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Ukr ai n e d s- Aiprecarossisituation for Africa?

Africa is still reeling from the pandemic  -induced economic contraction, which saw growth contract by 1.7% in 2020. The

region is still in the trenches with economic growth projected to reach 3.7% in 2022 after expanding by 4% in the previous

year . The delicate stage of the continentds recovery means t
even more precarious situation. The ongoing war and the consequent imposition of U.S. and European sanctions on Russia

have disrupted commodity supply from the Black Sea region, coinciding with existing global supply tightness.

Af ricads Position on the crises
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On March 2nd the UN General Assembly voted in favour of a resolution demanding that Russia end its military operation in
Ukraine and calling for an urgent peaceful resolution to the conflict, by 141 votes to 5, with 35 abstentions. In Sub Saharan
Africa, 25 countries voted in favour of the resolution, 16 abstained from voting and seven did not vote. Eritrea was the only

country in the region to vote against the resolution.

South Africa, Tanzania, Mozambique, Angola, Namibia and Zimbabwe, which are six of the 16 countries that abstained,
have strong history of Soviet Union backing of their independence struggles, receiving support from the former Soviet Union
in the late 20th century. These are southern African nations with major national liberation movements and holds support for
principles of non -alignment. Russia held its first summit with Africa in 2019, a signal of intensifying interest in the region. Con-
sistent with this, the country has deepened trade in a number of countries, especially those isolated from Western alliances.

Furthermore, Russia has strengthened military ties and defensive alliances, supplying arms to facilitate counter insurgency

efforts.




efforts and in some cases, deploying private military group. In light of the ongoing war, the second Russia -

Africa summit scheduled for this year is now unlikely to hold.

On the other hand, most of the countries that voted in favor of the resolution are more connected and tied to

the west. In West Africa, French -speaking countries like Togo, Benin, Cote d'lvoire and Niger are closely tied
with European countries. Before the start of the conflict, EU and the African Union (AU) held their summit in
February, to consolidate a renewed partnership. However, this is unlikely to result in higher investment in Africa.

In fact, European partners may continue to deny African requests.
So, what does this mean for Africa?

Although many African economies are primarily commodity exporters, an overwhelming number of these
countries are also import dependent. They rely heavily on imported refined oil and grains, prices of which

have surged to the highest level in 14 years owing to the disruptions to trade in the Black Sea region. Following
imposition of sweeping sanctions on Russia, combined with the war -induced closure of Ukrainian ports, disrup-

tions to shipments of commodi t i-predudngregion haveevorsepoed.l dds | ar gest

The implications of this is wide ranging; including a higher import bill through higher oil and grain prices. For

countries like Nigeria, Ghana, Egypt and Kenya that have food and transport accounting for the larger share

of its consumer price index, higher prices will further st
tion rate has stubbornly stayed attwo -di gi t s, opposed to its central bankos
Ghana, consumer prices have reached a record high of 15.7% in February, exceeding the Bank of Ghana's

target band of 6% to 10% for a sixth consecutive month. In the same vein, subsidy regimes that have kept fuel

pump prices artificially |l ow in Kenya and Nigeria is |ike
budget deficit. For these countries, a higher import bill could worsen their trade positions and exert pressure on

their current -account balances.

On the flip side, the collapse in trade between Russia and most of the rest of the world would create a void

that African exporters could benefit from. The sanctions on Russia, opens up the opportunities for the continent

to supply the metals the world needs, both now and possibly in the future. In addition, increase in the price of
commodities such as palladium, gold, nickel and copper will buoy the budgets of mining -dependent coun-
tries such as Zimbabwe, South Africa and Namibia. For instance, Zambia and the Democratic Republic of
Congo are part of the world largest producers of copper and a humber of copper projects are ripe for invest-

ment in these countries. If the share of production supplied by Russia is locked out of the market for long, some

of these African mines will be pushed to produce at their maximum capacity. Hence, higher output and the

ensuing increase in export earnings shoul d sascoyntpositions. he r e g



Africa is at the centre of global decarbonization

The rapidly growing global transition toward cleaner energy indicates that decarbonization has shifted from
the political periphery to become a policy priority. This means that the wider use of green energy sources such
as wind and solar power generation is taking on, speedily. Alongside this is the mounting shift from carbon -
emitting vehicles to EVs and their charging infrastructure, all of which are driving the growth in the demand for

copper.

Copper, cobalt and graphite are essential inputs into the renewable energy sector. The EIU expects copper
prices to increase to $10,020/tonne in 2023, the highest price since its 2011 peak. This is a 7.57% growth from
the average price of $9,315/tonne in 2021 and nearly 63% higher than $6,170/tonne in 2020.

Implications for copper producers

Following significant disruptions created by the covid -19 pandemic, the rebound in global economic activity
in the medium term is expected to buoy the consumption of refined copper. For leading producers and cop-

per dependent economies in the sub -Saharan African region such as Zambia, the global shift toward decar-
bonization and green sources of energy, for which copper is an essential input, will be a main driver of eco-

nomic growth.

More so is the projection of a significantly lower global copper supply compared to the demand outlook for

copper. The EIU expects global refined copper production to expand by an average of 2.3% per annum in

2022-23 as mine and smelter expansions support production growth. M However, given the near -term sup-
ply deficit and the long lead times in copper mine exploration and development, copper output will lag be-

hind demand. As a result, copper prices will remain elevated in the short term.

Zambi ads copper ore i s g r-4] adve thesglolal agenagepii06%6.i Thigy comhbined3with

sustained higher prices will be the main driver of the required large capital expenditure on mine extensions by

large multinational companies. This will have multiplier effects on the Zambian economy in the near to medi-

um term and will support the countryds economic growth ar
recent times, Zambia has been struggling with low economic growth, crippling fiscal deficits, escalating infla-

tion, dwindling foreign reserves and unsustainable debt -service obligations.
While this bodes many positives for Zambia and the broader region, inefficient production, a mountain of debt

and weak institutions continue to plague the country. Moreover, an over -reliance on copper export earnings

i ncreases Zambiads vulnerability to gl obal price shocks as



Rising global interest rates and their implications for Africa

Rising inflationary pressures are prompting a shift in monetary policy stance globally. Headline inflation in the

US rose to its highest level since February 1982 (41 -year high) of 7.9% in February 2022, well above the US

Fedds 2% threshol d. The UKDS syear high of 8.5% io danuarga 2022 frons0.6%lindDe- at a
cember 2020. Given the core mandate of ensuring monetary stability in the economy, monetary authorities

now gradually tightening its monetary policy to rein in inflation. The US Fed raised interest rates for the first

time since December 2018 by 0.25%pa. Also, the Bank of England raised interest rates again to 0.75% per

annum. Analysts are expecting more rate increase in 2022 from major economies. .
Implications for Africa

Given the vulnerability of developing economies to events in the global economy, the imminent rise in inter-

est rates globally has several implications for Africa. These include:

Capital flow reversals - While the COVID -19 pandemic dealt a severe blow on foreign investments glob-
ally, Africads share of gl obal foreign direct i nvestm
was partly due to the higher interest rate environment in developing economies compared to devel-
oped economies. Most developed economies slashed their benchmark interest rates in 2020 to cush-
ion the economic fallout of the pandemic. Hence, a possible uptick in interest rates could trigger in-

creased capital flow reversals in favor of the advanced economies.

Higher debt service costs - Most African economies are heavily indebted and have continued to de-
pend on external borrowings to meet their fiscal shortfalls. An increase in interest rates globally implies
higher interest payments on new borrowings, which will raise their debt service cost. In addition, capi-
tal flow reversals will result in currency weaknesses for most African economies, which will further con-

tribute to an increase in their debt service costs.

Heightened currency and inflation pressures - Higher interest rates typically stoke currency appreciation
in most advanced economies due to the attendant influx of foreign investments. They will put African
economies at risk of heightened exchange rate and inflationary pressures as most economies remain

largely import -dependent.
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SSA's recovery path in 2022 - A review of key indicators
Most sub -Saharan African (SSA) economies switched to recovery mode in 2021 but they remain vulnerable to
the COVID -19 pandemic. According to the World Bank, all SSA countries recorded a positive growth rate in

2021 except Central African Republic (  -0.8%), Republic of Congo ( -1.2%) and South Sudan ( -5.4%). Here is an

overview and review of some of the regionés key indicator s
GDP growth
The World Bank estimates that SSA grew by 3.5% in 2021, a significant improvement from -2.2% in 2020. This

was driven by the easing of restrictions, fiscal stimuli and accommodative monetary policies. All SSA coun-
tries are expected to sustain their positive growth traj:
GDP growth will rise slightly to 3.6% in 2022, which will be driven by increased revenue from higher commodi-

ty prices and easing of restrictions.

Quarterly growth Annual growth
Countrios E;i—demic ::el:]rt- 2020 2021* 2022* Ve
rollout
(Q406201P)
Nigeria 2.55% 4.03% |-1.8% 2.4% 2.5% 2.5%
Ghana 6% 6.6% 0.4% 4.1% 5.5% 10.4%
Kenya 4.4% 9.9% -0.3% 5.0% 4.7% 10.7%
South Africa 0.1% -1.5% -6.4% 4.6% 2.1% 27.8%
Angola -0.9% 0.8% -5.4% 0.4% 3.1% 13.8%
Rwanda 8.4% 10.1% | -3.4% 10.2% 7.1% 43.9%
SSA -2.2% 3.5% 3.6%
*: World Bank
Trend of Sub Saharan African (SSA) region Inflation lutatay
10.60% 11.50% According to the Economist Intelligence Unit
8.70% >-40% (El'U), SSAG6s inflation rose t
I I I I in 2021 from 10.6% in 2020 due to higher global
commaodity prices and supply chain disruptions. It
is projected to decline to 9.4% in 2022 owing to
2019 2020 2021 2022 improved supply and higher interest rates.
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Debt

Fitch projects that SSAG6s debt to GDP could reach 73% in
fiscal deficit is expected to fall to 5.4% this year from 7% in 2021. This was premised on the increased effort of

SSA countries towards fiscal consolidation, reduced fiscal stimuli, and higher revenue from commodities ex-

port. Global commodity prices are expected to rise further this year due to supply shortages and rising de-

mand. However, the debt service costs of SSA countries are also expected to increase in 2022 due to higher

global interest rates.
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Interest rates

Most African countries are expected to leave their interest rates at low levels in the first half of 2022 to sup-

port their economic recovery process and price stability.
Nigeria and South Africa are expected to increase their interest rates. This will help curb investment capital

outflows from SSA considering the interest rate hikes in advanced economies like the US and UK. The US Fed

raised its interest rates for the first time since Dec 2018 by 0.25%  in March.

Conclusively, the economic recovery process of SSA is dependent on the control of COVID -19, pace of vac-
cine rollout, inflation trends and the level of indebtedness of countries in the region. If another variant of

COVID -19 emerges, this could prompt the imposition of tighter restrictions, which is negative for GDP growth

and economic recovery.




China applies brakes to Africa lending d impact on Africa

China is the largest source of development finance to the African continent. Over the past 20 years Chinese

banks have risen to account for one  -fifth of all lending to Africa. Annual lending from China to Africa stood

at $7.6bn in 2019, a sharp decline from the $29.5bn peak recorded in 2016. The recent debacle regarding

Ugandads international airport has fueled severe concer n:
these African countries to repay. The China Exim Bank had originally loaned $200mn to Uganda for the ex-

pansion of the Entebbe I nternational Airport. Ugandads cu

of a possible seizure of the airport by China and an infr

Controversies, such as the Uganda affair, have led Chinese lenders to become more guarded in regards to
giving out loans. Several nations have reached the limit of their borrowing capacity with the threat of de-
fault lurking strongly in the background. Major Chinese lenders, such as the China Development Bank and
the China Exim Bank, have responded to a list released by the IMF detailing 20 African countries at serious
risk of debt distress. The banks have decided to adopt more strenuous lending terms, with certain conditions
differing significantly from other major global creditors. Unfortunately, economic hardship brought about by

the pandemic has stretched resources thin and put indebted African countries under increased pressure.

The trend in the poor quality of lending has led Chinese authorities to seek increased control over new lend-

ing for development projects with special attention being paid towards sustainability. Chinese loans are get-

ting smaller. The emergence of the Global Development Initiative in September 2021 signifies that China is

shifting towards a O6new devel opment paradi gmd, ai med at p
green development, small and medium sized enterprises and de -emphasizing loan financing in lieu of for-

eign direct investment inflows. Part of the contributing factors towards this change in Chinese lending meth-

odol ogy has been Chinads change in its own domestic devel

emphasis on external demand as a driver for growth and instead focuses on domestic consumption.



