investments, similarly it may prove difficult for you to obtain reliable information about the 
value, or risks, to which such an investment is exposed. 
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This report is issued and distributed in Europe Standard Bank PLC. 20 Gresham Street, London EC2V 7JE which is authorised by the 
Prudential Regulation Authority (“PRA”) and regulated by the Prudential Regulation Authority (PRA “) and the Financial Conduct 
Authority (“FCA”). This report is being distributed in the United States by Standard New York Securities (USA) LLC; in Kenya by CfC 
Stanbic Financial Services Ltd; in Nigeria by Stanbic IBTC; in Angola by Standard Bank de Angola S.A.; in Brazil by Banco Standard de 
Investimentos S.A.;  in China by Standard Resources (China) Limited;; in Botswana by Stanbic Bank Botswana Limited; in Democratic 
Republic of Congo by Stanbic Bank Congo s.a.r.l.; in Ghana by Stanbic Bank Ghana Limited;in Isle of Man by Standard Bank Isle of Man 
Limited; in Jersey by Standard Bank Jersey Limited; in Madagascar by Union Commercial Bank S.A.; in Mozambique by Standard Bank 
s.a.r.l.; in Malawi by Standard Bank Limited; in Namibia by Standard Bank Namibia Limited; in Mauritius by Standard Bank (Mauritius) 
Limited; in Taiwan by The Standard Bank of South Africa; in Tanzania by Stanbic Bank Tanzania Limited; in Singapore by Standard 
Merchant Bank (Asia) Limited; in Swaziland by Standard Bank Swaziland Limited; in Zambia by Stanbic Bank Zambia Limited; in 
Zimbabwe by Stanbic Bank Zimbabwe Limited; in UAE by Standard Bank Plc – Dubai branch 

In jurisdictions where SBG is not already registered or licensed to trade in securities, transactions will only be effected in accordance 
with applicable securities legislation, which will vary from jurisdiction to jurisdiction and may require that the trade be made in 
accordance with applicable exemptions from registration or licensing requirements. 

Standard Bank Group Ltd Reg.No.1969/017128/06) is listed on the JSE Limited .SBSA   is an Authorised Financial Services Provider 
and it also regulated by the South African Reserve Bank. 

Copyright 2014 SBG. All rights reserved. This report or any portion hereof may not be reprinted, sold or redistributed without the 
written consent of Standard Bank Group Ltd. 
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