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Introduction

The economies, geographies, and cultures of the 54 recognized African states come together to
create one of the most diverse landscapes on the planet. This diversity has led to a wide array of
opportunities across the continent; it is no wonder that some of the largest companies from across
the globe have made their presence known in Africa, these companies include Kellogg, Cargill,
Coca-Cola, Google, Mitsui, Microsoft, and VVolkswagen among many others. The goal of this paper
is three-fold: to provide an overview of broad, continent-wide growth trends; to discuss the top-
level business environment in Africa; and to analyze where companies can find long-term
opportunities to capitalize on these trends. On the African continent, there are three countries, that
in my opinion, provide some of the best prospective opportunities: Nigeria, Kenya, and Rwanda
(see Figure 1 for map).

Background

Africa has a bigger area than the continental United States, Europe, India, and China combined (see
Figure 2 for graphic).! The continent is home to over 1.2 billion people and over 400 companies
with revenues over $1 billion in 2017.2 The population of Africa is expected to double to over 2.4
billion people by 2050 with an estimated 89 cities growing to a population of over 1 million people
by 2030.% An estimated 80% of this growth is expected to occur in cities (see Figure 3). * However,
most of the infrastructure needed to support this urbanization has yet to be built. Africa trailed
BRIC countries (Brazil, China, India, Russia) in electricity consumption, railways, and paved
roadways by 4.1x, 1.5x, and 5x respectively in 2017.° The African Development Bank estimates
there will need to be hundreds of billions of dollars of annual investment to support infrastructure,
construction, transportation, electricity, water treatment, and many other areas to facilitate this
continent-wide urbanization trend.® China has taken up the role of building Africa’s infrastructure.
In 2019 China built 31% and funded 20.4% of all infrastructure projects in Africa.’

The African consumer is already a formidable force with estimated annual private consumption of
$1.4 trillion in 2015. Private consumption is expected to grow to $2.1 trillion by 2025.8
Discretionary income is also on the rise as 70% of African households are expected to have
discretionary income by 2025, with a quarter of those households being global consumers.®
Business consumption is also on the rise and is expected to reach $3.5 trillion annually by 2025.%°
Agriculture plays a huge role in Africa, roughly 60% of people in sub-Saharan Africa work or run
small farms with agriculture contributing to 23% of the region’s gross domestic product (GDP).!
While Africa has enough arable land to feed itself, the continent imports much of its food
supply.*?*3 It is estimated that the continent could more than double its crop production by
increasing farmer yields and post-harvest loss reduction. For example, African farmers lag
American farmers in terms of corn yield per hectare by nearly 7 to 1.141 Africa is also home to vast
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natural resources ranging from gold, iron ore, coal, oil, natural gas, diamonds, uranium, platinum,
cobalt, and many more. 16

Africa has a bubbling start-up scene that is creating innovations that are rapidly meeting the needs
of the quickly changing continent. From Lagos in Nigeria to Kigali in Rwanda to Nairobi in Kenya,
the tech scene is exploding with growth. Venture capital firms across the world have taken notice
and have shifted resources to Africa, and over $2 billion was invested into African tech startups in
2019.17 Africa is the world’s leader in mobile money and is home to 181 million active mobile
money users who transacted $456 billion in 2019.181° Mara Group is a prime example of African
entrepreneurship. Mara Group was founded in Rwanda in 1996 and since then has created Africa’s
first domestically manufactured smartphone along with a slew of other technology products. Mara
employs over 11,000 people with operations and investments in 25 countries across the
continent.2%2! Africa is full of budding entrepreneurs; their drive and innovation will accelerate
Africa’s transformative growth and they should not be overlooked.

With all opportunities there are risks, and it is no different when investing in Africa. Finding
workers with formal education or trade training has been a hurdle for many companies looking to
enter the market.??2 While Africa is full of ambitious and entrepreneurial young people, only 8% of
students were enrolled in vocational programs and 12% of students were enrolled in tertiary
programs in 2017.2% This has led to a skilled labor shortage across the continent. However, several
solutions are being utilized to fix this disparity. Many firms run internal vocational training
programs to develop upcoming talent.?* There are also a growing number of companies that run
professional training programs that prepare African workers for corporate and business success.
One such company is Generation Kenya. The talent in Africa is abundant, but companies will need
to get creative and look beyond a traditional college degree to find and nurture Africa’s talent.?

Trade barriers remain a roadblock for intracontinental trade across Africa. Exports between African
countries as a share of the continent’s total exports was 17% in 2017. However, in 2017, this
number was 68% for Europe and 59% for Asia.?® The opportunity to increase intra-African trade is
huge and the African Continental Free Trade Agreement (AfCFTA) is looking to fill this gap. Phase
one of the AfCFTA, which focuses on trade barriers, took effect on January 1st, 2021. Phase two,
which focuses on capital and intellectual property, is still being negotiated.?’ The goal of the
AFfCFTA is to create a single African market, reduce tariffs by 90%, and facilitate the movement of
people and capital across the continent among other objectives. Currently, 36 out of the 54
recognized member countries have ratified the agreement including the continent's largest country
of Nigeria.?®2° The AfCFTA is a part of the African Union’s Agenda 2063 which aims to create
pan-African financial institutions, railways, and education systems alongside other objectives by
2063.2° (See Figure 3 for a snapshot of Sub — Saharan Africa.)

Analysis

Kenya is a large country and economy within Africa and is considered the hub of East Africa.3! East
Africa is a community of six states and 180 million people.® I think that East Africa has great
potential for future international trade and foreign direct investment (FDI). This is due to the
region’s access to the Indian Ocean which makes it the perfect place for firms to set up
manufacturing operations that ship goods to the Middle East and Asia from Africa. The Kenyan
cities of Nairobi and Mombasa serve as financial and manufacturing hubs for the region. Nairobi is
home to the biggest tech hub in East Africa.>®* M-Pesa is the continent's leader in digital payments,
and its parent company of Safaricom calls Nairobi home.*** Kenya attracted over $1.3 billion in
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FDI in 2019 and continues to attract heavy investment inflows.*® Kenya is also heavily investing in
infrastructure. Two of the country’s largest projects are the Nairobi — Mombasa Highway
Expansion Project and the Kenya-Uganda-Rwanda-South Sudan Rail Project.3” The Kenyan
government has put in place heavy FDI incentives in the form of special economic zones (SEZ). %
There are eight different types of SEZs ranging from livestock to freeport zones. These zones offer
many incentives including a 10% ten-year corporate tax rate and duty exemptions for foreign
companies that invest in Kenya.*

Many large economies have expressed interest in Kenya’s development. The UK and Kenya agreed
to a trade deal in November 2020 while the US is in the early stages of negotiations.***! China also
has a bilateral trade deal with Kenya.*? The US trade deal aims at eliminating tariffs on a slew of
products and to create the environment necessary to increase mutually beneficial and fair trade of
both goods and services between the two countries. This includes goals to protect intellectual
property rights, create an investing environment that aligns with established US practices, and to
establish environmental and anti-corruption practices in line with those in the US.** The US is
hoping to use the trade deal as a model for future deals across the continent.* Kenya is considered a
hybrid-regime by the Democracy Index. Hybrid regimes are “nations with regular electoral frauds,
preventing them from being fair and free democracies. These nations commonly have governments
that apply pressure on political opposition, non-independent judiciaries, widespread corruption,
harassment and pressure placed on the media, anemic rule of law, and more pronounced faults than
flawed democracies in the realms of underdeveloped political culture, low levels of participation in
politics, and issues in the functioning of governance.” *°® Kenya also has human rights challenges
such as freedom of the press and police brutality.*® Like many emerging markets, issues like those
mentioned and corruption can pose a risk for investment. Due to Kenya’s potential to become a
major manufacturing, financial, and tech hub within Africa, I believe that the benefits outweigh the
risks for firms that are less risk adverse and that are able to do their due diligence and abide by
ethical business practices. (For a snapshot of Kenya see Figure 4.)

Since the horrors of the Rwandan Genocide in 1994, Rwanda has become one of the most
politically stable and fastest-growing countries on the continent. Rwandan leaders understand the
importance of infrastructure development and the country is investing heavily in fiber optics,
railways, roadways, and the energy sector with the goal of providing universal access to energy by
20244748 Rwanda is one of the few countries in Africa to have a national 4G wireless network.*
Kigali, dubbed the “innovation city”, is the capital city of Rwanda. Kigali has an estimated 1.1
million people and is home to a bustling start-up and manufacturing scene.>®1°2 The government
encourages investment across major sectors such as financial services, manufacturing, and
information and communications technology (ICT) by offering many tax, labor, and other
incentives.>® As a small country without ocean access, | see Rwanda serving as a future financial
and business hub of Africa much like Singapore is to Asia. Rwanda’s government has even
expressed its goal of becoming a Singapore-like country in Africa.>* The country ranks 38" globally
in the 2020 World Bank’s Ease of Doing Business Index*>°°. As a point of comparison, the US
ranks 6", China 31%, India 63", and Brazil 124".5” While Rwanda is checking the boxes in terms of
infrastructure, stability, and growth, there are free speech, freedom of the press, and other human
rights concerns.®® The government is considered an authoritarian regime according to the
Democracy Index®®. (For a snapshot of Rwanda see Figure 5.)

Nigeria plays a large role in the African continent. It is both the largest country in terms of GDP and
population on the continent.®%5! Nigeria’s economy is heavily reliant on its oil reserves alongside
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the agriculture and services industries.®? Nigeria is the largest producer of oil on the continent and is
among the largest liquified natural gas exporters.554 Nigeria’s largest city of Lagos is among the
largest metropolitan areas in the world with an estimated population of 14.8 million people.®® It is
estimated that Lagos grows by 77 people every hour.%® Not only is Lagos big, but it is also home to
the biggest tech hub in Africa.®” Lagos startups have attracted billions of dollars in funding from
some of the top global firms.®® Nigeria also has SEZs and offers a slew of tax and other incentives
for investing in the country.® Nigeria ranks 131% globally and 17" in sub-Saharan Africa in terms
of ease of doing business.”®’* While it may be harder to navigate the business environment in
Nigeria compared to its peers, the market potential in Nigeria is uncontested on the continent. In
2016 Price Waterhouse Coopers (PwC) estimated that Nigeria’s economy will grow 6.6% per year
to $6.3 trillion by 2050.7? Nigeria’s societal problems include not only human rights issues, but
terrorism which usually occurs in the northern part of the country.” Nigeria, like Kenya, is
considered to be a hybrid-regime.” Nigeria’s infrastructure is lackluster by international standards,
but there has been substantial progress in recent years.”® GE for example is partnering with the
Nigerian government to develop energy infrastructure to provide 10 gigawatts of power capacity to
the country.”” In my opinion, the AfCFTA will increase FDI into Nigeria as companies look to set
up shop there, not only to secure access to its large domestic market, but also to use Nigeria as a
launch-pad to enter and sell goods into other markets across the continent as trade barriers lessen
due to the AfCFTA. Nigeria’s large economy should also benefit as tariffs and duties are eliminated
across most products which should enable more trade from Nigerian companies across the
continent. As the country’s economy diversifies, I see it becoming a central hub for not only
Western African trade, but for the entire continent. (For a snapshot of Nigeria see Figure 6.)

Outlook

There is no doubt in my mind that by the mid-to-late 21st century, Africa will be home to some of
the world's largest companies, largest economies, and some of the best growth opportunities around.
In a world of declining populations and overall uncertainty, Africa is a beacon of opportunity.
While Africa is full of opportunity, there are also risks such as corruption, labor abuse, terrorism,
civil unrest, and human rights violations. Navigating some of these issues will be a challenge for
companies, and since every country is different regarding these issues, it is critical to do boots-on-
the-ground research before making any investment decisions. Companies will also need to do in-
depth research on potential supply chain partners to ensure that the highest possible standards when
it comes to worker safety and the environment are being met. Success is never guaranteed, but
companies seriously considering investing in Africa need to be nimble, open to opportunity, and
will need to be aware of the business environment they will be operating in. Many firms will need
to be able to ride out short-term volatility to reap long-term gains. | believe that if global firms want
to stay competitive during the latter half of the 21st century, investing in Africa will need to be a
part of its plan. The market size and growth, as well as the opportunities to modernize and innovate
new technologies, not only in the countries mentioned but also elsewhere on the African continent,
cannot be ignored. | think the time is now to start laying the groundwork for a future in Africa. This
paper provides a high-level overview of the political and economic environment in Africa.
Additional research will be required to further explore specific countries or business sectors.
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Appendix

Figure 1: Map of Africa, Countries of Focus in Blue
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Figure 2: Map of Africa with land area comparison with China, United States, India, and Europe
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and-Africa/Africas-Overlooked-Business-Revolution. McKinsey &amp; Company, November 15, 2018.
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Figure 3: Snapshot of Sub — Saharan Africa
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Figure 4: Snapshot of Kenya
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Figure 5: Snapshot of Rwanda
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Figure 6: Snapshot of Nigeria
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