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1 The trip took place before the Coronavirus epidemic was classified as such and before many countries implemented drastic policies that 
will result in a strong deceleration, if not a recession, for the global economy in 2020. Likewise, the trip preceded the collapse of the 
OPEC+ agreement and the subsequent fall in oil prices. Angola will be severely affected by this development if a new agreement is not 
reached shortly, although the authorities have reaffirmed their strong commitment to pursuing sound policies, and we expect the 
international community to provide the country with some financial support. Mozambique continues negotiating with the IMF and Zambia’s 
outlook will worsen in a global recession scenario. 

Our latest visit to Sub-Saharan Africa helped to update our views on Mozambique, 

Zambia, and Angola. From a fundamental perspective, country trips help to determine 

the sustainability of economic growth, which is a particularly key attribute in frontier 

countries where “no growth” generally means “no repayment.” Our latest trip also 

underscored that sustainable growth generally requires strong institutions operating with 

a long-term outlook.  

We departed the region in mid-February with specific views on each of our destinations.1 

Angola remains the strongest credit of the three amid a solid reform commitment—albeit 

sparse human capital— and an on-track IMF program. Mozambique is the second 

strongest credit. It is a country with great potential, but a significant question lingers on 

whether it will capitalize on its current opportunity. Although the security situation is a 

concern, Mozambique appears likely to succeed, and an IMF program may be 

forthcoming. Zambia is the laggard of the three, and, fundamentally, it is not a pretty 

picture. The country’s commitment to macroeconomic adjustment is still lacking, and a 

debt restructuring—hopefully within the framework of an IMF program—is likely. 

Finally, with the coronavirus on everyone’s mind, I was highly impressed with the African 

attention to the virus at the time of the trip—everyone’s temperature was checked upon 

arrival and sterilizing gel was abundant. It was a more stringent approach than the 

relaxed attitude at London’s Heathrow Airport, where no one’s temperature was 

checked, and nothing was asked of prior contact or travel. 
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Mozambique’s Complicated Windfall 

Our trip to Maputo, Mozambique coincided with what may be 

a new beginning for the country, but not without some 

ominous clouds. The pending development of its offshore 

gas fields has the potential to generate revenue equivalent 

to three or four times the country’s GDP. Yet, the region has 

been riddled with increasing attacks by unknown parties. In 

addition, Mozambique, which comprises 0.67% of J.P. 

Morgan’s NEXGEM Index, finally restructured its Ematum 

bond—floated with the intent of bolstering its fishing fleet 

(and with a lengthy backstory)—which appears to have 

returned the country to the good graces of the IMF. It was 

only fitting that we celebrated the latter with a tuna steak 

during our visit. Within that context, our overall impression of 

Mozambique remains positive—hence supporting a slight 

overweight allocation to the country—yet clouded by the 

violence in the region where the gas fields are located. 

First, the positives. After an August 2019 peace agreement 

between the perennially ruling FRELIMO and the opposition 

RENAMO parties, which sometimes clashed violently, 

Mozambique’s new government that was elected in 

November 2019 is generally regarded as more competent 

and less influenced by a Cold War mentality than the 

previous one. However, this is far from the cradle of 

democracy—voting fraud on behalf of the FRELIMO party 

was found to be rampant, and the EU recently published a 

report that could be one of the most critical on an election in 

an African country. 

But back to the positives. Aside from the previous Minister 

of Finance, who is sitting in a South African jail awaiting 

possible extradition on corruption charges, Mozambique’s 

economic team has not changed dramatically. The new 

ministers in charge of security, defense, and justice are 

highly regarded. The most respected official is probably the 

central bank governor, whose only blemish is that he was a 

(much smarter) classmate of yours truly! 

Considering my “no growth, no repayment” mantra, it was 

somewhat refreshing that the government officials in 

Mozambique appear to be much more realistic than the IMF. 

The government forecasts GDP growth of 4.0-4.5% in 2020, 

while the IMF expected 5.5% in its latest World Economic 

Outlook. Unlike other Sub-Saharan countries, Mozambique 

has been relatively successful in raising tax revenues as 

they account for 22-23% of GDP, about 5 percentage points 

higher than the average SSA country. The problem is that 

expenditures exceed revenues by about 10 percentage 

points of GDP. On the positive side of the expenditure 

picture, the government has already eliminated subsidies, 

and arrears have been cleared. 

Mozambique’s budget for 2020-21 is being discussed, and, 

as usual, squaring the circle is pretty complicated. The 

government has decided that 25% of its expenditures will be 

allocated to education (most students still learn to read and 

write under a tree), 15% to agriculture, and 10% to 

healthcare. But these targets can be misleading. For 

example, the 10% in healthcare expenditures could consist 

of a 10% increase in the wages for healthcare workers, 

rather than an increase in the spending for healthcare 

services. 

Mozambique’s fiscal outlook will also be affected by the 

likely agreement on an IMF program. The government 

officially requested to start negotiations on a program, and 

an IMF mission will be in Maputo on March 18th, just in time 

to discuss the final issues and sign the program during the 

IMF Spring Meetings in mid-April. While a lot still needs to 

be decided, the program will likely focus on structural 

change and, especially, on institution building, which is much 

to my delight as strong institutions are usually a perquisite 

for sustainable economic growth. 

The Maputo-Katembe Bridge: Courtesy of China’s Belt-

and-Road Initiative 

 

Source: Giancarlo Perasso 
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One of these institutions is set to become a sovereign wealth 

fund that will be funded with natural gas revenues, which is 

a key story in Mozambique going forward. It remains 

uncertain whether the fund will invest in financial assets or 

infrastructure projects within the country. The investment 

decisions are certainly something to watch, particularly 

given that the country is highly vulnerable to climate change. 

At this point, my impression is that water management and 

preparedness for tropical cyclones are not at the top of the 

government’s agenda. 

Developing the gas fields poses a mixed logistical picture. 

On the positive side, the gas fields are said to consist of high-

quality reserves (easily extracted) and the windfall to public 

finances could amount to $45-60 billion (or three to four 

times current GDP) over the lifetime of the projects (roughly 

25 years). They also require massive investment—initial 

estimates suggest $40 billion with the possibility of going 

much higher. The foreign companies involved in the projects 

appear firmly committed, and operations are expected to be 

in full swing by 2025. 

Unfortunately, the gas fields are located offshore of the Cabo 

Delgado province, which borders Tanzania in northern 

Mozambique. Cabo Delgado has been a historical hub for 

illegal trade, and it has recently experienced an uptick in 

terrorist attacks in villages and schools. The identity of the 

attackers remains unclear: are they local gangs, similar to 

Nigeria’s Delta Warriors, who are essentially after money? 

Or, are they ideologically motivated, similar to a branch of 

ISIS or Al Shabaab? 

Despite authorities’ best efforts, the attacks have occurred 

with greater frequency. Even the use of highly trained 

Russian contractors has not stopped the attacks. The 

energy companies are lobbying the government to send in 

more soldiers, but the Mozambican army is mostly 

comprised of poorly trained recruits. Moreover, we were told 

that few soldiers speak the local language in Cabo Delgado. 

It remains unclear how the situation will evolve, but it has 

certainly captured investors’ attention as the preoccupation 

about the security outlook dominated our meetings, more so 

than conversations about the fiscal debt and deficit, for 

example.  

Zambia: An Unsustainable Debt Picture 

Our trip to Zambia, which comprises 1.57% of the NEXGEM 

Index, included some familiar conversations about its much-

needed fiscal adjustment, yet the details remained vague as 

usual. The technocratic minister of finance that took office 

last June has not delivered, and it is unclear how much 

presidential support he has to make the other ministries walk 

the walk. 

Zambia’s 2019 government deficit was 11% of GDP, 

including arrears totaling 2 percentage points of GDP. 

External debt has increased by $1 billion to $11.2 billion with 

the addition of some of the debt from contracted 

infrastructure projects. Although the finance ministry has 

started the process of cutting $5 billion of the $7 billion in 

contracted infrastructure projects, little progress has been 

made. The topic of an IMF program surfaced in many of our 

meetings in Zambia, and an IMF mission has been invited to 

Lusaka on March 18th. Discussions on a program might start 

with what the Zambian authorities have in mind to put public 

debt on a more sustainable path, but we are skeptical that 

an agreement will be reached in the short term.  

Furthermore, at this point, Zambia faces little pressure to put 

its public debt on a sustainable path as it does not have any 

large hard currency debt redemptions in 2020 or 2021 (we’re 

maintaining a slight overweight to the country). 

If Only The Bank of Zambia Had Shared Its Office Sign 

With The Finance Ministry 

 

Source: Giancarlo Perasso 
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Given that payments for civil servant wages and state 

pensioners are often partial and delayed, the public would 

probably welcome an IMF program. The IMF would probably 

try to convince the government to cut the infrastructure 

projects and clear the arrears. So, happy days for the civil 

servants, but cutting infrastructure projects may be 

unpopular with politicians (fewer photo opportunities) as 

elections are scheduled for August 2021. However, after the 

IMF’s past experience in Mozambique, where the Fund 

discovered hidden debts after the program launched, it will 

be very careful in assessing Zambia’s debt situation, which 

also includes belt-and-road debt from China (a common 

occurrence across Sub-Saharan Africa) with seldomly 

disclosed terms. So, it could be some time before Zambia 

reaches an agreement with the IMF, if the country reaches 

one at all. 

Finally, we met with central bank officials and asked about 

the stability of FX reserves, which ranged from $1.4-1.5 

billion throughout 2019. The central bank was able to keep 

reserves constant by adding $800 million through market 

transactions, plus they received about $300 million in copper 

royalties directly in USD. We also talked about the local bond 

market, where yields are about 30%. Apparently, local banks 

still have capacity to buy local bonds at the cost of further 

reducing lending to the private sector. In recalling our prior 

frontier mantra, it is easy to see that Zambia’s debt is 

unsustainable with the economy growing at 2% and inflation 

rising at 12.5% amid a weak currency.  

In conclusion, our visit to Zambia re-affirmed the lack of 

policy action.  Can the Zambian authorities convince the 

IMF, which still does not have a resident representative in 

Lusaka, to give them some benefit of the doubt and start 

negotiating a program? It’s unlikely in the short/medium 

term, but any program will likely require a reprofiling of the 

external debt. 

Angola: A Favorite African Credit 

Our update on Angola starts with an anecdote harkening 

back to another mantra that, when on an investor trip, “no 

one stays behind.” 

As our delayed flight landed in Luanda in the earliest 

morning hours, one of our group had a “request for visa” 

receipt, rather than an actual visa receipt. So, we waited as 

official after official, each one wearing a more ornate 

uniform, came by and spoke with the offending visitor. We 

remained calm and stayed with our companion. It was an 

understandable delay from the authorities’ perspective—

after all, imagine the repercussions when visitors arrive at 

Heathrow or JFK without the proper documentation. We 

subsequently explained to the officials that we were in 

Angola as potential investors, to which the top official 

retorted: “big businessmen, but they cannot fill out a form 

correctly!” It was a point well taken. Finally, the situation was 

sorted out, and we were happily under the covers at 3:00 

a.m. 

Our visit to Angola confirmed that the country remains a 

favorite African credit considering its ongoing privatization 

push, diversification away from oil, and, on the margins, 

some positive ESG attributes. We’re maintaining an 

overweight allocation to Angola, which comprises 6.49% of 

the NEXGEM Index. 

Yes, Angola’s transition has advanced slowly as the country 

has gone through four consecutive years of negative growth, 

and growth this year could be 1% at best. The government 

is very slowly implementing its privatization program while 

attempting to develop additional commodity industries, such 

as fishing, agriculture, and mining (expanding into diamonds 

and gold). While there are some cosmopolitan signs in 

Luanda, many of the new skyscrapers sit empty, and stalled 

construction projects are common. 

On the macro front, the authorities have made steps to 

stabilize the macroeconomic outlook: a value-added tax 

(VAT) is newly operational, the exchange rate is fully flexible, 

and the system of weekly currency auctions will be phased 

out this year in order to establish a fully liberalized FX 

regime. The oil sector remains the cornerstone of the 

economy, and production should remain stable, at best. 

More likely, it may decrease marginally this year. 
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After some wobbles last year, Angola’s IMF program is back 

on track as the non-oil primary balance target for 2019 has 

probably been met (amid some lingering uncertainty about 

arrears). Indeed, debt/GDP should be around 110-115%, 

mostly due to currency depreciation; non-oil revenues 

(mostly via VAT) have increased; and a budget surplus may 

be achievable, depending on oil prices and on a possible 

increase in the personal income tax. An IMF mission will be 

in the country in the second half of March to complete its 

regular program review. 

Inflation remains high with the currency depreciation and an 

adjustment to regulated prices. This year, the final subsidies 

on gasoline and on transport will be eliminated and replaced 

by the standard social safety net. As a consequence of high 

inflation, the policy rate is at 15.5%, and the yield on the one-

year treasury bill is around that level. The authorities deem 

domestic borrowing as very expensive, hence they will 

probably issue Eurobonds in the second half of 2020, 

possibly in the amount of $2 billion. A portion of those 

proceeds may be used to meet the maturities on $4.6 billion 

in dollar-linked bonds, which are mostly held by companies 

and banks. Once the redemption occurs, capital controls will 

limit the FX outflow and the impact on the currency. 

From an ESG perspective, we heard frequent praise 

regarding an increased freedom of expression in the 

country. For example, the authorities are often criticized in 

the press/social media without any restriction or 

repercussions. The political scene has also become more 

vibrant and some mentioned that the opposition UNITA party 

might notch substantial gains in the local elections later this 

year. Finally, the anti-corruption drive is very strong and 

likely politically motivated as the Luanda Leaks 

demonstrated a clear abuse of power by the previous 

presidential administration.  

Some significant challenges remain in Angola. In our 

meetings with officials and private sector sources, it became 

clear that president Lourenco faces strong headwinds in his 

effort to transition from a state-regulated regime to a more 

market-oriented economy.  

 

For example, a company is often deemed as a brilliant outfit, 

when, in reality, it is poorly managed and poorly equipped. 

The authorities want to maximize revenue, but no one is 

willing to pay the asking price. Hence, the slow economic 

transition.  It is a phenomenon harkening back to the stalled 

reformed process in the former Soviet Union. Indeed, one of 

our younger interlocutors talked of a “red mentality” that 

prevails in many areas of the government. 

The problem with breaking that mentality is the lack of “under 

35s” who have the skills and education to push for reform 

drive. The issue of adequate human capital is significant, but 

an even bigger issue is that the whole reform effort is 

politically driven by the president. If something happens to 

Lourenco, will the reforms continue? 

In Luanda: Occupants Wanted 

 

Source: Giancarlo Perasso 
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