EAST AFRICA (EAC) ECONOMIC REVIEW AND
ASSESSMENT

SEPTEMBER 2012
www.stratlinkglobal.com

StratLink - Africa, Ltd

Table of Content
List of Figures ............................................................................................................................................ 4
List of Figures ............................................................................................................................................ 4
KENYA: ECONOMIC REVIEW AND ASSESSMENT .............................................................................. 5
Executive Summary............................................................................................................................. 6
Macroeconomic Outlook 2012-2013 .................................................................................................. 7
Monetary policy .............................................................................................................................. 9
Fiscal policy ................................................................................................................................... 11
Balance of Payments ..................................................................................................................... 12
Political Outlook 2012-2013.............................................................................................................. 13
Ease of doing business .................................................................................................................. 14
TANZANIA: ECONOMIC REVIEW AND ASSESSMENT ...................................................................... 16
Executive summary ........................................................................................................................... 17
Macroeconomic outlook 2012-2013................................................................................................. 18
Monetary policy ............................................................................................................................ 19
Fiscal policy ................................................................................................................................... 20
Balance of payments ..................................................................................................................... 21
Political outlook 2012-2013 .............................................................................................................. 22
Conclusion ..................................................................................................................................... 23
ETHIOPIA: ECONOMIC REVIEW AND ASSESSMENT ....................................................................... 24
Executive summary ........................................................................................................................... 25
Macroeconomic outlook 2012-2013................................................................................................. 26
Monetary Policy ............................................................................................................................ 27
Fiscal Policy ................................................................................................................................... 28
Balance of payments ..................................................................................................................... 29
Political Outlook 2012-2013.............................................................................................................. 30
Economic ranking .......................................................................................................................... 31
Conclusion ..................................................................................................................................... 31
BURUNDI:ECONOMIC REVIEW AND ASSESSMENT ........................................................................ 32
Executive Summary........................................................................................................................... 33
Macroeconomic outlook 2012-2013................................................................................................. 34
Monetary policy ............................................................................................................................ 36
Fiscal policy ....................................................................................................................................... 37
Balance of Payments ..................................................................................................................... 38
Political Outlook 2012-2013.............................................................................................................. 39
Economic ranking .......................................................................................................................... 40
Conclusion ..................................................................................................................................... 40
RWANDA: ECONOMIC REVIEW AND ASSESSMENT ....................................................................... 41
Executive Summary........................................................................................................................... 42
Macroeconomic outlook 2012-2013................................................................................................. 43
Monetary policy ............................................................................................................................ 44
Balance of Payments ..................................................................................................................... 45
Fiscal policy ................................................................................................................................... 46
Political outlook 2012-2013 .............................................................................................................. 47
Conclusion ..................................................................................................................................... 48
UGANDA: ECONOMIC REVIEW AND ASSESSMENT ........................................................................ 50
www.stratlinkglobal.com

StratLink - Africa, Ltd
2

Executive Summary........................................................................................................................... 51
Macroeconomic outlook 2012-2013................................................................................................. 52
Base lending rate .......................................................................................................................... 53
Balance of Payments ..................................................................................................................... 56
Foreign investment ....................................................................................................................... 57
Political outlook 2012-2013 .............................................................................................................. 58
Economic ranking .......................................................................................................................... 59
Conclusion ..................................................................................................................................... 60
The StratLink-Africa Team..................................................................................................................... 61

www.stratlinkglobal.com

StratLink - Africa, Ltd
3

List of Figures
Figure 1: Quarterly GDP ......................................................................................................................... 7
Figure 2: Kenya GDP contribution by sector. .......................................................................................... 7
Figure 3: Kenya services sector composition by percentage ................................................................. 8
Figure 4: Monthly average of the KES vs. USD . ...................................................................................... 9
Figure 5: Kenya foreign reserves in months of import cover .............................................................. 10
Figure 6: Kenya monthly inflation rate . ............................................................................................... 10
Figure 7: Net exports ............................................................................................................................ 12
Figure 8: Yearly changes in net exports. ............................................................................................... 12
Figure 9: World Bank ranking on the ease of doing business .............................................................. 14
Figure 10: Current account balance,% change y-o-y(US$). .................................................................. 21
Figure 11: Tanzania ease of doing business ......................................................................................... 23
Figure 12: Ethiopian GDP Composition ................................................................................................. 26
Figure 13: Ethiopia Current Account composition................................................................................ 29
Figure 14: Ethiopia ease of doing business ranking .............................................................................. 31
Figure 15: Burundi GDP growth rate and projections .......................................................................... 34
Figure 16: Global coffee market weighted average prices . ................................................................. 34
Figure 17: Global average Tea prices .................................................................................................... 35
Figure 18: Inflation, Exchange Rates, Interest rates ............................................................................. 36
Figure 19: Burundi Current Account Composition................................................................................ 38
Figure 21: World Bank ranking on the Ease of doing business ............................................................. 40
Figure 22: Rwandan GDP by sector....................................................................................................... 43
Figure 23: Rwanda's Nominal GDP Y-o-Y growth.................................................................................. 43
Figure 24: Rwandese Franc vs. USD averages ....................................................................................... 44
Figure 25: Rwanda Average lending rates ............................................................................................ 44
Figure 26: Rwanda CPI Y-o-Y percentage changes ................................................................................ 44
Figure 27: Rwanda trade Balance ......................................................................................................... 45
Figure 28: Rwanda Foreign Reserves in months of import cover ......................................................... 45
Figure 29: Rwanda GDP expenditure and associated Y-o-Y changes.................................................... 46
Figure 30: Rwanda private consumption and associated Y-o-Y changes.............................................. 46
Figure 31: GDP composition by sector.................................................................................................. 52
Figure 32: GDP and associated Y-o-Y percentage changes ................................................................... 52
Figure 33: Y-o-Y inflation vs. Average Base lending rates ..................................................................... 53
Figure 34: Monthly inflation vs. Bank of Uganda CBR. ........................................................................ 53
Figure 35: Y-o-Y Household Consumptions.......................................................................................... 54
Figure 36: Y-o-Y Public consumption .................................................................................................. 55
Figure 37: Foreign reserves, monthly of import cover. ........................................................................ 56
Figure 38: Uganda's Balance of payments goods account. .................................................................. 56
Figure 39: Ugandan Exchange rate. ...................................................................................................... 57
Figure 40: Uganda ease of doing business 2012 ................................................................................... 59

List of Figures
Table 1: Kenya Fiscal policy summary . ................................................................................................. 11
Table 2: Ethiopia Public Finance structure............................................................................................ 28
Table 3: Public Finances as a percentage of GDP ................................................................................. 37
www.stratlinkglobal.com

StratLink - Africa, Ltd
4

KENYA: ECONOMIC REVIEW AND ASSESSMENT

www.stratlinkglobal.com

StratLink - Africa, Ltd
5

Executive Summary
In 2012, the Kenyan economy has been on a recovery path. Following the aftermath of 2007/2008
post-election events which slowed economic growth by impacting government revenue,
dramatically impacting business operations and causing a drastic reduction in FDI inflows.
Policy makers in 2011/2012 were compelled to strike a balance between stabilizing the economy
and maintaining economic growth momentum. While inflation has declined, the exchange rate has
stabilized, and the fiscal position has improved; fundamental economic imbalances continue to
make Kenya vulnerable to external shocks.
The forthcoming general election could present yet another shock to the economy if the events of
2007 are to be repeated. Further, the regional security situation could potentially reignite an arms
race as countries redouble their efforts to maintain regional dominance. Such actions could
potentially trickle down to the budget further curtailing funds previously allocated to productive
sectors of the economy.
In the absence of economic and social turbulence, we expect the Kenyan economy to grow at 5 % in
2012 and 2013, which would be substantially below the growth rates of neighbouring countries.
However, the overall size of the Kenyan economy remains the regional leader. Kenya has been
benefitting from the integration and growth momentum in the East African Community (EAC), which
has become one of the most vibrant economic regions in the world. However, despite impressive
increases in trade between the five EAC partners in recent years, there is still a large untapped
potential. EAC trade could increase several-fold if unnecessary restrictions in the trade of goods and
services –particularly non-tariff barriers were removed.
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Macroeconomic Outlook 2012-2013
Provisional estimates for the first quarter of 2012 show the economy
expanded by 3.5 % relative to the same time frame in 2011. The
sluggish (by emerging market standards) growth was largely on
account of slowdown in activities of most sectors of the economy. The
first quarter of 2012 was characterized by high inflation rates, high
interest rates and delays in the onset of the rain season. Inflationary
pressure was primarily due to high oil prices, while the high interest
rates were mainly due to the tightening of the monetary policy by the
Central Bank. In addition to delay in rains, agricultural sector was
affected by severe frost in the highlands during January, which mainly
affected tea and horticulture sub-sectors, both of which are critical to
export rates.
Though growth of most sectors slowed substantially, a few sectors
recorded notable improvements: Utilities, Transport and
Communication, Agriculture/forestry by 10.8%, 5.9% and 2.3%
respectively in Q1 2012 compared to 4.8%, 4.8% and 0.2%, in Q1 2011.
On the other hand, Financial Intermediation and Construction sectors
registered the highest growth differentials, slowing to 3.8% and 3.2%,
compared to expansions of 12.6% and 7.0% respectively over the
review period.

… Estimates for the first
quarter of 2012 show the
economy expanded by 3.5
% to 2011, attributable to
slowdown in activities of
most sectors of the
economy … high inflation
rates, high interest rates
and delays in the onset of
the rain season.

… Sectors that recorded
notable improvements:
Utilities, Transport and
Communication,
Agriculture/forestry.

Figure 1: Quarterly GDP Source: Kenya National Bureau of Statistics, StratLink-Africa Ltd.

KENYA GDP CONTRIBUTION BY SECTOR
Agriculture,
19.00%
Services,
64.60%

Industy,
16.40%

Figure 2: Kenya GDP contribution by sector Source: Kenya National Bureau of Statistics,
StratLink-Africa Ltd.
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… GDP growth could reach
5.4 % given a high growth
scenario, but could dip
further to 4.1 % under
conservative
projection
assumptions.

… Key to the monetary policy
is the maintenance of
inflation at 5% in the longterm
while
remaining
vigilant on both interest and
exchange rate stability

Figure 3: Kenya services sector composition by percentage Source: Kenya National Bureau of
Statistics, StratLink-Africa Ltd.

Going forward, GDP growth could reach 5.4 % given a high growth
scenario, but could dip further to 4.1 % under conservative projection
assumptions.
Our outlook is largely pegged to a stable
macroeconomic environment which is highly dependent on a timely
and efficient monetary policy. Key to the monetary policy is the
maintenance of inflation at 5% in the long-term while remaining
vigilant on both interest and exchange rate stability.
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Monetary policy
The current monetary policy methodology was adopted at a time
when market indicators came under strong headwinds owing to both
internal and external factors. In a move to rein in inflation and a
depreciating shilling, the Central Bank (CB) adopted a tightening stance
in a bid to stabilize the economy. Specifically, the CBK tightened
monetary policy in October 2011, by increasing its policy rate to 18 %
from 7 %, previously. As a result, money market interest rates
increased, with the repo and the interbank market rates also
increasing sharply by 13 and 7 %age points, respectively, in the same
month.
Commercial banks responded to a tighter monetary policy, by
increasing both their lending and deposit rates. The average
commercial banks’ lending rates increased from 15.21 % in October
2011 to 20.34 % in March 2012 before dropping slightly to 20.22 % in
July 2012. The average deposit rates almost doubled in the period,
rising from 4.83 % to 8.56 % due to an increase in the cost of funds and
competition for deposits.
The interest rate spread widened from 11% in Q2 2011 to 13% in
Q42011, as lending rates remained high. Lending to the private sector
contracted in response to high interest rates. Growth in lending to the
private sector has declined from a peak growth rate of 36.3 % in
September 2011, to 26.0 % in February 2012.
A combination of monetary policy and regulatory measures adopted
by the MPC and CBK between October and December 2011 restored
stability in the foreign exchange market. Consequently, the exchange
rate of the Kenya Shilling against the US Dollar fluctuated within the
narrow range of Kshs. 82.27 and Kshs. 84 between February and
August 2012.

The Central Bank measures
resulted in an increase in both
deposit and lending rates.

Pressure on interest rates
started easing in January
2012 following the decision
by the Government to borrow
from external sources an
equivalent of USD 600 million
of its planned domestic
borrowing in the fiscal year
2011/12.

The tight monetary policy
adopted by the MPC caused
several banks to unwind their
foreign exchange holdings in
order to meet their cash flow
requirements.

Figure 4: Monthly average of the KES vs. USD Source: Central Bank of Kenya, StratLink-Africa
Ltd.
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The stability in the exchange rate during the period was
supported by increases in short-term capital inflows attributable
to;




The Central Bank measures
resulted in an increase in
both deposit and lending
rates.

In addition, non-food, nonfuel inflation which reflects
the impact of the monetary
policy stance being pursued,
was 10.83 % in November
2011 and 11.26 % in March
2012 declined to 9.94 % in
April 2012 and will likely
hover between in the 8-11
% range in the coming
months.

High yields on Government securities, the rising
diaspora remittances that increased from USD 89.76
million in January 2012 to USD103.98 million in
February 2012 and USD 99.48 million in March 2012
An equivalent of USD 111 million disbursements by the
IMF under the ECF in April 2012 which increased the
CBK’s foreign exchange reserves position to USD 4,629
million (4.02 months of import cover).

Figure 5: Kenya foreign reserves in months of import cover Source: Central Bank of
Kenya, StratLink-Africa Ltd.

The monetary policy tightening adopted by the MPC in 2011 has
delivered the desired outcome of gradual reduction in overall
inflation. The 12-month overall inflation declined from a peak
of 19.72 % in November 2011 to 7.75 % in July 2012.

Figure 6: Kenya monthly inflation rate Source: Kenya National Bureau of Statistics,
StratLink-Africa Ltd.

Although non-food-non-fuel inflation declined in April 2012, it
was still above the Government short-term inflation target of
9% for the fiscal year 2011/12. The MPC identified the
persistently high world oil prices and food prices as the main
risks to the inflation outlook in in 2012..
www.stratlinkglobal.com
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Fiscal policy
The government adopted a prudent fiscal response to the 2011
shocks, demonstrating its commitment to fiscal discipline. As
revenue and domestic borrowing underperformed, the
government rationed its expenditure as evidenced by the
Government expenditure cut from the budgeted 33.6 % of GDP,
to 30.3 % in 2011/12.
This fiscal consolidation resulted in a reduction of domestic
borrowing by about 2 percentage points from 3.8%, to 1.9% of
GDP. As a result, public debt as a share of GDP declined from
48.8 % in 2010/11, to 43.11 % in 2011/12, in line with the target
Debt-to-GDP ratio of 45%.
The government has resorted to external borrowing, to ease
pressure in domestic money markets and complement
monetary policy. Monetary tightening affected government
borrowing through higher costs of borrowing (interest rates on
government paper), and created a liquidity crunch, as borrowing
from the CBK discount window was restricted.
For the first time since 2003, the government found it difficult
to fund the budget by borrowing in the domestic market.
Monetary tightening forced commercial banks (the main holders
of government security), to hold onto their funds, as the Central
Bank increased the reserve requirements, and limited activities
at the discount window.
The government borrowed US$ 600 million in foreign
denominated debt from a syndicate of foreign commercial
banks, to plug the fiscal gap in the 2011/12 budget. This loan
eased pressure on domestic money and exchange rate markets,
and yields on government debt have declined.

By the end of 2011/12 the
overall
fiscal
balance
including grants is projected
to decline to -4.9 % of GDP,
2.5 % below the initial
budget figure of -7.4%.

The overall budget deficit is
expected to ease to 3.5% by
2014/15.

The syndicated loan should
not harm the shilling, due to
the
central
bank's
continuous open market
operations.
.

Fiscal consolidation as a result of shocks in 2011 (% of GDP)
2011/12
Consolidatio
2009/1
2010/1
2011/1
2011/1
n
0
1
2
2 BPS
Revenue
22.3
24.1
24.9
24
-0.9
Expenditure &
Net Lending
29.5
29.3
33.6
30.3
-3.3
Recurrent
Development
Fiscal deficit
Public debt

20.5
8.7
-6.4
36.2

21.1
7.9
-4.5
48.8

20.9
12.5
-7.4
45.9

20.5
9.6
-4.9
43.1

-0.4
-2.9
2.5
-2.8

Table 1: Kenya Fiscal policy summary Source: Ministry of finance budgetary policy
statement 2012.
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Balance of Payments
Kenya’s overall Balance of Payments position declined by US$
220.7 million from a surplus of US$ 360 million in the year to
May 2011 to a surplus of US$ 139 million in the year to May
2012. The deterioration was largely due to a narrowing of the
current account.

billion in 2010, to US$ 2.4
billion in 2011, which also
helped finance the current
account deficit.

The current account deficit nearly doubled to 13.1 % of GDP.
Imports grew by almost 20 %, while exports only increased by
10 %, thus representing a net export of -10%. Import growth
was mainly driven by oil imports, which accounted for 27.6 % of
the total import bill in 2011, jumping from US$ 2.7 billion (8.9 %
of GDP) in 2010, to US$ 4.1 billion (11.6 % of GDP) in 2011.
NET EXPORTS OF GOODS & SERVICES, US$BN
.0

USD Billions

-2.0
-4.0
-6.0
-8.0
2006

2007

2008

2009

2010

2011

2012

Figure 7: Net exports Source: Kenya National Bureau of Statistics, StratLink-Africa Ltd.

From above net export is sloping downwards indicating that (exports < imports) –Kenya as a country has a trade deficit.
The growth in oil imports reflects a 33 % increase in oil prices
(from US$ 79.5/bbl. to 106) during 2011, coupled with a 12 %
increase in volume (from 3.2 to 3.6 million metric tons), which
was due to the need to expand thermal power, as hydropower
operated below potential. With factor income and transfers
roughly constant, the deterioration in the trade balance was
also apparent in the current account balance.
The interest rate differential between domestic rates and those
in the international markets (LIBOR), after controlling for
inflation, increased from 26 basis points in August 2011, to a
peak of 700 basis points in October 2011, before falling to 473
basis points in March 2012.
The short term net inflows into the financial account increased
by 68 % in 2011 to US$ 4.2 billion in June 2012 ,and by 45 %
from US$ 1.1 billion in 2010, to US$ 1.7 billion in 2011. Net
Errors and Omissions increased by US$ 1.5 billion from US$ 0.85

www.stratlinkglobal.com

Figure 8: Yearly changes in net
exports, StratLink-Africa Ltd.

The current account deficit
was mainly financed by
short term flows, which
were attracted by high
interest rates.
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Political Outlook 2012-2013
The political environment will largely be driven by the forthcoming
general elections though violence is expected to be limited owing
to measures taken by the government to prevent the recurrence of
civil unrest.
The implementation of the new constitution will be a riding factor
even after the elections, since most provisions of the constitution
are expected to be in play. FY2013 will certainly see the emergence
of new administrative units as focus shifts towards the devolved
government with more emphasis and financial resources
channelled to the 47 counties depending on various factors such as
level of income, population, size and location.

We believe that Kenyan
authorities will place great
emphasis and resources to
avoid a re-occurrence of the
2007 post-election violence.

The ICC trials, strategically scheduled to begin after the elections,
are likely to slow down the implementation of the new constitution
owing in our view to political interference, and other logistical
problems.
Other issues likely to define the political atmosphere include;


The Mombasa Republican Council (MRC); The Mombasa
Republican Council secessionist group won a court case in
which they were contesting its outlawed status. The group
demands secession of the coastal city of Mombasa, citing
historical injustices and claims that the South Coast region
is illegally conjoined to mainland Kenya, through a pact
made between the first native prime minister of Kenya and
the sultan of Zanzibar. We are of the view that MRC
activities are likely to disrupt the forthcoming elections, as
the group seeks to fulfil its mandate.



Terrorism; The failed Islamist state in Somalia, poses a
security threat to Kenya on account of proliferation of arms
into Kenya; reports indicate that the bulk of weapons used
to commit crimes in Kenya originate in Somalia. Currently,
the Kenyan government is engaged in a war with the AlShabaab. To this end, the war is adversely impacting the
economy to the detriment of other developmental goals.
However, it also illustrates the government’s resolve to
improve stability in the region as a whole.



The discovery of oil will undoubtedly catapult Kenya into a
middle class economy. However, just like any oil rich
African country, there is need to strengthen institutions
through reforms to provide for transparency, accountability
and participation. Lack of these three elements in
governance has been partially blamed for upheavals that
followed such discoveries elsewhere on the continent.

www.stratlinkglobal.com

Foreign direct investment
(FDI) has been identified as
a global accelerator to
economic growth. However,
FDI is very sensitive to local
governance practices.

The discovery of oil will
undoubtedly catapult Kenya
into a middle class economy
however … there is need to
strengthen
institutions
through reforms to provide
for
transparency,
accountability
and
participation.
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Ease of doing business
Aggregate ranking on the ease of doing business based on indicator sets that measure and
benchmark regulations applying to domestic small to medium-size businesses through their life
cycle. Economies are ranked from 1 to 183 by the ease of doing business index (Note, a lower score
indicates greater ease of doing business). For each economy the index is calculated as the ranking
on the simple average of its percentile rankings on each of the 10 topics. The aggregate ranking on
the ease of doing business benchmarks each economy’s performance on the indicators against that
of all other economies in the doing Business sample.
HOW KENYA RANKS AGAINST OTHER SELECTED ECONOMIES ON EASE OF
DOING BUSINESS
Mauritius
Regional av.(SSA)

Tanzania

140
120
100
80
60
40
20
0

Uganda

Rwanda

Botswana

Namibia
Kenya

Starting a Business
200
Resolving Insolvency

150

Dealing with Construction Permits

100
Enforcing Contracts

50

Getting Electricity

0
Trading Across Borders

Registering Property

Paying Taxes
2012 Rank

2011 Rank

Getting Credit
Protecting Investors

Figure 9: world Bank ranking on the ease of doing business Source: World Bank, StratLink-Africa Ltd.
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Conclusion
The country’s monetary policy will broadly be pegged to inflation targeting especially at a time when
volatility in commodity prices pose a danger to macroeconomic stability and growth. Tight
monetary and fiscal policies in 2012 helped Kenya to regain macroeconomic stability. Any reduction
in interest rates going forward should be gradual to maintain macroeconomic stability and not
endanger external financial inflows currently supporting the shilling. Similarly, fiscal consolidation
should continue but now needs to strike the right balance between budget cuts and priority
investments for growth.
Kenya’s competitiveness in some sectors has declined (as domestic prices, including food, energy
and transport, remain elevated) and this is putting pressure on exporters’ margins as well as on
overall competitiveness. As a result, non-tradable sectors, especially services and construction, are
driving growth while the share of tradable sectors, especially manufacturing, is declining. We believe
that it will be imperative for the Kenyan government to address these imbalances and to promote
exports.
The Kenyan government should promote and systematize public and private savings. Kenya’s growth
is mainly driven by consumption. Domestic savings have been declining and the excess of
investments over savings is increasing the current account deficit. In short, Kenya is living beyond its
means. Tax and expenditure policies can be used to cut back consumption and create incentives to
increase savings and investments.
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TANZANIA: ECONOMIC REVIEW AND ASSESSMENT
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Executive Summary
Tanzania’s economy experienced adverse supply shocks in 2011. Regional drought conditions led to
higher food prices as well as a slump in hydroelectric power generation. With a parallel rise in global
fuel prices, inflation rose to almost 20 % at the tail of 2011, while an increase in petroleum imports to
fuel emergency power generators boosted the external current account to an estimated 15 % of GDP.
Strong construction and services expansion helped sustain real GDP growth of 6.4 % in 2011, despite
the impact of significant power outages.
Tighter fiscal and monetary policies introduced during the year are addressing the inflationary impact
of the drought/energy shock, while new investments in the power sector will ease longer-term power
constraints. Fiscal tightening in 2011/12 through strong revenue performance and tight expenditure
management eased demand pressures, supported by tightened monetary conditions. The reduction in
the overall fiscal deficit to 5.5% of GDP will support disinflation and bring the deficit closer to a debt
stabilizing level of 2% of GDP. In the absence of further shocks, headline inflation is projected to
return to single digits by end-2012. To address energy shortages, power tariffs were increased by 40 %
in January 2012 and a new externally-financed gas pipeline will allow expanded power generation
using lower-cost natural gas.
The national development plan, MKUKUTA II (for the period 2011-15), demonstrates the government’s
commitment to accelerating growth and poverty reduction. Tanzania has made considerable progress
in developing its human resources in recent years. Despite a marginal drop in net primary school
enrolment from 95.9% in 2009 to 95.4% in 2010, Tanzania is likely to achieve the Millennium
Development Goal (MDG) target of achieving universal primary education by 2015.
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Macroeconomic Outlook 2012-2013

Regional drought conditions led
to higher food prices as well as a
slump in hydroelectric power
generation.

Strong construction and services
expansion helped sustain real
GDP growth of 6.4 % in 2011,
despite the impact of significant
power outages.

The agriculture sector is the
driving force of the country’s
economy; therefore, the need to
develop it is of paramount
importance for food production,
poverty reduction and growth in
other sectors.

Tanzania’s economy has been resilient to shocks and is expected to
remain buoyant with a GDP growth forecast of 6.8% in 2012 and
7.1% in 2013 – well above the regional averages. Underlying this
high growth forecast are large-scale investments such as the USD
3 billion coal and iron ore mining project signed by Sichuan Hongda
Co Ltd of China and the proposed natural gas pipeline under a
credit agreement for USD 1 billion with China. Services, industry
and construction continue to be the driving forces.
However,
frequent power outages continue to hurt potential output.
Exports, which received a boost during the crisis as demand for
gold in world markets continued to rise, are expected to perform
well with growth forecast at 10.9% and 9.7% in 2012 and 2013
respectively. Overall recurrent spending has outpaced revenues
and grant financing, contributing to growing fiscal deficits and
higher public debt stock. The budget deficit, at 6.6% of GDP in
2011, has improved from 7.1% in 2010 and is expected to remain
at around similar levels for the next two years. The current
account deficit, on the other hand, is expected to decline from
7.8% in 2010 to 6.4% in 2011 and further to 4.9% in 2012. This is
mainly driven by improved gold exports on account of favourable
pricing and increased output.
On the monetary front, Tanzania’s inflation rate for 2011, at
12.7%, jumped well above the target of 5%. This rate, up from
6.5% in 2010, comes on the back of higher food prices. Inflation is
expected to ease to single digits in 2012 (9%) and 2013 (8.3%).
The shilling has been under pressure since the start of 2010, falling
by 10.6% in 2011 and 0.5% in August 2012 making imports more
expensive.
With the expected fall in the inflation rate, the
exchange rate should stabilise in 2012 and 2013. However,
increased oil imports for power generation will certainly drive
demand for foreign currency.
The services sector, which accounts for about a half of GDP, is
projected to grow at 8.4% in 2012, and 8.8% in 2013, driven by fast
growth in the trade and repairs subsector (projected to grow at
10% in 2012 and 2013), communications subsector (projected to
grow at 19% in 2012 and 2013), financial intermediation (projected
to grow at 10% in 2012 and 2013), education and health.
The
agriculture sector, which employs about 75% of Tanzania’s labour
force (but accounting for only about a 25% of GDP), continues to
be plagued by adverse weather conditions and is projected to
grow at 4.9% in 2012 and 5.1% in 2013. The mining sector will
continue to operate under some uncertainty as the tax reform plan
to revise royalty payments and other aspects of government
revenue from the mining sector gets underway.
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Monetary policy

Fiscal tightening in 2011/12
through
strong
revenue
performance
and
tight
expenditure management eased
demand pressures, supported
by
tightened
monetary
conditions.

The Bank of Tanzania pursued relatively cautious monetary policy
in an effort to dampen inflationary pressures in the economy,
which were also manifested in other East Africa Community (EAC)
countries. Governors of the EAC Central Banks agreed to take
coordinated actions towards the end of 2011 specifically to
address these pressures.
As part of East Africa Community
coordinated monetary policy actions during the second quarter of
2011/12, the Bank raised the minimum reserve requirement on
government deposits held by commercial banks from 20 % to 30 %,
and increased the Bank rate by 442 basis points to 12.0 % in two
stages.
The monetary policy measures taken by the Bank of Tanzania,
coupled with developments in commercial banks’ investment
preference in foreign assets, strict government expenditure and
good revenue performance led to shilling liquidity squeeze among
banks. These developments were mirrored in money market
interest rates, which rose sharply in the second quarter of 2011/12
(32.8%), trending downward in January and February 2012
(10.77%) before turning around to an upward trend again in March
and April 2012 (26.77%). The 1Q2012/2013 has seen the market
rate stabilize at 6.2%.

Tighter fiscal and monetary
policies are addressing the
inflationary impact of the
drought/energy shock, while
new investments will ease
longer-term power constraints

The exchange rate environment has been somewhat volatile
particularly in the last quarter of 2011 on account of increased oil
imports and unprecedented delays in disbursing foreign aid. To
arrest the situation, The Bank of Tanzania participated in the IFEM
for liquidity management purposes and to smooth out short-term
fluctuations in the exchange rate.
Having experienced high
volatility in the first half of 2011/12, the TZS/USD exchange rate
stabilised beginning January 2012 with the August rate standing at
TSZ 1574.99 to the dollar.
During the first ten months of 2011/12, average annual headline
inflation was 17.8 %, compared with an average of 6.3 % recorded
in the corresponding period of 2010/2011. This trend was largely
attributable to high global oil prices and rising prices of food items,
following unfavourable weather conditions in the EAC region.
Average annual food inflation was 24.0 % compared with 7.1 %.
Annual headline inflation, which peaked at 19.8 % in December
2011, eased in April 2012 to 18.7 %, following improved food
supply in the region and stability in global oil prices.
Given the improvement recorded in food supply in the region and
the recorded stability in global oil prices and the stability of the
Shilling, inflation is projected to continue with the downward trend
in the near to medium term.
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Fiscal policy
During the quarter ending March 2012, domestic revenue and grants
amounted to TZS 1,945.2 billion (USD 1.23 billion), while total
expenditure amounted to TZS 2,055.7 billion (USD 1.31 billion), resulting
in a deficit of TZS 652.8 billion (USD 414.9 million). Recurrent
expenditure continued to dominate total expenditure with the
developmental funds accounting for only 20% of the total budget. The
2009/10 and 2010/11 budgets were broadly expansionary with actual
deficit (after grants) at 7.1% and 6.6% of GDP respectively. The 2011/12
budget has a higher planned deficit of 7.6%, revised downwards to 6.6%
of GDP after external grants. The medium-term objective is to bring
deficit down to 5.5% of GDP. The revenue-to-GDP ratio is projected at
18% of GDP in 2011/12. In FY 2010/2011 the ratio was at 14.7% a
marginal increase from 14.6 % in FY2009/2010.
Planned external non-concessional borrowing is 3.2% of GDP. The
government plans to fill part of the financing gap through nonconcessional borrowing and the issuance of bonds amounting to
approximately USD 800 million for investment in productive
infrastructure that can support economic growth. The domestic market
remains underdeveloped and net domestic borrowing is currently
capped at 1% of GDP under the International Monetary Fund (IMF)’s
Policy Support Instrument (PSI) programme.
Government revenues have generally performed well over the past
years, growing at an annual average of 22%. In fiscal year 2010/11,
total government revenue collections were 93% of the target.
Strengthened revenue collections will contribute projected 1.5%age
points of GDP to fiscal consolidation in 2012/13. This combines an
underlying increase in collections—through further improvements in tax
administration and rising mineral sector tax receipts and new revenue
measures.
Nonetheless, if fully realised, the planned total domestic revenues in the
2011/12 budget would only be enough to finance about 83% of
recurrent budget, signalling pressure on domestic borrowing and nonconcessional financing to bridge the gap for recurrent spending.

In
2012/13,
the
central
government fiscal deficit before
grants is projected to decline by
about 2.5 %age points of GDP,
in large part reflecting lower
donor project financing as a
number of one-off projects
expire.

The overall deficit after grants is
projected to decline to 5.5% of
GDP, with further reductions
targeted for subsequent years.
Despite the reduction in the
deficit, the public sector
borrowing
requirement
increases in 2012/13 owing to
the construction of a foreignfinanced gas pipeline.

Recurrent spending is budgeted to decline in relation to GDP. With
continuing tight expenditure ceilings and public workforce expansion
limited to priority sectors, major categories of non-interest recurrent
spending are budgeted to see further modest declines in relation to GDP
in 2012/13. The ratio of recurrent spending to recurrent incomes
(revenues and budget support grants) is programmed to decline from
100 % in 2011/12 to 95 % in 2012/13.
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Balance of payments
In the quarter ending March 2012, the current account deficit worsened
to USD 1,291.9 million compared to a deficit of USD 1,240.9 million
recorded in the preceding quarter, mainly on account of a decline in
official current transfers.

Long-term growth through
2005 featured a pickup in
industrial production and a
substantial increase in output
of minerals led by gold.

Exports increased to USD 1,208.6 million compared to USD 1,163.2
million recorded in the quarter ending December 2011 on account of
improved performance of both traditional and non-traditional exports.
With the exception of cotton, all other traditional commodities recorded
an increase in export volumes. The increase in non-traditional exports
was largely on account of a rise in fish and fish products, horticultural
products and goods under re-exports category. During the quarter,
imported goods totalled USD 2,497.7 million compared to USD 2,881.6
million recorded in the previous quarter, following a decline in all import
categories with the exception of food and foodstuff that went up by
16.4%.
During the first nine months of 2011/12, the current account deficit
(excluding official transfers) rose to $3,952 million compared to $1,773
million recorded in the first nine months of 2010/11, reflecting a surge in
imports of oil and capital goods. The increase in oil imports reflects
higher global prices as well as greater volumes of oil imports to fuel new
petroleum-based thermal and back-up power generators. The rise in
imports of capital goods reflects higher foreign direct investment for oil
and gas exploration. Exports of goods and services were 8.8% higher
than the amount recorded in the corresponding period in 2010/11,
largely on account of the increase in travel receipts and the price and
volume of gold.

Imports were up 37 % y-o-y in
the first nine months of
2011/12, largely reflecting
higher oil imports.

The current account deficit is
projected at nearly 15 % of
GDP in 2011/12, up from the 9
% of GDP range in recent
years. The increased deficit is
being financed through foreign
direct investment and other
private capital inflows

Figure 10: Current account balance,% change y-o-y(US$), Source:World Bank, Stratlink-Africa.
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Political Outlook 2012-2013

The country has seen its
ranking in Transparency
International's
Corruption
Perceptions Index, a measure
of perceived public sector
corruption, plunge 32 places
over the past two years.

Donors
slashed
funding
pledges for Tanzania's budget
by nearly $250 million due to
graft and the slow pace of
reforms and could freeze
more funds for the upcoming
2011/12 budget.

The president implemented a major cabinet reshuffle in May in
an attempt to mitigate the damage done to his government by
the evidence of corruption and mismanagement contained in a
recent statement to parliament. This is likely to trigger a slight
improvement with donor relations. A move we hope would aid
her bulging budget.
In our view Tanzania continues to enjoy relative peace vis-à-vis
much of sub-Saharan Africa. The government was under
growing pressure as economic hardships, corruption allegations
and calls for constitutional reforms continued to dominate
national politics as of 2011. The ultimatum by opposition
leaders to the government to fix the economy tackle large-scale
bribery and deliver a new constitution - or face mass protests in
our view is remarkable.
Going forward in 2012, constitutional reforms, divisions in the
ruling Chama Cha Mapinduzi (CCM) party and a chronic power
crisis are some of the key issues expected to dominate politics in
the medium term.
A new constitution should be in place by 2014, a year before the
next parliamentary and presidential elections. A referendum is
likely to be called once the final document has been approved by
a constituent assembly. There are accusations that the country’s
main law, adopted in 1977 under one-party rule, favours the
long-dominant CCM party and denies citizens fundamental rights
and liberties.
In the meantime the opposition parties want to limit presidential
powers, introduce electoral reforms, allow independent
candidates to stand for parliament and the presidency. They also
want it to be possible to challenge presidential poll results in
court.
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Private Sector Development

Conclusion

A decade and a half of critical structural reforms
have improved the country’s economic position
immensely. Public sector imbalances have also
been greatly reduced as productive activities
have been relegated to the private sector. In
the last three years however, discontent has
grown over the poor performance of the
privatised and/or partially divested public
corporations. Many are facing acute financial
constraints.

We anticipate an economic growth rate of 7.5 %
in 2013, on account of improved economic
performance. Medium-term growth prospects
are generally favourable.
Private investor
confidence has been buoyed by robust growth in
the East African regional market and by initial
investments in Tanzania associated with oil and
gas exploration.

Economic ranking
These are aggregate ranking on the ease of doing
business based on indicator sets that measure
and benchmark regulations applying to domestic
small to medium-size businesses through their
life cycle. Economies are ranked from 1 to 183
by the ease of doing business index. For each
economy the index is calculated as the ranking
on the simple average of its % rankings on each
of the 10 topics. The aggregate ranking on the
ease of doing business benchmarks each
economy’s performance on the indicators
against that of all other economies in the doing
Business sample. Low score (e.g. 2) imply less
stringent rules to do business while high score
(e.g. 77) imply a lot of bureaucracy involved in
doing business.

Growth is also benefitting from implementation
of MKUKUTA II, the Five Year Development Plan,
and initiatives under the Southern Agricultural
Growth Corridor of Tanzania (SAGCOT). The
program assumes growth of 6.5–7 % in 2012/13
rising to the 7–7.5% range over the medium
term.
The near-term growth outlook is
potentially vulnerable to deterioration in global
growth and also depends on ensuring adequate
power supply.
Based on tight fiscal and monetary policies, we
foresee a reduction in core inflation over the
next six months. In the absence of new external
price shocks, headline inflation is projected to
decline to single digits by end-2012 and to the
5 % range over the medium term.

Figure 11: Rating Tanzania on ease of doing business in relation to other countries,
Source: IMF/Ministry of Finance, StratLink-Africa.
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ETHIOPIA: ECONOMIC REVIEW AND ASSESSMENT
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Executive summary
The death of Ethiopian leader Meles Zenawi, following his 21 year regime that transformed his
nation into a regional powerhouse, will undoubtedly reshape the geopolitical environment of the
region. Trading partners will be keen to see the continuity of strategic trade agreements signed
during Zenawi’s reign; particularly in the mining sector where a raft of privatisations had taken place.
In our view, the political environment will remain broadly stable albeit some undercurrents as the
new president seeks to establish his authority.
We are of the view that the Ethiopian economy will grow at a GDP rate of 7.8% in 2012 and 7.2% in
2013, from the estimated 8.8% growth in 2011. The overall outlook remains stellar, with the
economy driven by resilient private consumption despite elevated inflationary pressures as well as
strong investment into the country's power and transport sectors. We are forecasting a marginal
decline in current account deficit, 7.2% of GDP in 2012 and 5.7% in 2013, compared to the FY2011
8.7% deficit on account of improved commodity prices notably oil which is the country’s key import.
Further, we expect this deficit to narrow over the long-term due to strong coffee and gold earnings
as a result of improved pricing environment in the global market and increased output.
We forecast Ethiopia's fiscal account to post a shortfall of 2.8% of GDP in 2012 and 2.6% in 2013,
from an estimated deficit of 2.0% in 2011. Increased revenues accruing from the mining sector, a
restructured domestic tax system and privatisations will largely be matched by spending in health
and education. Defence expenditure will also be significant owing to Ethiopia's military reinvolvement in Somalia and the on-going arms race in the region.

25
www.stratlinkglobal.com

StratLink - Africa, Ltd

Macroeconomic Outlook 2012-2013

Ethiopia’s
economy
is
centred on agriculture,
where the majority of
Ethiopians work. However,
Ethiopia
often
faces
problems with drought and
soil degradation. Its biggest
export is coffee.

The main sources of
expenditure financing were
domestic revenues and
external grants.

The
government
is
committed to expanding its
domestic
revenue
mobilisation efforts to
ensure fiscal sustainability.
.

In 2011, the Ethiopian economy continued on the high-growth
trajectory witnessed in the previous seven years. Growth has
been broad-based, with the services and the industrial sectors
growing at the highest rates. This momentum is expected to
continue in 2012 and 2013, albeit at a slower pace. The fiveyear Growth and Transformation Plan (GTP), which emphasises
agricultural transformation and industrial growth, projects the
economy to grow at much higher rates.
In the 2010/11 fiscal year, macroeconomic management was
able to marginally fight off hyper inflationary pressure, which
was driven mainly by escalating food prices. Both domestic and
exogenous factors were responsible for causing the resurgence
in inflation. These include a loose monetary policy, rising prices
of imported inputs, malfunctioning of the domestic market, and
supply shocks. However, inflation is expected to decline notably
in 2013 owing to continued macro stabilisation efforts.
The government has been pursuing prudent fiscal policies which
have focused on boosting domestic revenue mobilisation and
reducing domestic borrowing. This led to improvements in the
fiscal position in 2011. However, fiscal deficit is expected to
increase during the GTP period. The balance of payments
position improved in 2010/11 on strong export growth and
increases in private transfers and external financing. Between
2010 and 2011, exports grew substantially while imports slowed
down, thereby contributing to improvements in the trade
deficit. The trade deficit is expected to deteriorate in 2012 and
2013 which will contribute to a worsening of the current
account during this period.
The government put much effort in strengthening domestic
revenue mobilisation, reducing domestic borrowing and
increasing expenditure on battling poverty to achieve a stable
macroeconomic environment. Aggregate spending as a share of
GDP declined slightly from 19.0% of GDP in 2009/10 to 18.3% of
GDP in 2010/11.

Figure 12: Ethiopian GDP Composition
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Monetary Policy
Inflation in Ethiopia in 2011 was extremely high, reaching a peak
of 40.6% y-o-y in August 2011 before moderating to 32.0% in
the latest print for January 2012, according to the Ethiopian
Central Statistical Agency. These numbers are high even in
comparison with other East African countries, which have also
experienced rapid price growth during 2011 and into 2012.

We believe that headline
inflation in Ethiopia in 2012
will ease from the extremely
high levels in 2011.
However, price pressure will
remain
elevated,
particularly
owing
to
continued
tightness
in
domestic food supply, an
outlook for high global oil
prices and the National
Bank
of
Ethiopia's
unwillingness to rein in
private sector lending.

Inflation will undoubtedly continue to ease in the long-term but
is likely to remain elevated throughout 2012. This is largely
owing to a continued tightness in domestic food supply, an
outlook for high global oil prices and unwillingness on the part
of the National Bank of Ethiopia (NBE) to curb lending. One key
reason for the rapid inflation in 2011 is the 56.0% weighting
given to food in Ethiopia's CPI basket. This represents a much
bigger proportion compared to Kenya (36.0%) and Uganda
(27.2%), Ethiopia is more vulnerable to the drought and food
shortages that have affected the entire region.
This is
demonstrated by the fact that inflation averaged 33.0% y-o-y in
Ethiopia in 2011, compared to 14.0% in Kenya and 18.6% in
Uganda.
The rapid build-up in foreign-exchange reserves, which reached
3.1 months of import cover at the end of 2010/11 from 1.8
months in June 2009/10, contributed to liquidity expansion in
the absence of adequate policy tools for sterilisation. The
government imposed credit ceilings on commercial banks in
early 2009 in an effort to curb inflation. The ceilings, which
were removed in April 2011, proved unsuccessful in containing
monetary expansion, and credit growth, especially to the public
sector, has remained strong. Although the government’s
monetary policy provides for flexibility in interest-rate
determination (subject to a minimum deposit/savings rate of
5%), rigidities in interest rates still exist, which in the current
high inflationary environment have led to negative real interest
rates.
These have, in turn, limited the effectiveness of
monetary policy in demand management efforts.
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Fiscal Policy
In 2011 the government maintained a prudent fiscal stance to
ensure macroeconomic stability in the face of high inflation. In
In FY2010/11 the government focussed on strengthening its
fiscal space by firming up domestic revenue mobilisation,
reducing domestic borrowing and increasing expenditure on
battling poverty.
Aggregate spending as a share of GDP
declined slightly from 19.0% of GDP in 2009/10 to 18.3% of GDP
in 2010/11.
The share of anti-poverty spending in total
expenditure has been rising and reached 67% in 2010/11 from
57% in 2004/05.
We are of the view that Ethiopia's fiscal account to remain in
deficit over the short term, and are forecasting a shortfall of
2.8% of GDP in 2012 and 2.6% in 2013, from an estimated deficit
of 2.0% in 2011. Increased revenues accrued from the mining
sector, a restructured domestic tax system and privatisations
will largely be matched by spending in health and education, as
well as defence expenditure on the back of Ethiopia's military
re-involvement in Somalia.
We also expect mining
revenues to increase as
firms look to tap into
Ethiopia's gold potential in
an era of elevated prices for
the precious metal.

Total revenues are forecasted to increase in FY2011/12 to
ETB100.9bn (US$5.8bn) and ETB119.0bn (US$6.8bn) in
FY2012/13, compared with ETB85.5bn (US$4.9bn) in 2011. In
particular, the tax restructuring programme that has been
gradually implemented since 2009 will provide an increase in
revenues, as efforts are being made to reduce tax evasion by
decentralising tax collection to local state authorities, as well as
enforcing more stringent penalties on culprits.
In July 2011, Australia-based mining firm Centamin Egypt made
a US$12mn bid for Sheba, an Ethiopian gold explorer which
owns three gold and base metal exploration licences in northern
Ethiopia, while international gold miner AngloGold Ashanti is
taking a 11.5% stake worth GBP3mn (US$4.8mn), in UK explorer
Stratex International, with the money intended to be used for
fast track exploration in Ethiopia's Afar region.
Public finances
Total revenue and grants
Tax revenue
Oil revenue
Grants
Total expenditure and net lending
Current expenditure
Excluding interest
Wages and salaries
Interest
Primary balance
Overall balance

2010
17.2
11.2
3.3
19
8.5
8.1
5.3
0.4
-1.3
-1.7

2011
16.7
11.3
3.2
18.3
7.9
7.5
5.6
0.4
-1.2
-1.6

2012f
17.8
11.6
4.2
20
9
8.5
5.6
0.5
-1.7
-2.2

2013f
18
11.8
4.2
19.9
9.2
8.6
5.7
0.6
-1.3
-1.9

Table 2: Ethiopia Public Finance structure
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Balance of payments

We expect a continued but
narrowing current account
deficit in Ethiopia and are
forecasting a deficit of 7.2%
of GDP in 2012 and 5.7% in
2013, compared with an
estimated 8.7% shortfall in
2011.

Ethiopia's current account will be firmly in deficit for several
years, owing largely to a continued reliance on capital goods
and oil imports as the country embarks on ambitious
infrastructure development programmes. However, we expect
that the shortfall will ease gradually on the back of positive
outlook for coffee and gold exports. As such, we forecast a
current account deficit of 7.2% of GDP in 2012 and 5.7% in 2013,
compared with an estimated shortfall of 8.7% in 2011. However,
inflows in the form of investment grants and foreign direct
investment will likely cover the current account deficit, thereby
averting any potential balance of payments crisis for the time
being.
Exports in 2012 and 2013 are expected to continue performing
well, in view of the expansion of export capacity in mining, agro
business and manufacturing, as well as the special incentives
offered by the government for non-traditional exports. The
GTP’s ambitious plans envisage exports and non-factor services
as a ratio to GDP to increase from 13.6% in 2010 to 22.5% by
2015.
Import demand is expected to remain very robust in the coming
years owing to exploration activities of the Country's vast but
underdeveloped energy potential necessitates an expansion in
capital goods.
With a narrow economy that is unable to
produce such goods locally, these will lead to import reliance.
Current Q3 2010/11 (Q211) trade data from the NBE highlights
that capital goods accounted for the largest share of imports, at
28.0% with oil accounting for 24% of imports. This situation is
expected to continue albeit when a number of mega dam
projects become fully operational.

Figure 13: Ethiopia Current Account composition
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Political Outlook 2012-2013
Ethiopia faces a variety of political risks – stemming from both
foreign and domestic factors – over the coming years. From a
foreign perspective, the country has deployed troops into
Somalia to assist an UN-mandated African Union force in its
fight against terrorist group al-Shabaab. Tensions with
neighbouring Eritrea have continued to simmer since the
cessation of the war between the two countries in 2000 and
could rumble any time.

In light of the death of the
late Prime Minister Meles
Zenawi,
Ethiopian
government is likely to
remain a close ally for U.S
as Haile Mariam Desalegn
takes over but under some
conditions. This is likely to
restore a slight investor
confidence. As the next
general election are to be
held in 2015.

On the domestic front, inflation is growing tremendously, and
although there have not yet been signs of popular protest, there
could be undercurrents as the cost of living continues to
increase unabated.
The death of Prime Minister Meles Zenawi, who was a key
political figure in the country, will be watched keenly by both
domestic and foreign observers alike. On the domestic front,
there is likely to be political re-alignments in the coming days as
the opposition seeks to capitalize on the increased political
space in the country. From a foreign perspective, Ethiopia’s key
trading partners will be keen to observe how the transition is
managed in light of key trading agreements signed under
Zenawi’s era. We are of the view that the caretaker
government will seek to undertake Zenawi policies in the shortterm but these positions will change as the country approaches
the general election slotted for 2015.
Going forward, we do not expect the risks highlighted to
crystallise into political turmoil owing to the strategic
relationships the country enjoys with western powers.
However, ethnic spurred conflicts are likely to escalate,
reflected by BMI’s long-term political risk ratings for 2012. The
BMI ranks the country’s long-term political risk rating of 38.1%.
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Economic ranking
These are aggregate ranking on the ease of doing business based on indicator sets that measure and
benchmark regulations applying to domestic small to medium-size businesses through their life
cycle. Economies are ranked from 1 to 183 by the ease of doing business index. For each economy
the index is calculated as the ranking on the simple average of its percentile rankings on each of the
10 topics. The aggregate ranking on the ease of doing business benchmarks each economy’s
performance on the indicators against that of all other economies in the doing Business sample.

Figure 14: Ethiopia ease of doing business ranking

Conclusion
The five-year Growth and Transformation Plan (GTP), which aims to foster high and broad-based
growth, is expected to expand employment opportunities by emphasising the development of small
and medium-scale industries. Significant progress towards the MDGs has nonetheless so far failed
to generate adequate employment opportunities for the youth. Inflation has tumbled in last 12
months and reached a new low of 32% in January, largely owing to a drop in food prices following
the increased agricultural output. Ethiopia’s overall growth prospects in 2012 and 2013 are
promising, with public investment in infrastructure, commercialisation of agriculture and nontraditional exports expected to drive growth. Real Gross Domestic Product (GDP) growth for 2012
and 2013 is projected at 7% and 7.6% respectively.
Several risks to our growth prospect exist key among them among them high inflation, a slowdown
in the global economy and a recurrence of drought. The persistence of a high inflationary
environment could seriously hurt growth by reducing consumer demand and discouraging
investments.
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BURUNDI: ECONOMIC REVIEW AND ASSESSMENT
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Executive Summary
Burundi has been one of the lowest per capita incomes in the world with a GDP per capita of about
US$255, with more than two-thirds of the population living below the poverty line. While the
country is making some progress towards achieving the Millennium Development Goals (MDGs),
chances of achieving them by 2015 are still narrow.
In 2012, fiscal revenues and expenditure were broadly in line with the three-year arrangement
under the Extended Credit Facility (ECF) programme with the IMF. The deficit in 2011 was higher
than expected due to the late disbursement of the World Bank budget support operation.
Revenues through end-May 2012 were lower than expected by 0.5 % (of GDP), owing to a fall in
collections of excise taxes and the granting of exemptions. To limit the impact of inflation on the
poor, the government abolished taxes on food products on May 1 to the end-2012.
On the monetary front, growth in broad money slowed to about 4.7 % (y-o-y) in April 2012 owing to
tighter monetary conditions which saw policy rates rise by 350 basis points to 14% in May 2012.
Credit to the private sector slowed to 28 % (y-o-y) at end-April 2012 after peaking at 40 % at end2011 in the face of tighter liquidity conditions. Banks were able to sustain credit growth despite a
decline in deposits, in part through a drawdown in excess reserves.
Deterioration of the political and security situation, further declines in donor support and a
worsening in the terms of trade could see dampened economic growth. While multilateral donors
continue to provide budget support, albeit with stronger conditions attached to aid, bilateral donors
have become less engaged in part because of fiscal difficulties in home countries.
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Macroeconomic Outlook 2012-2013
Real GDP growth is estimated to have increased to 4.2 % in
2011. After decelerating to 15% towards the end- 2011,
headline inflation rose sharply in March 2012 to 24.5% owing to
a rise in rents, utility tariffs, and higher food prices, easing
slightly to 22.7% in May 2012 with general inflation levels
trending downwards when corrected for sharp increases in
rents and utility.
Burundi real GDP growth is primarily driven by the agricultural,
construction and tourism sectors and is projected to rise
gradually over the medium term. Our medium-term growth
scenario assumes successful reforms in the coffee sector and
increased value-addition in the construction and tourism
sectors. Headline inflation is expected to decline to around
15% by end-2012, on account of continued monetary tightening
and expected improvement in harvests.

Figure 15: Burundi GDP growth rate and projections Source: Ministry of finance,
StratLink-Africa Ltd.

Declining global coffee
prices could adversely affect
Burundi’s economic growth
prospects. On the flipside,
the economic growth will
largely remain buoyant on
account of improved fiscal
reforms and increased
tourism earnings.

GLOBAL COFFEE MARKET PRICE: WEIGHTED AVE PRICE (US CENTS/LB)
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Figure 16: Global coffee market weighted average prices Source: United States Dep. of
Agriculture, StratLink-Africa Ltd.
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Given the narrow export base and limited capacity, Burundi
remains at high risk of potential debt distress. A public debt
sustainability analysis conducted in January 2012 by IMF
suggests that while Burundi is in a position to service its public
and publicly guaranteed debt, lower economic growth would
lead to a considerable deterioration in the country’s debt
indicators. Strengthening the debt management unit at the
Ministry of Finance, to the Board in January 2012 and its
integration with treasury operations should be at the centre of
the new debt management strategy.
This reform is viewed as a prerequisite for reinforcing
coordination between the Ministry of Finance and the central
bank on determining treasury cash flow and financing needs by
better accounting for liquidity and macroeconomic
developments.

Structural reforms and
measures to revive the
economy and fight poverty
were mostly inadequate,
because
of
weak
institutional
structures,
political instability and lack
of security

WORLD TEA PRICES (AVERAGE)
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Agriculture is the mainstay
of the Burundi economy,
making up over 36.4 % of
GDP, mainly through coffee
and tea crops. Coffee
exports represent 70 % of
the
state’s
foreign
exchange.
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Figure 17: Global average Tea prices Source: United States Department of Agriculture,
StratLink-Africa Ltd
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Monetary policy
One of the main planks of the program agreed with the IMF
concerns macroeconomic stability, which relies on prudent
monetary policy. The Central Bank has several tools to
implement the agreed on policy: the monetary base and the
currency in the broader sense. This liquidity system has served
its purpose in 2010 and 2011 although stemming inflation is still
an uphill task owing to price volatility in commodity prices on
the world market. Inflation was estimated at 8.2 % for 2011,
compared to 6.5 % in 2010 and 4.6 % in 2009.

Burundi’s reserves coverage
remains apt to absorb
external shocks. Although
gross reserve coverage has
declined recently, it remains
close to 4 months import
cover, providing a buffer to
external shocks.

The Central African country
suspended taxes on basic
food imports in May to
provide relief for citizens
reeling from the impact of
soaring commodity prices.

Due to fall in food costs, Burundi’s Y-o-Y inflation edged
downwards to 22.5% in May from 25.2 % in April. The Central
Bank has adopted a tightening policy to put in check inflationary
pressures. In our view, inflation will drop to 14.5 % in Q412 and
will likely stabilize at 8.4 % in FY2013.
Greater flexibility of the exchange rate facilitated the
adjustment to external shocks. By changing the manner in which
the reference exchange rate was calculated to one based on the
transactions of commercial banks, the authorities allowed
greater movement in the exchange rate by including more
market information in the setting of the official exchange rate.
As a result, the deviation between the official and market rates
narrowed and the currency has been reclassified from
“stabilized” to “other managed” by the IMF.
These
developments facilitated a rebalancing of the policy mix with
exchange rate assuming a greater share in the burden of
adjustment.
Going forward, the Government intends to make the exchange
rate even more flexible in the medium term by creating an interbank exchange market. Greater exchange rate flexibility will in
the long run, enable Burundi to reduce its external current
deficit and render policy responsive to volatility in commodity
prices. With the East African Community (EAC) member states
considering setting up a monetary union, Burundi will
undoubtedly gain from planned monetary policy harmonization
and reporting guidelines.
INTEREST RATES,FX RATES & INFLATION RATES
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Figure 18: Inflation, Exchange Rates, Interest rates Source: Bank of the Republic of
Burundi, StratLink-Africa Ltd
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Fiscal policy
The government’s goal is to hold the budgetary deficit at around
4.1 % of nominal GDP in 2011. This goal was not achieved
because of an unprecedented rise in public expenditure
intended to lessen the impact of rising food and oil prices on the
poor. The rise in the cost of social protection was 0.7% of GDP,
and the temporary petrol subsidy was assessed to be 0.3 % of
GDP.
Fiscal receipts stood at 19% of GDP in 2011, but were below the
2010 levels, which stood 20% of GDP. The 2011/12 budget was
53.5% financed by foreign aid. We believe this represents a
serious problem for the economic outlook and will have a
negative impact on reserves (Development aid finance was
estimated at 46 % of GDP). Burundi fiscal revenues have been
predominantly low to match planned expenditures leading to
structural deficits. To plug this deficit, the country has relied
heavily on donor aid. In FY2011/12 this strategy proved
unreliable owing to the debt crisis experienced in the Eurozone.
Owing to this new threat, traditional donors are now
rebalancing their fiscal balances to create requisite buffers to
withstand the shocks. It is this decision that will likely see the
country’s developmental aid witness sharp declines in the
foreseeable future.

The government established
the Burundi Revenue Office
(OBR), which became fully
operational in early 2011.
The OBR is currently the
sole institution responsible
for collecting taxes, customs
duties,
and
non-tax
revenue. This reform has
already served to increase
first quarter 2011 receipts
by 40% relative to 2010,
and is expected to improve
the predictability of tax
revenue in the future.

Burundi’s fiscal reforms compare favourably with those
undertaken by other developing countries. Reforms initiated
focused mainly on widening the tax base through introduction
of an excise tax law and elimination of discretionary
exemptions. A review of legal provisions granting tax
exemptions ahead of introducing the income tax law will ensure
consistency and identify the level of tax expenditures.

Public Finances (%age of GDP)
Total revenue and grants
Tax revenue
Grants
Total expenditure and net lending
Current expenditure
Excluding interest
Wages and salaries
Interest
Primary balance
Overall balance

2010

2011

2012f

2013f

37.4
20.1
16
44.9
29.3
27.6
13.8
5.9
1.7
-5.8

38.3
18.6
18.4
46
30.9
29
15.3
5.9
1.8
-5.9

36.1
18.6
16.3
43.3
29.6
28.3
15.5
5.3
1.3
-5.9

34.1
17.8
15.1
41.5
29.4
28.2
16.3
4.7
1.2
-6.2

Table 3: Public Finances as a percentage of GDP Source: African Development Bank,
StratLink-Africa Ltd
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Balance of Payments
Burundi has had a prolonged external trade deficit. The current
account balance improved in 2009 to -12.95% up from -19.1% in
2008 on account of improved weather conditions and
favourable global commodity prices for coffee and tea (major
exports for the country). The trade balance is widely expected
to maintain current levels, though reforms in the coffee sector
will bolster coffee volumes in the long-term. Burundi could also
pay closer attention to tea; whose share of export income
recorded improved earnings of USD 22million in 2011 compared
to USD 18.2 million in 2010.
In 2011, imports stood at 31.5% of GDP with exports at 9% of
GDP, predominantly dominated by coffee and tea exports. The
exports-to-GDP ratio has remained modest over the years, an
indication of the country’s failure to give impetus to export-led
growth, unlike other countries in the region.
The balance of trade deficit was largely compensated by net
current transfers that stood at USD 478 million (2010) and USD
421.4 million (2011), bringing the current deficit down from
21.8% of GDP in 2010 to 18.1% in 2011. The current account
balance is anticipated to decline gradually in the medium term
from -11.6 %( 2012) to -11.0 % (2013) driven by improved oil
prices and increased coffee exports.
CURRENT ACCOUNT (% OF GDP)

The correlation between
Burundi’s real GDP growth
and key trading partners
has increased since the
Eurozone crisis.

Prior to the Euro crisis,
Burundi’s real GDP growth
and that of some major
trading
partners
were
negatively
correlated.
However, since the global
financial crisis the comovement with the EU has
increased suggesting that
shocks arising in these
countries
can
be
transmitted to Burundi
through the trade channel.
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Figure 19: Burundi Current Account Composition Source African Development Bank,
StratLink-Africa Ltd
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Political Outlook 2012-2013
Burundi has achieved significant political milestones, owing an
increase in democratic process that saw the election of Pierre
Nkurunziza. Further, the president promised to carry out a
constitutional review in 2012, which could pave way for broader
reforms expected to improve the country’s governance
structure.

Since the Arusha peace
agreement in 2000, the
country has known a period
of political stability and
consolidation
of
the
democratic system.

Despite a difficult economic
and social context, the
government has made
steady, though uneven,
progress in implementing its
Extended Credit Facilitysupported
economic
reforms.

www.stratlinkglobal.com

Management of the public sector, especially administration,
leaves much to be desired. The system, which has not been
modernised, suffers from delay in paperwork, with a glaring lack
of institutional and human understanding. Curing this is a major
challenge, both centrally and locally. The civil service is
generally not focused on providing service and results. For this
reason, project completion and program implementation time
frames are unpredictable and lack proper quality control
measures.
The country was ranked among the most corrupt in East Africa
in 2011. In its 2011 Transparency International ranked Burundi
at 37.9% on the index of corruption up from in the region,
37.9% in 2010. Efforts are under way in the different institutions
involved in anticorruption measures (State Inspectorate, special
Anticorruption Brigade, the Anticorruption Court and Court of
Auditors), but their hands are tied by the lack of formal
structures for cooperation and inadequate regulatory texts.
Despite the creation of various organizations promoting good
governance, the legal and judicial systems are getting more and
more politicized, through the prosecution of opponents and
leaders of civil society.
The disarming and demobilisation of former fighters has
improved security, while efforts at reintegration and reinsertion
continue. On 25 April 2011, Parliament approved a new law on
political parties giving immunity to leaders in their political
activities and providing state funding for parties elected to
parliament. However, there is deep concern over the many
human rights violations. There are extrajudicial political
executions, cases of torture, as well as restrictions on civil
liberties. Apart from which there are again sporadic acts of
violence being perpetrated against the security forces by armed
groups. The possibility of a new rebellion, with fighting
between government forces and National Liberation Forces
worry the inhabitants and the international community. During
a public session on 20 December 2011, the UN Security Council
recommended the extension of the mandate of the United
Nations Office in Burundi (BNUB) for a year from 1 January
2012.
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Economic ranking

Conclusion

Non-price indicators suggest room for further
improvement in competitiveness. Despite
progress
in
improving
its
business
environment, Burundi ranked 169th (out of
183 countries). Limited access to finance, the
high cost of transportation, and poor
electricity supply are cited by firms as major
impediments to doing business.

Risks to the economic outlook remain
elevated. A deterioration of the political and
security situation, a further decline in donor
support, or a worsening in the terms of trade
could cause a slowdown in growth.

How Burundi and other selected
economies rank on ease of doing
business

Central Africa Rep.

A decline in donor support, because of fiscal
difficulties in home countries, could see a
decline in total revenues (due to lower grants
for budget support), Increase in financing
needs Higher pressures to improve revenue
mobilization, administration and collection
Higher pressures to rationalize and contain
fiscal expenditures.
Worsening in the terms of trade are global
food prices that have increased by 8% in the
last four months since December 2011, and in
March 2012 were only 6% below their
February 2011 historical peak. Coffee prices
have experienced a downward trend during
the last 12 months. Arabica prices were
subject to further downward corrections in
March, while Robusta prices increased.

Congo Rep
Congo Dem. Rep
Burundi
Regional av.(SSA)
Tanzania
Kenya
Rwanda
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Figure 20: World Bank ranking on the Ease of doing business
Source: World Bank, StratLink-Africa Ltd

Burundi
needs
to
improve
its
competitiveness.
Persistent
electricity
shortages, high transportation costs, and a
difficult business environment represent key
structural factors that impinge on Burundi’s
competitiveness.
Transportation costs,
which are the highest in the EAC, reflect the
geographic characteristic of being landlocked.
Moreover,
relative
productivity
has
consistently declined over the last decade as
large aid inflows have been spent and
absorbed.
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RWANDA: ECONOMIC REVIEW AND ASSESSMENT
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Executive Summary
We project the Rwandan economy to have prospects for continued economic growth mostly
attributed to continued increase in levels of private consumption. We are optimistic but cautious as
any real growth may be negatively affected by dampening prospects in external demand for raw
materials and goods as the effects of a slowdown in the global economy takes its toll on African
export markets.
Our expectation for reduced inflation rates combined with concerns on the effect of weak global
demand will have on Rwandan economic growth could mean that the central bank is unlikely to
make any further rate hikes over the course of 2012. Leaving the policy rate at the 7% level in the
short term.
The major risks to continued growth prospects stem mainly from the Eurozone crisis escalating
further and negatively impacting demand for Rwandese produce. Additionally, erratic weather
pattern disrupting agricultural activity may also have detrimental impact on growth forecasts.
In terms of political stability, Rwanda has enjoyed reasonable stability for several years. There is
however a growing perception among the Hutu that the current government (Rwanda Patriotic
Front) is biased towards the Tutsi community, portraying a negative image to the international
community, a perception that could negatively Impact FDI inflows into Rwanda but which has not
materialized. Additionally, the relationship between Rwanda and the DRC has been deteriorating
and could culminate in cross border conflict.
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Macroeconomic Outlook 2012-2013
Erratic weather patterns pose
a major threat to Rwanda’s
economy.

The investments sector, real
estate
and
expanding
consumption
from
the
emerging middle class are set
to keep the economy on an
upward trajectory going in the
near term.

RWANDA GDP BY SECTOR

33%

53%

14%

agriculture

industy

A major threat to Rwanda’s economy lies in the erratic weather
pattern that has plagued the East African region, seeing as the
economy is largely dependent on agriculture.
Rwanda depends much on donor funding and has a very narrow
export market destination, as 60% of all exports are destined for
Europe.
On the flip side, the investments sector, real estate and expanding
consumption from the emerging middle class are set to keep the
economy on the upward trajectory and expanding in the near term.

Real GDP
Posting a healthy 8.5% growth in 2011, we believe that real GDP
growth will slow to 7% in 2012. Domestic demand will continue to
be robust and export growth is unlikely to perform as well in 2012
and 2013 given subdued demand outlook in Europe which accounts
for a significant proportion of Rwandan exports. The National Bank
of Rwanda enacted policy shifts in early May in a bid to stave off
perceived inflationary pressures.
In our view, the major threat to the economy stems from erratic
weather patterns. Inadequate rainfall would negatively impact
private consumption through elevated inflation stifling disposable
incomes and further impacting exports through lower agricultural
output. The contagion effects related to the on-going Eurozone crisis
could see low uptake of Rwandan exports in the medium term,
dampening Rwanda’s buoyant economic growth.

services

GDP NOMINAL GROWTH

Figure 21: Rwandan GDP by sector
source: Reserve Bank of Rwanda
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demand
will
continue to be robust and
export growth is unlikely to
perform as well in 2012 and
2013 given the subdued
demand outlook in Europe.
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Figure 22: Rwanda's Nominal GDP Y-o-Y growth source: Rwanda Statistics office, StratLink
Africa estimates
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Monetary policy

The National Bank of Rwanda
measures resulted in an
increase in both deposit and
lending rates.

With inflation declining in 2012 and prospects for the global
economy still questionable, our view is that the National Bank of
Rwanda (NBR) will hold off any further rate hikes in the coming
months. Lower oil prices coupled with weak global demand and
improved domestic food production should ensure inflation moves
below the NBR's 2012 inflation target of 7.5%. Responding to tight
monetary policy adopted in 2011, commercial banks increased both
their lending and deposit rates.
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Figure 24: Rwanda Average lending rates Source: National Bank of Rwanda
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Headline inflation decelerated to 5.92% in June from 8.18% in March
2012 and 8.34% in December 2011. However, during most part of
2H11, inflation has been higher than in June 2012 fluctuating within
a narrow band of around 8%, driven mainly by food and energy
prices.
CONSUMER PRICE INDEX, % Y-O-Y
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Figure 23: Rwandese Franc VS USD
averages Source: National Bank of
Rwanda, StratLink Africa estimates

BNR has been intervening
regularly on the domestic
foreign exchange market by
selling foreign exchange to
banks to smoothen the RWF
exchange rate volatility.
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Figure 25: Rwanda CPI Y-o-Y percentage changes Source: Rwanda Statistics Office, StratLink
Africa estimates

In response to high demand for forex to finance essential imports,
the BNR has been intervening regularly on the domestic foreign
exchange market by selling foreign exchange to banks to smoothen
the RWF exchange rate volatility. During the first half of 2012, the
Rwandese franc remained relatively stable; depreciating by only
1.37% against the US dollar at the end of June 2012 and a further
0.22% at the end of August 2012, an indication of effective open
market operations.

StratLink - Africa, Ltd
44

Balance of Payments
Net exports expanded by an aggressive 48.0% in 2011, and
accounted for a major portion of the strong growth performance in
2011. Exports to the EU grew massively from US$45mn in 2010 to
US$124mn in 2011, according to statistics released by the Rwandan
National Institute of Statistics. We assess the ongoing debt crisis will
drag the Eurozone into recession further into 2012, growth will
remain subdued in 2013, as such, we doubt the prospect of exports
posting the same positive effect on growth over the next two years.
The sluggish growth projected for Rwandan exports will have
substantial impact on GDP growth overall.

NET EXPORTS OF GOODS & SERVICES
.0
Net exports (USD Bn.)

The deteriorating Balance of
payments situation has had
negative impact on the
Rwandese franc, causing the
reserve bank to intervene to
keep the currency from
depreciating beyond desired
levels.
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Figure 26: Rwanda trade Balance Source: Rwanda Statistics office, StratLink Africa estimates

A significant proportion of Rwandan imports are raw materials, such
as tin from the Democratic Republic of Congo to which it adds value
by processing and then re-exports. The expected slowdown in
exports will also see some decrease in imports into Rwanda of these
unprocessed goods from Rwanda’s vicinity.
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Figure 27: Rwanda Foreign Reserves in months of import cover Source: Rwanda Statistics
Office, StratLink Africa estimates
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Fiscal policy

Private Consumption: A key driver of the Rwandan economy, Making
up approximately 84% of nominal GDP. We expect inflation to be
higher in 2012 than it was in 2011 (7.0% VS 5.6%), but we do not
expect it to have much negative effect.
GDP EXPENDITURE AND Y-O-Y CHANGES

15.0
GDP (USD Bn.)

Introduction of a gaming tax,
increase the tax rate on
imported
construction
materials,
streamlining
exemptions in the investment
sector
and
revenue
administration enhancements.

The increase in tax revenue will be partly offset by losses of non-tax
revenue, leaving the revenue-to-GDP ratio at 14 % in FY2012/13, up
from 13.8 percent in FY 2011/12, broadly in line with the goals of the
program.
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increase as a share of GDP …
because of implementation of
previously agreed on tax
policy measures:

Tax revenue is expected to increase as a share of GDP from 12.7%
percent of GDP in FY 2011/12 to 13.9% in FY 2012/13 because of
implementation of previously agreed on tax policy measures
(introducing gaming tax, increasing the tax rate on imported
construction materials, streamlining exemptions in the investment)
and revenue administration enhancements. The authorities are also
implementing a new tax regime for small and medium-sized
enterprises.
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Figure 28: Rwanda GDP expenditure and associated Y-o-Y changes Source: Rwanda Statistics
Office, StratLink Africa estimates

The central bank’s aggressive approach should send inflation lower
into 2013. We therefore maintain that private consumption growth
will not deviate from the upward trend; we forecast growth of 7.5%
in the remainder of 2012 and further into 2013. We continue to hold
that going forward; the consumer market will drive the economy
especially in the face of a worsening European crisis.
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Figure 29: Rwanda private consumption and associated Y-o-Y changes Source: Rwanda
Statistics office, StratLink Africa estimates
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Political Outlook 2012-2013
Ethnicity remains an obstacle to a mature democracy in Rwanda as
evidenced by rising tensions resulting from suspicions amongst the
two main ethnic groups in the country.

Ethnicity remains an obstacle
to a mature democracy in
Rwanda.

Simmering Ethnicity and the DRC Problem
Rwanda is indirectly accused of supporting rebels fighting against
government troops in the eastern DRC.

Indirect accusations leveled
against some members of the
Rwandan military by the
Congolese government could
ignite serious conflict and
tarnish the image of the
Rwandan government in the
eyes of the international
community



Indirect accusations levelled against some individuals in the Rwandan
military by the Congolese government could ignite serious conflict
and tarnish the image of the Rwandan government in the eyes of the
international community.



In May 2012 the UN released report accusing Rwanda military
officials of recruiting Rwandan citizens to fight against DRC
government forces under the pretence that they were joining the
military.
Rwanda and the EAC
Rwanda, out of all EAC has had the most significant economic
development in recent years.
Long-term vision, good governance and economic growth have made
it attractive to foreign investors. Ecotourism has taken off, continues
to grow and remains an asset. Agricultural production has doubled
since 2007, improving food security.
Mining and mineral processing have been privatised and contribute
38% of export earnings. Industry and services are expanding,
providing off-farm jobs for the growing population. Development is
supported by increasing access to electricity, now at 10.5% and
rapidly expanding.
The Rwandan parliament has the highest percentage of women
standing at 60% in the world and over 95% of children are enrolled in
primary school. Six years after joining the East Africa Community,
Rwanda is contributing to development in the region.
Rwanda faces a number of challenges as it attempts to integrate into
the EAC, the main one in our assessment being weak industrial and
skills base as it recovers from the effects of the genocide.
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Economic ranking
Aggregate ranking on the ease of doing business based on indicator sets that measure and
benchmark regulations applying to domestic small to medium-size businesses through their life
cycle. Economies are ranked from 1 to 183 by the ease of doing business index (Note, a lower score
indicates greater ease of doing business). For each economy the index is calculated as the ranking
on the simple average of its percentile rankings on each of the 10 topics. The aggregate ranking on
the ease of doing business benchmarks each economy’s performance on the indicators against that
of all other economies in the doing Business sample.
HOW RWANDA RANKS AGAINST OTHER SELECTED ECONOMIES ON EASE OF
DOING BUSINESS
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Conclusion
Rwanda’s political atmosphere in our assessment, exhibits a high level of stability irrespective of the
opposition accusations levelled against the government, and cross border conflict threatening to
erupt with the DRC. We see no material threats of a political nature immediately or in the near
future owing to the government’s position on commitment to economic recovery and growth.
Rwanda has been relatively insulated from the events of the Eurozone evident from the lowest
inflation rates in the region during the crisis. With this resilience, growth is expected to remain high
in 2012 and inflation modest; risks from the global economy remain, especially as Rwanda depends
heavily on the Eurozone.
Monetary policy will be linked mainly to inflation and exchange rate volatility going forward, the
authorities will at the same time attempt to achieve healthy economic growth, indicating that
reduction in the policy rates will take place gradually to prevent shocks to the economy.
Seeing as Rwanda’s growth will mainly be driven by private consumption we expect growth sectors
to include: construction and services, financial services, manufacturing, and agriculture albeit with a
warning on the weather conditions and Eurozone recovery.
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UGANDA: ECONOMIC REVIEW AND ASSESSMENT
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Executive Summary
Our assessment is that Uganda’s real GDP growth will improve in 2012, owing to good prospects in
the oil sector subject to authorities’ ability to address major difficulties arising from infrastructure
problems particularly in the energy sector and to mitigate various risk factors.
We project inflation will drop progressively in 2012 and in 2013, on account of a global decline in oil
and food prices and to monetary tightening by the Bank of Uganda on the local front.
Lower revenue collections brought about by the slowdown in economic activity are likely to offset
any improvements in the fiscal balance. We are of the view that the current account deficit will
deteriorate in 2012 and 2013 on account of import growth acceleration and the effects of a global
economic slowdown on Ugandan exports.
Recent data indicates Uganda’s national unemployment rate at 3.2% while that of the youth stood at
22.3%, 19.1% higher than for the labor force as a whole. Youth unemployment and
underemployment trends in Uganda arise from a variety of factors, including the lack of employable
skills, limited access to financial and technical resources, the insufficiently vocation-oriented nature
of the education system and a burgeoning young population. Unless Uganda scales up efforts to
create jobs, the youth will be more involved in crime and armed conflicts.
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UGANDA GDP
CONTRIBUTION BY SECTOR
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Macroeconomic Outlook 2012-2013
Uganda is actively diversifying its exports base by foraying into
tobacco and other agricultural products.
Domestic oil
production as well as further discoveries and explorations will
continue to bode well for the Ugandan economy moving
forward. On the flip side however, a downturn in international
commodity prices and erratic weather pattern will affect
Uganda’s agricultural export driven economy.
Real GDP

industy

services

Figure 30: GDP composition by sector
Source: Uganda bureau of statistics,
StratLink Africa.

Domestic oil production as
well as further discoveries
and
explorations
will
continue to bode well for
the Ugandan economy
moving forward.

Demographic factors play a
major role In Uganda,
owing to the fact it has a
very young and fast
growing population and a
high birth rate, implies an
expansive consumer base
for the long term and a
lower dependency ratio all
contributing to growth in
GDP; though this comes
with pressure on the
government
to
create
employment.
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We assess Uganda will experience strong growth going forward
owing mainly to high government expenditure, private
consumption and future oil exports. Our estimate for real GDP
growth in Uganda for end 2012 stands at 6%, and 7.5% for the
longer term.
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Figure 31: GDP and associated Y-o-Y percentage changes Source: Uganda bureau of
statistics, StratLink Africa estimates

Demographic factors play a major role in Uganda attributable to
the fact that it has a very young, fast growing population and an
unrelenting birth rate, implies an expansive consumer base for
the long term and a lower dependency ratio, all contributing to
the growth in GDP. On the flip side, the population structure
will put strain on available infrastructure, and the economy will
have to expand quickly in order to take up the rapidly expanding
work force and cater for the burgeoning population.
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Base lending rate
The Bank of Uganda (BOU) maintained a tight hold on inflation
through the latter half of 2011 and into the first half of 2012
evidenced by the heightened base rate and the downward spiral
in inflation into single-digit territory for the period under
review.

YOY INFLATION VS BASE LENDING RATE
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… BOU will continue to ease
the base lending rate into
the second half of 2012 and
beyond, depending strictly
on the stability of the local
unit and a growth in prices
that is moderate.
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Figure 32: Average Y-o-Y percentage changes in inflation VS base lending average rates
Source: Uganda bureau of statistics, StratLink Africa estimates

In August, Bank of Uganda cut its benchmark interest rate by
200 basis points to 17.00% following a sharp decline in year-onyear inflation. We expect inflation will continue to decline, and
policymakers will continue to loosen monetary in the coming
months in an effort to spur greater economic activity. Note
however, that this is contingent on the stability of the Ugandan
shilling and a growth in prices that is within reasonable limits.
INFLATION VS BANK OF UGANDA POLICY RATE
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Figure 33: monthly changes in inflation comparing with the Bank of Uganda policy
rate, Source: Bank of Uganda, StratLink Africa Ltd.
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July 2012 inflation was
recorded at 14.3% year-onyear (y-o-y) attributable to
price reduction in food
crops of approximately
6.0%

Private consumption has been, and is set to drive Uganda’s
economy for the long to medium term, and will be supported by
declining inflation, improving purchasing power and easing
pressure on consumption growth. July inflation was recorded
at 14.3% year-on-year (y-o-y) attributable to price reduction in
food crops of approximately 6.0%. Our assessment points to a
continuation in this trend attributable to improved harvests.
UGANDA INFLATION RATE
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Private consumption has
been and is set to drive
Uganda’s
economy
…
further reinforced by the
declining base lending rate,
adding
impetus
to
household consumption.

Private consumption UGX Bn.

Demographics come into play and cannot be ignored in
assessing Uganda’s private consumption trend, as the country’s
burgeoning young population enters the work force.

2006A 2007A 2008A 2009A 2010A 2011A 2012E
GDP EXPENDITURE: Private final consumption, UGXbn nominal growth % y-o-y
GDP EXPENDITURE: Private final consumption, UGXbn (2005 prices)

Figure 34: Y-o-Y percentage changes in household consumption and associated Y-o-Y
percentage changes Source: Uganda bureau of statistics, StratLink Africa estimates

Government consumption is currently expansionary, a sizeable
chunk of which will go to capital expenditure owing to the
numerous infrastructure projects in the pipeline. Uganda’s last
budget indicated that the level of government spending over
the past fiscal year was low; our assessment indicates increasing
future spending as evidenced by the government’s
announcement that it will be spending approximately USD
100mn on military operations in Somalia in the next fiscal year.
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In our view, the increasing frequency of political protests,
coupled with Malaria, Ebola outbreaks, and the recent increased
allowances by Parliamentarians will increase pressure on
government expenditure in the short to medium term.
7.0
6.0
5.0
4.0
3.0
2.0
1.0
.0
-1.0
-2.0
-3.0
-4.0

2.0
1.8
1.6
1.4
1.2
1.0
.8
.6
.4
.2

government consumption (USD Bn.)

Y-o-Y Changes (%)

GOVERNMENT CONSUMPTION AND Y-O-Y CHANGES

Increasing frequency of
political protests, coupled
with Malaria and Ebola
outbreaks … will increase
government expenditure in
the short to medium term.
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Figure 35: public consumption and associated Y-o-Y percentage changes Source:
Uganda bureau of statistics, StratLink Africa estimates
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Balance of Payments
Global oil prices continue to impact negatively on Uganda’s
balance of payments, and our view for the short term is that the
deficit will continue to grow on account of oil imports forming a
large part of Uganda’s import bill.
The Ugandan shilling will continue to remain under pressure
especially as the BOU struggles to achieve the optimum
between stimulating growth and checking price levels on one
front while oil price volatility and dampened international
demand continue to pressure from the other end.

FOREIGN RESERVES:
IMPORT COVER,
MONTHS
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Erratic weather pattern and increasing political risk loom over
the stability of the Ugandan shilling seeing as the former affects
exports and the latter affects FDI and ultimately the balance of
payments situation which in our view will continue to
deteriorate over the coming months.
Bad publicity in the face of the recent Ebola outbreak has
resulted in massive tourism trip cancellations, further pressuring
the fragile balance of payments situation.
On the flip side, production of coffee, a key cash crop for the
Ugandan economy, is on the rise relative to recent quarters.
We strongly believe that inflation will continue in its downward
trend in the coming months as a result of the tight monetary
policy in place, it follows that the policy rate will decline in line
with inflation, there is however, a caveat with regards to the
potential volatility of the shilling especially with respect to the
policy makers’ stance on averting instability in the exchange
rate by hiking or maintaining a stranglehold on the policy rate.
FY 11/12 BALANCE OF PAYMENTS GOODS ACCOUNT
COMPOSITION EXCERPT (COFFEE AND NON COFFEE
COMPONENTS)
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Figure 36: Foreign reserves in months
of import cover Source: Bank of
Uganda.
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Figure 37: An excerpt from Uganda's Balance of payments goods account comparing
coffee and non-coffee components of exports Source: Uganda bureau statistics,
StratLink Africa Ltd.

www.stratlinkglobal.com

StratLink - Africa, Ltd
56

2,500
2,000
1,500
1,000
500

Aug-12

Jul-12

Jun-12

May-12

Apr-12

Feb-12

Mar-12

Jan-12

Dec-11

Nov-11

Oct-11

Sep-11

Aug-11

Jul-11

0
Jun-11

We opine that the Ugandan
shilling will strengthen in
coming months owing to
increased FDI from oil
exploration activities as well
as increases in non-coffee
exports
(cotton,
tea,
tobacco,
fish,
flowers,
cement and base minerals)
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Figure 38: Ugandan Shillings per US Dollar exchange rate Source: Bank of Uganda,
StratLink Africa Ltd.

Foreign investment
Analyst’s note: foreign
investors should opt into
industries with links to
household
consumption.
Investment in the fixed
income segment is also ripe,
on account of the relatively
elevated interest rates in
Uganda
Vis-à-vis
the
developed world.

Uganda does not host any free trade zones but is in the process
of establishing Export Processing zones (EPZs).
The country has good growth prospects and friendly
government policy towards foreign investment indicating a
conducive environment for investment and more so to coincide
with the increasing purchasing power currently available in
household consumption, our view is that foreign investment will
continue growing into the long term albeit with a cautionary
note on the political situation particularly with respect to
growing National Resistance Movement (NRM) resentment, and
the situation in the North with the (Lord’s resistance Army) LRA.
We are of the opinion that that the time is ripe for foreign
investors to opt into industries with links to household
consumption. Investment in the fixed income segment is also
ripe, on account of the relatively elevated interest rates in
Uganda Vis-à-vis the developed world, making Uganda and
several other Sub Saharan Africa viable for yield hunters.
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Political Outlook 2012-2013
…resentment
towards
President
Yoweri
Museveni’s lengthy rule…
reprisal attacks in the
Congo and Central African
Republic from the Lord’s
Resistance Army … continue
to pose serious risks to the
Uganda’s
political
atmosphere.

Rising political tensions within and around Kampala stemming
from increasing resentment towards President Yoweri
Museveni’s lengthy rule, coupled with reprisal attacks in the
Congo and Central African Republic from the Lord’s Resistance
Army (LRA) following successful campaigns by the Ugandan
military and the DRC continue to pose serious risks to the
Uganda’s political atmosphere.

The National Resistance Movement
The ruling NRM and President Yoweri Museveni continue to
impede multi-party democracy in Uganda.
NRM dominance in Uganda has been the source of resentment
from the growing opposition owing to:


The promotion to the rank of Brigadier General of
Muhoozi Kainerugaba, the son of Uganda's President,
raising speculation that the president is grooming his
son for succession.



The declaration of the opposition Movement action for
change illegal by the Government.



Increasing clashes between opposition supporters and
the authorities.

The Ugandan situation has not reached critical levels yet, but we
believe that the government will have to make more earnest
efforts to address longstanding concerns if it is to keep the
situation from deteriorating.

Uganda
remains
at
relatively lower risk of
attacks from Al Shabaab
when compared to Kenya,
but remains a target
nonetheless.

That said finding a suitable successor to President Yoweri
Museveni, creating employment for its youthful population
remain the major challenges facing Uganda. Failure to resolve
these matters poses significant political risk to the economy
going forward.

Terrorism
Uganda also experiences the thorn that is Al Shabaab;
evidenced by the 11th July, 2010 twin bomb attacks that killed
74 people in Kampala, claimed by the extremist group.
The group cites reprisal for the posting of peace keeping troops
in Somalia by Uganda and Burundi, and warned of pending
attacks if the troops remain embedded in the peace mission.
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Economic ranking
Aggregate ranking on the ease of doing business based on indicator sets that measure and
benchmark regulations applying to domestic small to medium-size businesses through their life
cycle. Economies are ranked from 1 to 183 by the ease of doing business index (Note, a lower score
indicates greater ease of doing business). For each economy the index is calculated as the ranking
on the simple average of its percentile rankings on each of the 10 topics. The aggregate ranking on
the ease of doing business benchmarks each economy’s performance on the indicators against that
of all other economies in the doing Business sample.
HOW UGANDA AND OTHER SELECTED ECONOMIES RANK ON EASE OF DOING
BUSINESS 2012
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Figure 39: World Bank Ranking on the ease of doing business 2012 Source: World Bank
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Conclusion
Our stand point on Uganda remains as follows: Government expenditure, private consumption as
well as foreign direct investment will drive the economy currently, as the effects of oil wealth begin
to trickle and flow meaningfully in about two years’ time. These views are supported by the
expected monetary policy pattern of decrease in coming periods, as the government consumes large
amounts of borrowing coming its way as a result of the current tightening monetary cycle.
Current account deficit is also expected to worsen especially as volatility in international oil prices
threatens, and possible delays in exploration of oil reserves.
Erratic weather pattern also poses a serious risk to economic growth, but has an upside as well;
unexpectedly good weather may bring with it a surplus.
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