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new mineral export sources con-
tinue to come on stream in sever-
al countries. Mozambique, for ex-
ample, began exporting coal from its large Moatize mine. Zambia’s growth continued on a strong path at
7.7 percent in 2012 on the back of expanded copper production. However, the country’s heavy reliance on its
mining sector for foreign income makes it vulnerable to the state of the global economy.

Excluding South Africa and Swaziland, which are expected to post growth rates of 2.7 and -2.6 percent respec-
tively, growth in the region is expected to average 5.6 percent in 2012. This acceleration in 2012 reflects new oil
and mineral capacity picking up and increased investments in these sectors in Lesotho and Mozambique. Angola’s
growth prospects continue to hinge on its fortunes in the oil sector. Though Angola benefitted from higher oil
prices in 2011, technical glitches prevented any significant expansion in output. However, these problems are
expected to be resolved during 2012, which along with new wells and increased gas output will underpin growth
rates of 9.7 and 6.8 percent in 2012 and 201 3, respectively.

Countries covered in this report: Angola, Botswana, Lesotho, Namibia, Malawi, Mozambique, Swaziland, South Africa, Zambia, and
Zimbabwe. Due to data limits, not all countries are represented in every graph or analytical section.
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Countries in the region were largely shielded from the global financial crisis due to their limited integration into
global manufacturing and financial networks. However, South Africa, a middle income country with greater inte-
gration to global markets, has yet to fully recover from its impact. South Africa is facing a surge in unemploy-
ment, high household debt, low capacity utilization, and the slowdown in advanced economies; all of which have
made for a slow recovery.

However, downside risks remain in the lackluster
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U.S. or European economies would undermine pros-
pects for exports, remittances, official aid and private
capital flows. Should global growth slow down significantly, economies with adequate policy buffers should aim
to support growth, the IMF recommends that South Africa allow its automatic stabilizers to operate on the fiscal
side and ease monetary conditions.

Fiscal and Monetary Policy

The direction of shifts in fiscal balances in 2011 depended on the composition of exports. Fiscal balances deteri-
orated for non-resource rich countries and improved for oil exporters such as Angola. There are further differ-
ences among non-oil exporters with resource rich non-oil exporters (Botswana and Mozambique), mostly metal
and mineral exporters keeping their deficits steady while for other non-oil and non-mineral exporters, deficits
widened, giving them limited fiscal space to maneuver.

Although the fiscal outlook for Angola is positive at present, the country’s heavy reliance on oil revenues leaves
it vulnerable to fluctuations in global prices for crude oil.

With Zimbabwe operating under a foreign currency regime, Business Monitor International (BMI) predicts that
the large current account deficit will exacerbate the tight liquidity conditions that the economy is already facing.
Monetary authorities can do little as the use of foreign currency precludes expanding domestic money supply to
stimulate domestic demand.

Countries such as Lesotho and Malawi, which receive high levels of budget support from donors, remain vulner-
able to sharper than anticipated cuts. With fiscal space much more restricted and in a context where external
financing may not be available, governments may be forced to cut deeply into spending, further exacerbating the
downturn.

Real GDP Growth, 2012 West Africa East and Central Africa Southern Africa
(IMF Projections) 8.2% 5.2% 4.6%
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Inflation

Overall, the region’s inflation continues its upward
trend, driven by the surge in commodity prices. Infla-
tion steadily increased in Lesotho in 2011 and is ex-
pected to continue increasing in 2012, mainly driven
by high international commodity prices and agricul-
tural shortages following months of floods. Despite a
slight slowdown in 201 |, annual inflation in Zimbabwe
is expected to head higher in 2012, driven by increas-
ing food and energy prices as late rains in 2011 de-
layed planting of the country’s maize crop, the staple
food. Both of these countries mirror rising inflation in
the region.

Price growth in Angola is likely to remain elevated
owing to factors beyond the influence of monetary
policy. The country’s shambolic infrastructure ex-

Consumer Prices (2008=100)

200 -~

Angola
180 -

Malawi
160 -

Restof

Southern
140 -+ Africa
120 -
100 -

2008 2009 2010 2011 2012 2013 2014

SOURCE: IMF, World Economic Outlook, April 2012.

acerbates the effects of inflationary trends, as high transportation costs restrict access to goods for a significant
proportion of the population. Malawi has seen a surge in inflation over the last few years. To slow rising infla-
tion, the IMF recommends that Malawi adopt a number of policies including a flexible exchange rate and make
active use of interest rate policies in order to drain excess liquidity in the financial system.
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Trade

After a fall in exports in 2009, exports in the region
are still recovering. South Africa, the largest econo-
my, is expected to see a slowdown in export growth,
down to 2.8 percent in 2012, from 5.5 percent in
2011.

Botswana’s exports continue to be dominated by di-
amonds, despite the government’s diversification ef-
forts. Export growth slowed down in 2011 to
I 1.4 percent, down from 16.8 percent in 2010 and is
expected to contract further by 10.0 percent in 2012.
Similarly, Namibia’s exports improved significantly in
2010 because of rapidly rising prices for diamonds
and other minerals. In 2011, however, exports fell by
2.8 percent but are expected to recover in 2012 with
a growth rate of 5.7 percent.

Zambia’s exports are expected to increase by
16.4 percent in 2012 as mining productivity expands.
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The outlook for exports is a positive one for the Zimbabwean economy thanks to the mining sector. BMI ex-
pects exports of minerals (gold, platinum, chromium, etc.) to grow at a strong pace in 2012 and beyond. The
lifting of the ban on the sale of stones from the Marange diamond fields by the Kimberly process in 2011 is ex-
pected to boost growth in diamond exports in 2012. The positive effect of exports will be mitigated to some
extent by strong growth in imports as the country’s manufacturing has been struggling and will thus need to im-
port many of the goods necessary for consumption and investment. In addition, late rains in 201 | will mean that
Zimbabwe’s food imports will most likely increase in 2012.

Exports in Angola are expected to expand by 45.4 and 13.8 percent in 2012 and 2013, respectively, following a
contraction of 37.0 percent in 2010, largely due to a number of major new oil projects coming online. However,
these will be tempered by the high import volumes of capital goods required to operate the large-scale infra-
structure projects and oil exploration. Further boosting Angola’s trade balance is a positive outlook for the di-
amond mining sector.
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Investment
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The prevalence of copper and Zambia’s strong business environment (ranked 84 on the Doing Business Index)
have stimulated foreign investment. In addition, investment in key non-mining sectors in Zambia, particularly the
power and transportation infrastructure and the tourism industry has contributed to high growth.
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A fall in commodity prices is likely to reduce incomes and slow investment flows to the resource sector, an im-
portant growth sector for many economies. According to the World Bank, in Angola, where the oil sector ac-
counts for over 60 percent of GDP, a 10.0 percent decline in oil prices could translate into a 2.7 percent decline
in GDP.
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Regional Integration
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gion.

Additional Information

For questions or more information, please contact the author, Marie-Ellen Ehounou, at mehounou@devtechsys.com.

For country-specific data and additional information about the countries covered in this report, please visit the EADS
Country Portal at http://esdb.eads.usaidallnet.gov/query/do?_program=/eads/esdb/countryPortal.

Sources used in compiling this report include the semi-annual World Economic Outlook from the International Monetary
Fund (http://www.imf.org/), the Global Economic Prospects and Doing Business Reports from the World Bank
(http://www.worldbank.org/), and Business Monitor International Business Forecast Reports
(http://www.businessmonitor.com/).
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