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the Treasury is considering infrastructure investment of up
to 3.2 trillion rand (roughly US $390 billion). Fiscal and
financing constraints will likely result in more moderate
spending, but South Africa’s infrastructure drive could spell
significant commercial opportunities nonetheless.

The majority of currently budgeted spending will
go towards energy and transport infrastructure. The
bulk of these initiatives will be led by state-owned
enterprises(SOEs), but opportunities exist for private-sector
players, including in the energy, construction machinery
and oil and gas-related infrastructure (such as refineries).
While state-owned power utility Eskom has embarked on
a 20-year investment plan, logistics parastatal Transnet’s
300 billion rand capital expenditure program focuses on
expanding rail, port and pipeline infrastructure. The aim is
to position South Africa as a key global exporter (e.g. for
thermal coal, iron ore, and manganese) and logistics hub
for sub-Saharan Africa, as well as moving some general
freight, predominantly transported by road, back on to rail.
Investment will focus on strategic corridors (e.g. Durban,
Saldanha, Cape Town, the South Corridor incorporating
Port Elizabeth, Ngqura, and East London, Richards Bay,
and the Waterberg), including port improvements and
expansions.

The dominant role of state-owned enterprises poses
some execution risks. Of necessity, government and SOEs
will be forced to rely on private-sector participation,
particularly for the execution of infrastructure projects,
but relationships with the private sector are traditionally
fraught and state entities are extremely reluctant to cede
ground. Transnet, which dominates various aspects of South
Africa’s transport sector, including freight and passenger
transport, ports, and pipelines, has experienced problems
with governance, including tender irregularities and the
execution and financing of its investments. Transnet’s
investment program offers opportunities for private
contractors, particularly in regards to cargo, rail, and ports
infrastructure. But the government’s ambiguous stance
towards public-private partnerships and increased focus on
procurement from black economic empowerment (BEE)

partners pose some obstacles.
2. Zambia

Zambia’s 2011 presidential elections represented the

second peaceful transfer of power since the country’s

independence from Britain in 1964. The winner, Patriotic

Front (PF) candidate Michael Sata’s populist, union-backed
campaign platform worried investors but so far Sata has
been a pragmatic, though somewhat autocratic, leader. He
doubled copper royalties, cracked down on corporate tax
evasion and supported union wage increases, but overall
the investment climate remains fairly attractive relative
to peer countries in Africa. The president has abandoned
his anti-Chinese rhetoric and welcomed foreign investors
as essential partners in the country’s continued growth,
whether in mining or other promising sectors such as
agriculture, construction and tourism. That said, Sata’s
perceived targeting of the former ruling party in his anti-
corruption campaign, occasional interference in the
judiciary, and impulsive decision-making has reignited
concerns over his autocratic style.

In March, the Registrar of Societies deregistered
the former ruling party, the Movement for Multi-Party
Democracy (MMD) for alleged non-payment of fees.
While the Court’s final decision to rescind the suspension
has allowed the MMD to regain full legal status, President
Sata’s endorsement of this action served to further worry
international markets, already on edge due to proposed
mining and banking regulatory reforms. Fitch recently
downgraded the country’s outlook to negative over
concerns about the direction of economic and political
reform, but this assessment was premature in our view. The
ruling PF performed well in July by-elections, indicating
healthy public approval of the administration thus far.

The country’s infrastructure deficit, particularly
in power has become a hindrance to Zambia’s growth
trajectory, including in the mining sector. Zambia ZESCO
Limited, the state-owned power producer, highlighted
that mining peak demand for electricity has risen to 1,500
Megawatts (MW) from 1,100 MW, with an expected
growth rate of 100 MW annually going forward. Power
shortages will become an increasing risk unless substantial
investment is made in increased generation capacity, such
as Sinohydro’s planned US $1 billion Kafue Gorge dam
in partnership with ZESCO and the World Bank. The Sata
administration has announced that it will gradually raise
the electricity tariffs it charges mining firms including,
Barrick Gold, Glencore, China Non-Ferrous Metals and
Vale, with the goal that by 2015 prices reflect the true cost
of producing power. These miners are willing to accept the
additional costs as long as power is guaranteed for their

ambitious capital expansion plans. The privately-managed




Copperbelt Energy Corporation, which distributes power to
the mines, has a strong track record and is well-respected
by its corporate partners and clients.

The recent downward trend in copper prices will
increase the importance of smart policy-making and
diversification. Perceptions of rising policy risk in
the mining and banking sectors could complicate the
government’s plan to raise US $500 million in a debut
Eurobond, primarily for infrastructure development. In
addition, the strong growth in imports due to increased
government spending under President Sata and capital-
intensive inputs for the mining sector, has exceeded the
value of copper exports in recent months, which has
significantly reduced the trade surplus. President Sata is a
polarizing figure with some autocratic leanings, but foreign
investment continues to rise as he embarks on his second

year of his four-year term.
3. Angola

Angola’s president, José Eduardo dos Santos, and
his ruling party, Movimento Popular de Libertacdo de
Angola (MPLA), have an absolute monopoly on politics,
with 191 out of 220 seats in the National Assembly. Dos
Santos is the epicenter of a wide patronage network, and
he adroitly manages interests within the party and in
the country’s key growth sectors such as oil, real estate,
mining and petrochemicals. The country’s recently revised
constitution further condensed his grip on power by
creating a presidential-parliamentary system, under which
the president is now the head of the party that receives the
most votes in parliament. Despite the fact that a two, five-
year term limit has been established, the rule will not be
applied ex post, allowing the 70-year old dos Santos to
remain president if he wishes until 2022.

Nevertheless, dos Santos has hinted that he may step
down during his next term and may look to Manuel Vicente
- the former head of the country’s national oil company,
Sonangol - to be the country’s next president. Dos Santos’
strong support for Vicente as the next vice president has
divided the MPLA, as many believe Vicente is more of a
businessman rather than a politician with deep roots in the
party. In a culture that privileges military service and long-
standing party leadership, Vicente’s special relationship

with dos Santos is an affront to many party elites who

believe that the successor should be a veteran of the long-
fought civil war (which ended in 2002), rather than a

billionaire who never served in the military. Still, there is
not enough momentum within the MPLA to challenge dos
Santos’ vision or to force him out, and it is likely that even
if dos Santos does step down, he will be calling the shots
behind the scenes.

Despite dos Santos’ hegemony on the national scene,
there are two vectors of opposition politics that will
continue to be a thorn in the side of the MPLA. First,
a group of protestors inspired by the Arab Spring have
organized public demonstrations through Internet social
media to unearth the deep layers of corruption in society.
This group has been met with a heavy hand by the country’s
well-financed internal security, and will likely face
challenges organizing in to a broader, more formal political
movement. Second, the long-running separatist movement
in oil-rich Cabinda led by a group called FLEC (Front for
the Liberation of the Enclave of Cabinda) no longer poses
an acute security risk for oil and infrastructure companies
in the region but can mobilize local resentment against the
ruling MPLA and its corporate allies.

Overall, the Angolan government remains open to
foreign investment, but the extent varies according to
sector. Within the oil and gas sectors, Angola, which
produces 1.8 million barrels per day (nearly as much as
Nigeria), is looking to increase local participation in the
sector through the development of an indigenous financial
sector. Foreign oil companies looking to do business in
Angola are required to use local banks for all of their
financial dealings. All services and equipment used for
work, such as wages, exploration, production costs, etc,
have to be paid through local banks. Further, a number of
small, local, and politically well-connected oil companies,
including Somoil, Falcon Oil, Nazaki Oil & Gas, and Alper
oil, now hold minority ownership in some offshore blocks.
Incoming investors typically need to partner with such
local players and established multinationals that already
operate in the country. Outside of hydrocarbons, Angola
has fewer restrictions on investment in other sectors, and is
looking to encourage foreign investment in electricity with
fiscal incentives. Infrastructure deficits have constrained
Angola’s goal to export power, and the country is looking
to foreign partners to expand its hydroelectric production
and transmission to South Africa. Chinese companies are
especially active in power, rail and port construction (mostly
financed by the China Import Export Bank and paid off in

Angolan crude exports), but the dos Santos administration










a common SADC Central Bank in 2016; and a regional
currency in 2018. Already the launch of the Customs
Union, which was supposed to take place in 2010, has been
postponed, with the bloc citing the need for further studies
on the impact of integration on the economies of the SADC
countries.’ Nevertheless, the heads of state have reaffirmed
their commitment to the Customs Union. On the other
hand, SADC’s poor track record regarding the enforcement
of the (so far) more than 20 protocols on different subjects
casts serious doubt whether their commitment goes beyond
lip service. Thus, it is highly doubtful that current efforts at
concluding a Customs Union would be completed anytime

soomn.

Quite a few key challenges exist to the attainment of

regional economic integration in SADC:

» Unwillingness of member states to cede the necessary
power and authority to regional institutions such as
the SADC secretariat so they can drive the integration
agenda as well as monitor progress and enforce
commitments.

» Lack of political will and commitment to regional
initiatives from member states. This is particularly
manifested in failure of the member states to align
national policies and priorities to regional objectives.

» Low levels of intra-regional trade among the SADC
member states, mostly due to lack of product
complementarity. The SADC industries are weak, the
economies are small and unstable, and the production
structures unsuitable for trade diversification,
particularly when coupled with the problem of
poor infrastructure, which means there are no trade
linkages among the countries. Trade liberalisation in
this context is therefore rendered moot.

+ Different levels of economic development have
resulted in member states applying the principle of
asymmetry whereby they liberalise trade at different
levels depending on their level of development. This
means that a country like South Africa opened up its

trade faster than all the other countries in the region

5 ‘Leaders of SADC postpone launch of customs union.” http://
allafrica.com/stories/201008180923 html .

6 J B Cronje. ‘Implementation of SADC protocols,” http://www.
tralac.org/cgi-bin/giga.cgi?cmd=cause_dir_news_item&cause_
1d=1694&news_1d=91436&cat_1d=1027.

while the lesser developed countries opened up their
trade later than South Africa. This is designed to
mitigate the effect of trade liberalisation on the lesser-
developed members.

» Trade facilitation challenges. Even if trade
diversification is achieved and the scope of intra-
regional trade is increased, it needs to be accompanied
by a transformation of customs procedures and a
smooth movement of goods across SADC countries.

» Lack of financial and human resources in support for
regional integration initiatives.

* Overlapping membership of regional economic
integration initiatives. SADC member states are also
involved in other regional integration initiatives in
East and Southern Africa such as with the Common
Market of East and Southern Africa (COMESA), the
Southern African Customs Union (SACU), and the
East African Community (EAC).” These regional
groupings are also pursuing their own economic
integration agenda and, for the SADC countries
that have memberships in these other groupings,
this creates uncertainties and inconsistencies in the

application of Trade Protocol provisions.

It should be noted that SADC also encompasses the
Southern African Customs Union (SACU), which is a
Customs Union comprised of South Africa, Botswana,
Lesotho, Namibia and Swaziland, all of whom are members
of SADC. It is therefore easy to discuss SACU within the
context of SADC, but SACU is unique by virtue of its
common revenue pool,® Common Monetary Area,” and

common external tariff. SACU is the oldest Customs Union

7 There 1s, however, as will be discussed below, an initiative in place
to deal with the overlapping memberships.

8 All customs proceeds are consolidated, and then shared among the
countries through a predetermined formula.

9 The Common Monetary Area is a monetary union which includes
South Africa, Namibia, Swaziland and Lesotho and works, at least
as regards South Africa, Namibia and Lesotho, as a currency board,
with South Africa’s Reserve Bank having final word on monetary
policy for the CMA. The three small members of the CMA have
in circulation their own legal national currencies that are legal
tender within their borders only, and the South African Rand which
is legal tender across all CMA countries except Swaziland. As
usual in a currency board, Namibia and Lesotho have to back their
national currencies with rand assets. Swaziland, in turn, maintains
its currency pegged to the rand 1:1 (as the other countries as well)
without such a backing mechanism.




in the world, having been established in 1910, and the most
advanced trade agreement on the African continent. SACU
has achieved the free movement of goods across its borders,
although there remain a few bottlenecks. In relation to
SADC, SACU is a very significant factor in the future
depth of regional integration in SADC, and there is a view
that SACU could be used as a vehicle for deeper integration
in SADC as SADC seeks to enter into a Customs Union.
In any case, South Africa may have lost its appetite for
the pursuance of further integration in SACU, preferring
to earmark it for an anchor role for deeper integration in
SADC, clearly foreseeing the integration of new members

into the customs union under the SADC banner.”

3. Regional integration and infrastructure
development

Infrastructure development or lack thereof, has always
been one of the fundamental challenges to intra-regional
trade in Africa and particularly regional integration.
Without much intra-regional trade taking place, there is
little incentive for regional economic integration among
countries, particularly as it seems African countries want
to see tangible results before they can commit fully. Lack
of infrastructure contributes to the chronic supply-side
deficiencies, which severely constrain their capacities to
produce and supply goods and services into domestic,
regional, and international markets. Intra-regional trade,
which can be facilitated by infrastructure development,
can actualise the realisation of the benefits of regional
integration. This is with particular reference to the network
services infrastructure, consisting of communications,
energy, finance, and transport, which are seriously deficient
in the region with the partial exception of South Africa and
its immediate neighbours in the SACU.

Infrastructure development, particularly in the African
and SADC context, refers to both the ‘hard’ physical
infrastructure that facilitates the network services, such as
transport and communications, and ‘soft’ infrastructure,

such as policies and regulation as well as trade facilitation

10 Department of Trade and Industry, ‘A South African Trade Policy
and Strategy Framework,” May 2010.

issues, particularly customs proccdures.ll The development
of both soft and hard infrastructure will facilitate the much
needed intra-Africa trade, encourage the free flow of goods,
and improve the ease of doing business as well as encourage
investment in the region.'” This also stems from the
realisation that the ultimate efficiency of hard infrastructure
development will depend on the legal, regulatory and
administrative environment. The kind of policies and
regulations in place should not impede trade, and customs
administration should work to ease the movement of goods
across borders. Without this, it will not matter if all the
right infrastructure is in place because the deficient soft
infrastructure will still be an impediment to trade. A regional
approach to such infrastructure development will, ‘make
possible the formation of large competitive markets in place
of small, isolated and inefficient ones — and to lower costs
across productions sectors’ through scale economies. For
instance, in the information and communication technology
sector, the connectivity of countries through fibre-optic
submarine cables would reduce telephone and Internet costs
by half while regional power pools, such as the Southern
African Power Pool," would reduce electricity costs.”

Regional transport infrastructure would facilitate trade'®

11 HB, ‘Border Posts, Checkpoints, and Intra-African Trade:
Challenges and Solutions,” African Development Bank, Tunis:
African Development Bank, January 2012.

12 Tbid.

13 AUC and UNECA , ‘Financing of the Programme for Infrastructure
Development in Africa (PIDA),” Doc E/ECA/COE/31/17 AU/
CAMEF/EXP/17 (VII) ., Addis Ababa: United Nations Economic
and Social Council Economic Commuission for Africa and African
Union Commission.

14 The Southern African Power Pool is an association of electricity
suppliers from Southern Africa and it was, ‘created with the
primary aim to provide reliable and economical electricity
to supply to the consumers of each of the SAPP members,
consistent with reasonable utilisation of natural resources and
the effect on the environment.’ http://www.sapp.co.zw/viewinfo.
cfm?linkid=7&siteid=1

15 AICD, ‘Deepening Regional Integration’ in Afiica s Infrastructure
A time for Transformation, Africa Infrastructure Country
Diagnostic, 2009.
http://www.infrastructureafrica.org/library/doc/552/
africa%E2%80%99s-infrastructure-time-transformation .

16 At present, it is cheaper to ship a 20foot container from Japan to
Durban than it is to ship the same size container from Durban to
Lusaka. (M Pearson, ‘Trade Facilitation in the COMESA-EAC-
SADC Tripartite Free Trade Area’ in T Hartzenberg, et al, The
Tripartite Free Trade Area Towards a new African Integration
Paradigm? (Stellenbosch: Trade Law Centre for Southern Africa,
2012)).







posts)

+ Integrated Border Management, regional customs
bond, transit management

+ immigration procedures

* transport procedures (regional 3rd party insurance,
vehicle standards and regulation, self-regulation of
transporters, overload control, harmonised road user
charges, as well as regional corridor management

systems)

This trade facilitation initiative is designed to aid and

complement the infrastructure development programme.

Nonetheless, with the establishment of the TFTA, the
infrastructure development programme in SADC has to be
viewed within the broader TFTA context. The TFTA seeks
to eliminate the problem of overlapping membership of
regional integrations blocs as well as accelerate African
economic integration in the spirit of the African Economic
Community as envisaged by the Abuja Treaty of 1991 2 The
TFTA members have identified their areas of cooperation
to be: trade liberalisation and customs cooperation; the free
movement of business persons, labour and services across
the region; and the development of joint infrastructure

programmes.”’ The three main pillars of the TFTA strategy are:

1. “Market integration — market integration concerns
the removal of tariff and non-tariff barriers and the
implementation of trade facilitation measures, all of
which are essential for the establishment of a well-
functioning Tripartite FTA by the 26 member states.

2.Infrastructure development — infrastructure
development concentrates on improving the region’s
infrastructure so as to improve the efficiency of the
internal trade and transport network (road, rail, water

and air and including information and communication

26 The Abuja Treaty is the treaty that sets out the framework for
an Africa wide economic integration in the form of the African
Economic Community. This treaty was signed by the then
Organisation of African Unity (now the African Union) Heads of
State and Government during the 27th Ordinary Session of the
Assembly in 1991.

27 Comesa, EAC and SADC, ‘Memorandum of Understanding on
Inter-Regional Cooperation and Integration amongst Common
Market for Eastern and Southern Africa (Comesa), East
African Community (EAC) and Southern African Development
Community (SADC).

technologies (ICT) and energy)

3.Industrial development — the intention is to develop
industrial development and supply side programmes
that can take advantage of improvements in market

integration and infrastructure development.™*

The UK Department for Foreign and International
Development (DFID) is the lead development partner or
donor in the TFTA infrastructure development project,
and works through the tool of Trademark Southern Africa
(TMSA).”” TMSA has championed the infrastructure
development projects in the FTA, with the North-South
Corridor® as the flagship project. So far, the biggest
achievement of the project has been the Chirundu OSBP
which became operative in 2009.

To be considered in this equation as well, is the
Programme for Infrastructure Development in Africa
(PIDA) which is an initiative that seeks to ‘promote socio-
economic development and poverty reduction in Africa
through improved access to regional and continental
infrastructure networks and services’.”’ This initiative is
led by the African Union Commission®> with the New
Economic Partnership for Africa’s Development (NEPAD)™

as well as the African Development Bank. This project

will also seek to streamline the infrastructure development

28 Hartzenberg et al, op.cit.

29 The purpose of the TradeMark Southern Africa (TMSA)
programme is to improve trade performance and competitiveness
of the Eastern and Southem Africa regions through infrastructure
development, trade policy. capacity development and trade
facilitation. The TradeMark Southern Africa programme is
hosted by COMESA and is governed by a Memorandum of
Understanding between DFID and COMESA. (TradeMark
Southern Africa ‘Background: TradeMark Southern Africa’ http://
www.trademarksa org/about_us/background)

30 Funded by DFID, this project involves the upgrading of road and
rail infrastructure along the North South Corridor which is a major
trading route in Africa linking the copper belt of the Democratic
Republic of Congo (DRC) and Zambia with ports in South Africa
and Tanzania. DFID, ‘Trading Across Borders: North South
Corridor’ http://www.dfid gov.uk/Stories/Case-Studies/2010/
Trading-across-borders-North-South-Corridor/ .

31 ADB, ‘Programme for Infrastructure Development In Africa’

32 The African Union Commission is the executive organ of the
African Union. which i1s a union of African countries, and is
responsible for its strategic direction. (African Union “The
Commission™ http://www.au.int/en/commission).

33 The New Partnership for Africa's Development (NEPAD), an
African Union strategic framework to address pan-African socio-







in Africa are very high compared to other regions in the
world.” There are opportunities in the electricity or energy
sector, where the region faces severe constraints. The
climate change aspect and the drive to renewables also
present a huge opportunity in that sector and the returns are
likely to be very high.* Road and rail is another investment
opportunity and in this particular sector the investment
opportunities lie in both the physical deficit as well as
the missing linkages that constrain intra-regional trade.*
Using the example of railway links in Southern Africa,
the colonial structure harbours in Angola (Lobito, Luanda
and Namibe), the two Congos (Matadi and Pointe Noire),
Mozambique (Beira and Maputo), Namibia (Liideritz and
Walvis Bay) and Tanzania (Dar es Salaam), these are all
linked to the economic hubs of the countries. Beyond this,

however, the rail lines are hardly linked across countries.

Given these deficiencies, there are huge opportunities
for investment. Investment in transport infrastructure is
likely to also have higher returns because of the anticipated
impacts on trade and therefore economic growth. There are
also opportunities in the ICT industry where access costs
are very high and the telecommunications networks are
poorly integrated among the countries themselves and also
with the rest of the world. Due to lack of access to fiber-
optic cables, most countries, particularly the land locked
ones, rely on satelites for connectivity with the rest of the
world which pushes up the costs twice as much as what is

L. . 43
paid in other regions.

Africa’s growth prospects present another opportunity
for investors and this might not necessarily be an opportunity
in infrastructure development but certainly one related to
such. There has been talk of a shift of manufacturing hubs
from places like China to Africa due to rising production
costs.* With Africa’s rising middle class and therefore
increasing demand, advancements in infrastructure

development, enhanced regional integration and the

39 A. Mafusire, J. Anyanwu, Z. Brixiova and M. Mubila,
‘Infrastructure Deficit and Opportunities in Africa,” Economic
Brief, 1, September 2010. Ibid.

40 Tbid.

41 Tbid.

42 S. Scholvin, and P. Draper, op.cit.

43 AICD, op.cit.

44 Africa Investor, ‘Mideast and Africa could succeed China as

potential growth in specialisation hubs in manufacturing
as well as the increased market created by such initiatives
as the TFTA, there might be hope still of Africa one day
overtaking the emerging economies in manufacturing.
Manufacturing is therefore another potential area for
investment, particularly with the advantages brought about
by development in the key infrastructure sectors which
will facilitate the establishment of regional manufacturing
clusters in Africa. As with all investment opportunities, the
key lies in proper studies being made and the right projects

being undertaken, ones which can guarantee high returns.

One of the biggest hurdles to these opportunities lies
in regulation beyond trade facilitation. For instance, in
South Africa, the infrastructure sector is still dominated
by state monopolies and entry is still difficult in the
telecommunications, rail freight and electricity sectors. This
goes to the link between services trade liberalisation and
regional integration. Such monopolies in services sectors
lead to high cost and prices, inefficiencies in the sectors,
reduced competitiveness and an inability to effectively
integrate into the global economy.*” This is in addition
to stifling foreign direct investment into the particular
infrastructure sectors. For infrastructure development to take
root and contribute to development as it is intended, there
is need for SADC member states to open up their services
sectors to competition and create supporting regulations and
policies. SADC member countries should therefore consider
speeding up the services trade negotiations as well. This
will support infrastructure development and help bring the
costs of services down as well as make them more efficient.
The importance of services trade to trade in goods as well
as regional integration should be realised by policy-makers,
and the services negotiations in the region should be fast-
tracked to stimulate increased production facilitated by

. .. . . 46
effective and well-functioning core infrastructure services.

key manufacturing hub,” http://www.africainvestor.com/article.
asp71d=10436.

45 P. Draper, M. Dube, M. Nene, ‘The Doha Development Agenda
and the WTO can deliver on Africa’s development priorities, " in R.
Wilkinson & J Scott (eds), Trade, Poverty, Development Getting
beyond the WIO's Doha deadlock, Forthcoming publication,
London: Routledge, 2012.

46 M. Dube, ‘Leveraging Services Trade Liberalisation for Enhanced
Food Security in SADC,’ Policy Briefing 49, Braamfontein: South
African Institute of International Affairs. June 2012.
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Why Nations Fail: The Origins of Power, Prosperity, and Poverty
By Daron Acemoglu and James A. Robinson
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