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Editorial 
 
Perhaps it can be said that marginalization is better than globalization for Africa 

during this time of global crisis. Economists, governments and businesses are 

also trying to ascertain the impact of the crisis on the growth prospects of African 

economies. The withdrawal of portfolio capital, cutting of foreign aid and drying 

up of foreign direct investment will undoubtedly knock Africaôs growth prospects 

and set back development targets over the medium term. Going forward, 

demand for commodities mined in Africa will certainly be cut drastically in OECD 

economies, but there is hope that buoyant growth - albeit subdued to an extent - 

in some emerging markets will offset the revenue loss from commodities exports 

to the developed world. 

 

A question I heard at an emerging markets conference recently was ñWill China 

rescue the global economy?ò Chinaôs growth bottomed in the first quarter of this 

year at an official 6.1%. But with massive stimulus spend enabled by massive 

domestic liquidity and orchestrated by its state-owned banking sector, Chinaôs 

growth prospects appear very positive. Itsô growth is ñcounter cyclicalò, 

swimming upstream if you will in a global economy that is shrinking, not growing. 

Domestic investment and consumer spending is compensating for export losses.  

 

Chinaôs Keynesian-style recovery is good news for Africa. Preliminary evaluation 

of recent trade data indicates that Chinaôs demand for African commodity 

exports has robustly picked up in the second quarter of 2009. The ñNew 

Couplingò argument I have made in the past of Chinese and Africa growth 

becoming linked, seems to be gaining traction.  

 

 

 

 

Dr Martyn J. Davies 

Executive Director, Centre for Chinese Studies 
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ñThe DRC may still be 

plagued by disease and 

absolute poverty and in the 

Eastern parts ravaged by 

war, but its mining sector is 

booming.ò 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Commentary 
 

 
Tracing the Effects of the Global Financial Crisis  
on Sub-Saharan Africa 
 
 

By Ms. Yvonne Mhango and Mr. Jeremy Stevens 

Economists for Standard Bank Group 

 

The interconnectedness of the worldôs economies implies that the global economic 

meltdown impacted Sub-Saharan Africa (SSA) through four main channels: trade, 

capital inflows, remittances and foreign aid. The advanced worldôs recession 

depressed global demand for manufactured goods from Asia, and in turn Asiaôs 

appetite for SSAôs commodities, to produce manufactured exports, declined. 

Commodity-dependent SSA thus witnessed a sharp drop in demand for energy 

commodities, including oil, coal and natural gas, and metals and minerals. The 

global credit squeeze also constrained trade financing, which exacerbated the 

demand slump and led to a collapse in commodity prices. 

 

The external sectors of SSA economies were the first to experience the effects of 

the global recession and these were manifested by the sharp depreciation of local 

currencies. A combination of depressed commodity prices and low demand 

significantly reduced export earnings. For countries with undiversified exports, such 

as SSAôs oil exporters, their export revenue dropped, thus slowing the accumulation 

of foreign exchange reserves, which was reflected in declining months of import 

cover of goods and services. A decrease in the foreign exchange reserves required 

to purchase imports implied that the value of SSAôs currencies fell against the US 

dollar. A moderation in remittances from financially distressed diaspora households 

in the West and moderating aid from overstretched first world governments further 

reduced foreign exchange inflows into the current account. 

 

In addition to declining export revenues, capital inflows, particularly foreign direct 

investment (FDI) and portfolio inflows, have slowed on the back of the global credit 

crunch. The lure of higher yields and returns has not been as enticing during this 

season of high risk aversion. A widening current account deficit coupled with 

declining inflows into the capital and financial account implies that several SSA 

countriesô balance of payments positions are dire. 

 

The real economies of SSA countries have been impacted by a significant reduction 

in activity in the extractive industries and related sectors. Mineworkers in mines in 
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lowest consumer of most 

products and services of all 

developing regions.ò  
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ñFor some of the worldôs 

economies, the ramifications 

of the meltdown have been 

disproportionately more 
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Zambia and the Democratic Republic of Congo have been retrenched by mining 

companies struggling to cover their costs with subdued prices. Household 

consumption in SSA countries has thus been dampened by the loss of income. 

Fixed investment has also slowed on the back of lower FDI inflows and limited 

financing options for the government development budget. Government 

consumption expenditure has been curbed by softening fiscal revenue, and trade 

has moderated owing to the global demand slump. The growth in SSA 

economies gross domestic products (GDPs) has thus slowed significantly in 

2009 to a projected 1.7%, from an average of 6% in the period 2005 to 2008. 

 

For some of the worldôs economies, the ramifications of the meltdown have been 

disproportionately more severe than for others. To illustrate, the emerging 

markets, with China at the fore, are the only economies in the world that are 

expected to grow as a collective in 2009, while the rest of the world is mired in 

recession. Sub-Saharan Africa is also one of the few regions that is expected to 

record positive growth in 2009 at 1.7%, albeit a big step down from an average 

of 6% from 2005 to 2008. The destruction is a function of underlying economic 

fundamentals, the ability to extend counter-cyclical monetary and fiscal policy 

responses and the extent to which household and business confidence has been 

violated.  

 

China has been less harmed than most. Chinaôs government has maintained a 

low level of public debt of around 20% of GDP. Chinaôs household and corporate 

balance sheets are relatively robust. Perhaps most importantly, Chinaôs 

government has the fiscal space to partake in counter-cyclical fiscal policy 

support, estimated to be around US$242 billion in 2009 and US$292 billion in 

2010. On the monetary policy front, China has reduced the benchmark interest 

rate on five occasions since late 2008 and reduced the capital reserve 

requirements. These policy changes have manifested in an acceleration of bank 

loans by an average of US$1 trillion per month since January.   

 

Today, China is more exposed to international demand than ever before, with 

goodsô exports measured as a per cent of GDP increasing from 12% in 1990 to 

35% in 2007. Worryingly, the US, EU and Japan, lying at the heart of the global 

economic crisis, constitute 47% of Chinaôs total export destinations. The 

confluence of the negative external forces translated into a relatively sluggish Q1 

2009 GDP growth rate of 6.1% y/y in China (markedly lower than the 2005-2008 

average of 10.6% y/y). Promisingly, latest industrial production and Purchasing 

Managers Index (PMI) figures indicate that Chinaôs cyclical slowdown is likely to 
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have bottomed out in Q1 2009. On the back of this and other similarly positive 

news flow, the International Monetary Fund (IMF) recently upgraded Chinaôs 2009 

GDP growth outlook from 6.5% to 7.2%.  

 

China will emerge quicker from the global financial crisis than the worldôs advanced 

economies and will be able to expand its global strategy to acquire assets and 

increase the international footprint of its state-owned and private enterprises. 

Despite the economic slowdown in China, and to a greater extent Africa, the 

Chinese mainland still needs both hard and soft commodities to fuel its ever-

accelerating economic metabolism. (For instance, China imported 178 million 

barrels of crude oil in 2008, which accounts for half of its oil consumption.). Africaôs 

internal economic and political circumstances marry neatly with Chinaôs attempt to 

diversify and internationalise through the outstretched tentacles of state-owned 

enterprises (SOEs), ushering in greater participation from private sector players 

while leveraging a growing Chinese diaspora on the continent.  

 

For one thing, the policy response of China to the underlying growth shock has a 

large infrastructure-based component. For instance, as a per cent of the total 

stimulus, public housing projects (10%), rural infrastructure (9.3%), transport 

infrastructure (37.5%) and earthquake reconstruction (25%) make up around 

US$400 billion of the plan. Hence, the stimulus package will bolster demand for 

Africaôs commodities. Therefore, demand for Africaôs traditional exports to China 

will not be reversed as a result of the financial crisis and global recession.  

 

Africaôs infrastructure deficit offers Chinese enterprises an opportunity to leverage 

their competitive advantage. Chinese construction companies are competitive 

owing to ample low-cost, but skilled, Chinese labour, often augmented by cheap 

inputs from China. In the long run, improving Africaôs physical infrastructure, such 

as roads, ports and railways, complements Chinese ventures by enhancing the 

export efficiency of Chinese enterprises operating in Africa. 

 

Chinaôs large pool of capital and desire to diversify its international assets will stand 

its SOEs in good stead, even to increase investments in Africa. At the Forum on 

China Africa Cooperation (FOCAC) summit in 2006 Chinese president, Hu Jintao, 

launched the China Africa Development (CAD) Fund, pledging US$5 billion to the 

fund to assist Chinese firms in expanding their operations across the African 

continent. This year US$2 billion has been made available. In all likelihood, this 

commitment will anchor Chinese investment in Africa in 2009.  
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Chinaôs policymakers are acutely aware of the unparalleled domestic importance of 

the democratisation of economic opportunities. To this end, the labour market plays 

a critical role. Currently, an estimated nine million urban citizens are unemployed. 

Africa offers Chinese policymakers an opportunity to offshore some of the 

responsibility of employment creation (and wealth generation). Already in 2008, the 

Angolan embassy alone extended approximately 45 000 individual visas to Chinese 

citizens.  

 

Another key driver is Chinaôs desire to open up African consumer markets to its 

expansionist enterprises. Chinaôs exports have grown at above 20% per annum 

since 1994, which is clearly important to its economic growth calculus. Given the 

shrinking of global aggregate demand, African markets have become increasingly 

relevant to Chinese production. Chinaôs return to global economic and political 

dominance has coincided with, and in many ways assisted, the ongoing 

development and modernisation of Africaôs nascent markets.  

 

Typically Africa imports Chinese manufacturing goods, industrial equipment, textiles, 

footwear and clothing, electronic products and a host of consumer goods. On 

aggregate, Africa is the lowest consumer of most products and services of all 

developing regions. Therefore, Chinese low-cost, but decent quality, goods are in 

demand in Africa and, through a network of foreign trading posts in both rural and 

urban Africa, Africa offers a suitable pressure valve.  

 

In summary, remember, Chinaôs activities in Africa reflect a long-term strategy and 

the cyclical adjustments in the global economic growth cycle are unlikely to alter the 

direction of this engagement. Chinaôs expansive engagements with Africa have 

rejuvenated expectations across Africa, but, for the lofty ambitions of two-way China-

Africa prosperity to be achieved, Africa needs to package its growing markets, 

relatively sound economic growth prognosis and abundance of natural resources in 

an attractive framework. And this framework must be underscored by political 

stability.  

 

 

 

ò The advanced worldôs 

recession depressed global 

demand for manufactured 

goods from Asia, and in turn 

Asiaôs appetite for SSAôs 

commodities, to produce 

manufactured exports, 

declined.ò 
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Policy Watch 

 
China: Steaming Forward in Africa 

 
 

          by Dr. Deborah Bräutigam 

                               Associate Professor at the School of International Service,  

American University, Washington DC. 

 

How has the global economic crisis affected Chinese engagement in Africa? A 

widely read article in The New York Times with the title ñAs Chinese Investment in 

Africa Drops, Hope Sinks,ò shaped many peoplesô perceptions that Chinaôs grand 

plans for a new economic partnership with the African continent were sinking fast. 

The NYT reporter was writing from Conakry, Guinea, where a recent coup and 

political instability had put everyoneôs plans on hold, not just those of the Chinese. 

But does the evidence elsewhere back this pessimism?  

 

The economic crisis could affect Chinese engagement across three areas: aid, trade, 

and investment. In February this year, Chinese Assistant Foreign Minister Zhai Zun 

repeated Chinaôs commitment to double aid between 2006 and 2009. On the other 

hand, according to Mark George, a Beijing-based analyst, the first few months of 

trade figures show significant declines from levels prevailing in 2008, the year when 

Sino-African trade reached US$108 billion. Investment figures have not been 

released. However, across the continent, there are cases of continued 

countercyclical interest in African business by Chinese banks and firms, as well as 

deals that have slowed because of the crisis.  

 

Three areas stand out. First, Chinese industries facing increased competition at 

home due to market slowdowns in China are looking hard for new markets. Some 

are setting up factories in Egypt, Ethiopia, Nigeria, and other countries, both to 

supply those markets and to export to the region and beyond. Second, Chinese 

natural resource companies are expanding in a counter-cyclical fashion, using 

Chinaôs still massive foreign reserves to buy up assets at bargain prices from 

companies unable to wait out todayôs lower prices. Third, Chinese banks continue to 

team up with Chinese construction companies to finance and build infrastructure 

projects.  

 

Energy projects for the power-hungry African continent are a central feature of this 

interest. Take Botswana, for example. In June this year, Chinaôs largest bank, the 

Industrial and Commercial Bank of China (ICBC) and South Africaôs Standard Bank 

ñAcross the continent, there 

are cases of continued 

countercyclical interest in 

African business by Chinese 

banks and firms, as well as 

deals that have slowed 

because of the crisis.ò 
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signed an agreement to co-finance just over half of Botswanaôs US$1.6 billion 

Morupule B coal-fired power station expansion project. Chinese co-financing is likely 

in a second mega-project being developed by Canadian-listed CIC Energy: the 

US$3-billion Mmamabula coal-fired power station in Botswana. CIC Energy has 

already signed an engineering, procurement and construction contract with 

Shanghai Electric Power Generation Group. Power from Botswanaôs ample reserves 

of coal will find a ready market in South Africa, where shortages have recently led to 

power cuts. These co-financing examples are signs of the increasing maturity of 

Chinese banks as global players. 

 

Chinese interest remains strong in mining. Although many small, private companies 

owned by ethnic Chinese closed their doors in places like the DRC when prices fell 

in the global recession, larger, well-capitalized companies are holding firm, and even 

expanding. For example, Chinese copper companies in Zambia have increased their 

investments. At least one other large project has also been signed since the global 

financial crisis began. In January this year, the Liberian government announced a 

contract with a Hong Kong company, China Union, for a US$2.6 billion project to 

develop the dormant Bong iron ore mines. However, details on the financing for the 

project have not been released, casting some doubt on the projectôs viability.  

 

The Chinese companies behind Sicomines, a US$3 billion copper and cobalt mining 

joint venture in the Democratic Republic of Congo (DRC) where the Congolese will 

hold 32% of the shares, have shown every intention of going forward. Another in a 

series of package deals brokered by China Eximbank, some of the output of the 

mining venture, estimated to be worth up to US$50 billion, is slated to repay the 

US$3 billion investment loan, and at least one, and possibly two, US$3 billion 

commercial rate loans from China Eximbank that will finance Chinese companies to 

build roads, hospitals, railways and schools in the war-ravaged country.  

 

The International Monetary Fund and several of the DRCôs creditors oppose the 

package as risky, believing that low commodity prices or unexpected difficulties with 

extracting the ores could impair the ability of the venture to repay the infrastructure 

loan, forcing the DRC to borrow to repay the Chinese. An underlying issue is the 

structure of the loan, which gives the China Eximbank first claim to the export 

resources generated by the mining venture. Traditionally, countries that borrow from 

the IMF and the World Bank agree to make them preferred creditors with a priority 

claim to any foreign exchange generated by the countryôs exports. A final geological 

study of the project commissioned by Sicomines was slated to be concluded by the 

end of 2009, but the Chinese construction companies have already begun work on 

the first installment of infrastructure projects. Reports from Zimbabwe suggest that a 

large, resource-backed Eximbank line of credit is being negotiated for that country as 

well.   
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ñChinese interest in using the 

global crisis as a 

countercyclical opportunity 

remains high.ò 

Dr Deborah Brautigam is 

Associate Professor at the 

American Universityôs School 

of International Service, 

Washington DC. 
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On the other hand, the financial crisis has affected some of the other large 

infrastructure projects often mentioned in the media. A case in point is the $8.3 

billion Lagos-Kano railway construction contract awarded to China Civil Engineering 

Construction Corporation (CCECC) by the Nigerian government, in 2006. The 

contract was suspended in late 2008 after CCECC had begun work. Low oil prices 

caused by the global recession cast doubt on the Nigerian governmentôs ability to 

finance the project out of its oil windfall account. A newly elected government also 

took issue with the non-transparent award of the contract by the previous 

government. A US$2 billion line of credit from China Eximbank for infrastructure 

projects in Nigeria -- some of which was expected to be used for this project -- 

expired without being used.  

Chinese banks have access to the countryôs still-ample foreign currency reserves. 

This gives them a comparative advantage in providing low-cost financing during the 

global financial crisis when many of the other global banks are under stress. 

Peopleôs Daily reported that ICBC, which owns 20% of Standard Bank, now is 

working with Standard Bank on more than 60 projects in Africa. China Development 

Bank has also increased its exposure in Africa, and is reportedly close to concluding 

a US$1 billion loan to Angola, which may finance agriculture projects. Chinese banks 

continue to scrutinize proposed projects with a close eye to their repayment 

capacity. Still, Chinese interest in using the global crisis as a countercyclical 

opportunity remains high. 
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Business Briefs 

The Business Briefs section summarises key events regarding Chinaôs economy during the month of June 

 
PetroChina Matches Exxon as Most Valuable 
Company  
PetroChina Co. briefly overtook Exxon Mobil Corp. as 
the worldôs most valuable company after Chinaôs 
stimulus plan caused a surge in the nationôs stocks this 
year. State-controlled PetroChinaôs Shanghai-traded 
shares rose as much as 3% to US$1.90 today for a 
market value exceeding US$ 336 billion, surpassing 
Exxonôs US$ 
335.9 billion as 
of the end of 
May. The gain 
came as Chinaôs 
largest oil 
producer agreed 
to pay as much 
as US$ 2.2 
billion to buy 
Singapore 
Petroleum Co.  
 
Chinese Manufacturing Grows, Adding to 
Recovery Signs  
Chinaôs manufacturing expanded for a third month, 
driving stocks to the biggest gain since March and 
adding to evidence that the economy is recovering.  A 
surge in lending and investment and rising retail sales 
have spurred confidence that Premier Wen Jiabaoôs 
US$ 586 billion stimulus package is reviving growth in 
the worldôs third-biggest economy.  
 
One fifth of 
China's energy 
to come from 
renewables by 
2020  
A senior Chinese 
official has said 
China wants to 
produce one-fifth 
of its energy 
needs from 
renewable sources by 2020, a significant increase on 
the current target. "We are now formulating a plan for 
development of renewable energy. We can be sure we 
will exceed the 15% target. We will at least reach 18%. 
Personally I think we could reach the target of having 
renewables provide 20 per cent of total energy 
consumption," he added. 
 
 
 
 
 

China & Japan to team up on development 
projects 
Japan and China will jointly provide financial support 
for development projects in poorer Asian countries in 
what will be the first such tie-up between the regional 
giants, a recent report indicates. It would be the first 
arrangement between Japan and China under which 
they jointly provide development assistance to third 
countries. By combining Japan's advanced 
technologies and expertise with China's labour power, 
the two countries are seeking to underpin economic 
expansion in developing nations in the region, the 
reports indicated.  
 
GM to Sell Hummer to Chinese Company 
Hummer, the most potent symbol of General Motors' 
commitment to giant gas-guzzling SUVs, will 
apparently survive the company's bankruptcy filing. 
GM has a deal to sell the SUV brand to China's 

Sichuan Tengzhong 
Heavy Industrial 
Machinery, the 
companies said on 
June 2. Sichuan 

Tengzhong 
specializes in 
building heavy-duty 
construction trucks 
in China.  
 

China-Pakistan railway station makes India see red 
Pakistan has hired a Chinese company to build a 
railway station on no man's land near the Indian border 
at Barmer. The railway station of the Munabao-
Khokhrapar rail link on which the Thar Express 
crosses the India-Pak border is one of the signs of 
friendship between the two countries. But the 
makeshift railway station on Pakistani side could 
become a permanent security threat to India. 
 
Chinaôs Exports in Record Fall after Global 
Demand dries up  
Chinaôs exports fell by a record as the global recession 
cut demand for goods produced by the worldôs third-
largest economy. Overseas sales dropped 26.4% in 
May from a year earlier, the customs bureau said in a 
statement on its Web site recently. That compares with 
the median estimate for a decline of 23% in a 
Bloomberg News survey of 15 economists, and a 
22.6% contraction in April.  China, the worldôs second-
biggest exporter, has cut taxes, boosted lending and 
pledged to keep its currency stable to sustain overseas 
sales amid the worst global slump since the Great  
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