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Why read this report?


Africa could be the demographic dividend story of the 21st century



How this dividend is harnessed will define the region’s outlook over
the next few decades



Job creation is crucial – policymakers will need to consider the risks
related to rapidly rising youth unemployment and social tensions

This is our latest report on the demographics theme. If you want to subscribe to any of our nine
big themes, click here.
Unlike Asia and Europe,
Africa is getting younger

Africa is a young, increasingly urban and job-hungry continent. The population is expanding
faster than any other region on the planet and, unlike Asia and Europe, it is getting younger. The
working-age population is set to grow by about 800m in the next 30 years – that’s about double
the current population of the EU. This, in our view, is likely to make Africa the demographic story
of the 21st century.
The promise and potential are enormous, as are the perils. That means it’s all about putting the
right conditions in place. An important lesson from the “Asian miracle” is that reaping the benefits
of this demographic dividend can go hand-in-hand with export-oriented policies that boost the
demand for labour.
This report is for those seeking to identify long-term opportunities – chief investment officers,
corporate strategists, venture capitalists – as it identifies trends that can help generate returns
over the next 10-20 years. Here are five themes to watch:


Labour-intensive industries. One prospect is for Africa to become a hub for labourintensive manufacturing as wages rise in China and East Asia. But the business climate
and infrastructure are impediments, with limited progress made over the past five years.



Leapfrog sectors. Experience in India suggests that low-income nations with poor
infrastructure stand to benefit from digital applications like online banking and shopping and
mobile communications. Twitter has just opened its African headquarters in Ghana.



The benefits of high barriers to entry. The experience of South African companies
suggests it’s not always easy to do business in Africa. Market leaders with strong brands
and distribution networks may enjoy quasi-monopolistic pricing power.



Think cities, not countries. Africa will give rise to huge new “megapolitan” areas. Lagos,
Kinshasa and Dar es Salaam will be Africa’s three most populous cities by the end of the
century, and stretch of the West African coast running from Lagos to Abidjan is set to
become a large urbanised network of roads, ports and bustling city centres.



Healthcare. As fertility rates and the size of households fall, more money will be spent on
healthcare. For example, Nigeria, Africa’s most populous nation which is expected to have
the world’s third largest population by 2050, is the fastest-growing global healthcare market.
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Facts and figures

60%

2bn

of the world’s population growth
between now and 2050 will be in
Africa

Africa’s working-age population
by 2100

Over the coming decades, Nigeria is set to
overtake the US to become the third-mostpopulous country in the world

USD5trn
Size of Africa’s consumer markets by
2045; projected to bigger than India’s

25m

117

47%

The number of people
expected to enter the work
force each year

The number of cities with a
population of at least 1m
by 2035, up from 68 now

of the population in Egypt
lives in and around Cairo

Two-thirds
of the infrastructure needed across Africa over the
next 30 years hasn’t been built or planned,
highlighting that investment is the key

40%

More than
of households in
South Africa are headed by a woman

75%

4.4

of Africa’s population growth will take
place in urban cities by 2050

The average number of births
per woman in Africa

Source: World Bank, World Population Prospects 2019, World Urbanization Prospects 2018, UN estimates, IMF, Global Demographics, World Inequality Database, European Investment Bank, HSBC
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Africa – it’s all about jobs
Africa’s population is the fastest
growing in the world
It adds more than the population
of Thailand, every two years

 60% of world population growth by 2050 will be in
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 By 2100, Africa’s population is projected to reach 4bn,

almost matching Asia
 10 of the top 25 most populous countries will be from
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growing rapidly
800m people will enter the labour 30
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 Africa’s growing

working-age population should boost
the region’s labour supply and its productive potential

Youth population share (% aged 15-24 y ears)

 This offers an initial dividend as the population shifts

from consumers to producers. Africa’s transition
suggests a weaker, more gradual, but longer-lasting
demographic dividend
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 This can potentially boost the
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Africa is also urbanising fast
Think of cities in Africa, not just
the countries

3.5%
3.4%

Population growth rate by city size between
2020 and 2035

GDP per capita by about
56% compared with a scenario of an unchanged share
of working-age population

 75% of Africa’s population growth will take place

in

cities by 2050
 By 2030, Africa will have 99 cities with at least a million

3.3%

people, more than expected in India (71)

3.2%

 Lagos, Kinshasa and

Dar es Salaam will be the three
most populous cities in Africa by 2100

3.1%

The consumer market is also
expanding rapidly
Ethiopia and Nigeria are among
the top five countries globally in
terms of growth in the number of
high-income households

30%
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Annualised growth rate in number
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20%

expands and more women join the labour force
 This, along with falling fertility rates, is expected to

contribute to rising household consumption

10%

 Africa’s consumer market is expected to grow
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 One prospect for strong job creation is through Africa
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becoming a hub for labour-intensive manufacturing as
wages rise in China and East Asia

 However, Africa needs to unwind its daunting

infrastructure deficit and support competitiveness
Sub-Saharan Africa

South Asia

MENA
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Europe & N America

 The World Bank estimates that GDP per capita growth
East Asia

A daunting infrastructure deficit
The region trails the rest of the
world, with infrastructure often
considered inadequate and
inefficient

 Income levels are rising as the working-age population

would increase by 1.7ppt annually if the region were to
close the infrastructure gap relative to developing
market countries in other regions

Source: United Nations’ 2019 Revision of World Population Prospects, HSBC
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Overview


Africa is growing fast and is brimming with young people, many of
them looking for jobs



Households are getting smaller and, if more women can find work,
this will transform consumption on the continent



Nigeria and Egypt are projected to be the fastest-growing markets
for healthcare, with Ethiopia leading in higher-income households

Brimming with promise and peril
Population growth in Africa is the demographic story of the 21st century. While in large
parts of the world the population is falling or growth is stagnating, the total population of
countries in Africa is forecast to grow steadily until the end of the century. By then, Africa’s
population is projected to reach 4bn (per the United Nations’ 2019 Revision of World Population
Prospects), almost matching Asia.
800m people will enter the
labour market over the next
30 years and 2.0bn by 2100

The working-age population is growing rapidly. 800m people will enter the labour market
over the next 30 years and 2.0bn by 2100, compared with a net global increase of 1.4bn. These
demographic dynamics and Africa’s growing working-age population will boost the region’s
labour supply and its productive potential.
An initial demographic dividend. As the population shifts from being consumers to producers,
smaller family sizes will enable greater investment in health and education, especially if more
women are able to enter the labour force. A second dividend can come through increased
savings and investment and the associated productivity gains. Better governance and marketorientated policies that boost competitiveness and productivity are therefore crucial to ensuring
that the positive effects of a growth-enhancing labour supply from the evolving demographic
transition are not wasted.
Potential growth pockets. One prospect for strong job creation could be through Africa
becoming a hub for labour-intensive manufacturing1 as wages rise in China and East Asia. But
this requires addressing other high-cost drivers that impede productivity, including inadequate
and costly infrastructure, poor access to finance, political risks and a challenging business
environment.2 The continent’s failure to industrialise means policymakers need to look for ways
to create other types of jobs. Services, the agro-industry and horticulture may be key to
addressing this issue.
Think cities. Africa is urbanising and investors should think of Africa in terms of cities rather
than individual countries. By 2030, Africa will have 18 cities with more than 5m inhabitants, up
from nine now, and 99 with at least 1m (from 68). This compares favourably with India – by
2030, it is projected to have nine cities with more than 5m inhabitants and 71 with populations
above 1m; China has 134 cities with populations above 1m.
______________________________________
1 J Lin (2011). How to seize the 85 million jobs bonanza. World Bank
2 A Harrison, J Lin, and C Xu (2013). Explaining Africa’s (dis)advantage. NBER Working Paper 18683
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Africa’s population boom will give rise to new ‘megapolitan’ areas. According to the Global Cities
Institute, Lagos, Kinshasa and Dar es Salaam will be the three most populous cities by the end
of the century. The heavily urbanised stretch of the West African coast running from Lagos to the
Ivorian capital Abidjan – covering 1,000km – might provide the foundation for an ever-denser urban
network as ports, roads and new city centres are formed to accommodate the influx of people.
Barriers everywhere. But doing business in Africa is not easy. The experience of South African
companies suggests it is difficult to penetrate the continent for a variety of reasons. Incumbents
with strong distribution networks may enjoy quasi-monopolistic pricing power.
Investing. Aside from labour-intensive manufacturing, other pockets of growth could come in
leapfrog industries. Experience in India suggests that low-income nations with poor infrastructure
stand to benefit from all sorts of digital applications – think of online banking and shopping and
mobile communications. Twitter has just opened its African headquarters in Ghana.

Country snapshots
Nigeria is Africa’s most
populous nation and the
world’s fastest-growing
market for healthcare

Nigeria is Africa’s most populous nation and the world’s fastest-growing market for healthcare.
It is expected to become the third most populous country in the world by 2050. Nigeria has a
young population, and that means that 340,000 people will enter the working-age population
every month for the next 20 years. This will be a major challenge to policymakers, who already
have a lot on their plate (e.g. security is an issue in Nigeria). Education should play a major role
and there could be large pay offs if the country can boost spending on education, increase
access to schooling, and raise the proportion of children that finish upper secondary education.
Ethiopia will be the world’s ninth most populated nation by 2050. Rapidly falling birth rates and
a dramatic decline in dependents over the next three decades signals a significant overhaul of
the consumer market, with the proportion of households across higher income groups expected
to rise fast. The nation is, however, still a low-income one and consumers, most of them living in
rural areas, are not easy to reach.
Egypt is another giant with a population of 100m and it’s an easy market for companies to
penetrate – close to 50% live in and around Cairo. Education levels are also relatively high,
which allows it to attract investments. But female labour participation rates are low and many
women do not get the same access to schooling and training as Egyptian men. This nation has
one of the fastest-growing healthcare markets, globally.
South Africa is Africa’s outlier. From a demographic point of view, it has the lowest fertility rate, with
the lowest dependency ratio, and is the most urbanised. However, healthcare expenditure is rising
rapidly. The country stands out in terms of high education penetration rates but not so much in terms
of the quality of education – test scores are similar to those in Ethiopia and not much better than in
the Democratic Republic of the Congo (DRC) and Angola. The lack of quality education means
productivity is not boosted – and it contributes to the issue of low-skill youth unemployment.
Kenya might be much smaller than some of the other nations on the continent but it will be in
the top 20 most populous nations by 2050. A key issue here is that Kenya has seen a rapid
decline in fertility rates. As women had fewer babies, they took on jobs, and female labour
participation rates rose fast. Not all Kenyans finish secondary education, but Kenya does well in
international school tests. Smaller households and higher incomes will continue to allow for
higher spending on consumption, particularly discretionary spending.
Ghana has the biggest families in Africa. But as Ghanaian women have fewer babies, some of
them find work and that is a boost to household income and spending. Finding a job is another
issue. Ghana’s low scores on standardised school tests means that education does not always
boost labour productivity.
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Table 1. Africa is under-urbanised and has lower income levels and weak infrastructure,
but a high proportion of women in the labour force
Average GDP/capita (current, USD)
Average household size
Ratio of female to male labour force participation rate (%)
% finished secondary education
Current healthcare expenditure per capita, PPP (USD)
Physicians per 1,000
Number of hospital beds per 1,000
Urban population (% total)
Individuals using the Internet (% of population)

Asia
6,730
3.4
54.3
24%
676
1.3
2.6
47%
42%

Latin America
8,870
3.6
69
25%
1,252
2.3
1.9
81%
66%

Africa
1,596
4.7
84.7
17%
262
0.2
1.5
41%
19%

Note: We have used the latest reported numbers
Africa: Average GDP/capita, ratio of female to male labour force participation rate, current healthcare expenditure per capita, individuals using the Internet, physicians per
1,000 and number of hospital beds per 1,000 are for Sub-Saharan Africa, as reported by the World Bank. Others are country averages
Asia: Average GDP/capita, ratio of female to male labour force participation rate, current healthcare expenditure per capita, individuals using the Internet, physicians per 1,000
and number of hospital beds per 1,000 are an average for East Asia & Pacific and South Asia, as reported by World Bank. Others are country averages
Source: World Bank, IMF, Global Demographics, HSBC calculations

We have done extensive research on Global demographics in the past. On the next page, we
highlight some of these reports.
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HSBC’s key reports on demographics (For more on the reports below, please view our global demographics theme
page on the HSBC Global Research portal)
Europe’s demographics (2021)

LatAm demographics (2021)

Global Demographics (2021)

China’s Demographics (2021)

Population and the
pandemic (2021)

Demographic divisions (2019)

Asia’s silver dollars (2018)

Making money from Northeast Asian
demographics (2018)

Are demographics destiny? (2018)

An age-old question (2015)

Source: HSBC
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Harnessing the dividend,
avoiding the downside


Africa needs to harness the nascent demographic dividend …



… as its working-age population is set to grow by 2bn before 2100



Raising human capital, improving access to finance, urbanisation,
and infrastructure development will be key

A demographic dividend
Africa’s working-age population (aged 15-64) will increase by about 800m over the next 30
years and by 2.0bn by 2100. In contrast, the working-age population in the rest of the world will
contract by 600m. As a result of falling child mortality and a subsequent decline in fertility rates,
currently high child dependency rates will moderate and the region’s working-age population
share will rise from 56% today to an estimated 65% in 2075.
Africa’s share of the global
working-age population will
almost treble

With populations ageing elsewhere in the world, Africa’s share of the global working-age
population will almost treble, from about 15% in 2020 to 42% in 2100. Much of this will occur in
the second half of the century.
These demographic dynamics and Africa’s growing working-age population will boost the
region’s labour supply and its productive potential, providing a window of opportunity to deliver a
“demographic dividend” from higher growth.
An initial dividend comes as the populations shift from being consumers to producers, smaller
family sizes that enable greater investment in health and education, and as more women are
able to enter the labour force. A second dividend can come through increased savings and
investment and the associated productivity gains.
Chart 1. Africa's demographic transition in a global context
Working age population share (% of population aged 15-64 y ears)
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Source: UN DESA, HSBC
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Africa’s demographic
transition started later and
from a lower base

Africa’s demographic transition – later and slower
Compared with other regions in the world, Africa’s demographic transition started later and from
a lower base, and is set to take a lot longer (Chart 1), with the working-age population share
only starting to rise from about 1990. The peak of 65% is also set to be somewhat lower than
seen elsewhere in the world, although Africa is projected to have a higher share of working-age
population than rapidly ageing Europe and North America in the next 25 years and have the
highest share of working-age population globally from 2055 onwards.
This gradual demographic transition for the continent as a whole conceals considerable variations
at the country level, ranging from countries that have barely begun to see their working-age share
rise to others where transitions have either ended or are nearing completion. The latter include
Mauritius, the Seychelles, South Africa, and Cape Verde, which have seen up to a 20ppt rise in
their working-age share over the past 50-60 years (Chart 2). But for most African economies,
the demographic transition began only in the 1980s and 1990s.
A handful of these countries, including Botswana, Ghana, Kenya, Lesotho, and Namibia, are
more than halfway through their transitions. But for most there are still many decades to go,
having completed only about a quarter of their transition, with the share of the working-age
population projected to rise by 10ppt, on average, and peak towards the end of the century.

Nigeria is just starting to see
a rise in the working
population

This group includes the region’s most populous country, Nigeria, where the share of workingage population has barely increased since the mid-1980s, and a range of both resourceintensive economies such as Angola, Congo, Mozambique, Zambia, and some of the region’s
fastest-growing non-resource economies, such as Cote d’Ivoire, Ethiopia, and Rwanda.
The final group includes seven economies that only began their demographic transitions since
2000, and where the United Nations projects there is an average 14ppt rise in the share of
working-age population.
Chart 2. Evolution of working-age population share across sub-Saharan Africa
Share of w orking age population, %
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Source: UN, HSBC

The boost for growth
The impact of the demographic dividend can be significant. The IMF3, for example, estimates that
every 1ppt change in the working-age population increases real per capita GDP growth by 0.5ppt
(ranging between 0 and 1.1 percentage points depending on the region), with the size and speed
of the demographic dividend a function of the country’s initial working-age share, its rate of change,
and its income levels. Evidence suggests that, though the region has failed to harness this dividend
over the last decades, gains have been achieved elsewhere, and this is a reason why (assuming
we see appropriate policy choices and settings) it raises the upside potential for Africa.
______________________________________
3 P Drummond, V Thakoor, and S Yu. Africa Rising: Harnessing the Demographic Dividend, IMF Working Paper WP/14/143,
August 2014

10

Demographics ● Strategy and Economics
September 2021

The slower transition and smaller initial working-age share in Africa therefore suggests a
weaker, more gradual, but longer-lasting demographic dividend. The IMF’s estimates show that
the median African country with an initial real per capita income level of around USD550 in 2010
can expect to benefit from a demographic dividend of about USD1,350 by 2100. The resulting
GDP per capita of USD3,865 is higher by about 56% compared with a scenario of an unchanged
share of working-age population.4



The slower transition and smaller initial working-age share
in Africa suggests a weaker, more gradual, but longerlasting demographic dividend

Harnessing this demographic dividend is likely to be a defining feature of the region’s economic
outlook over the coming generations, but exploiting this potential will also require a supportive
policy backdrop that ensures that the risks of rapidly rising youth unemployment and social
tensions are avoided.
The battle of the youth bulge
These risks reflect a demographic path that first generates a youth bulge as the absolute number
and share of younger workers increases. As shown in Chart 3, the youth bulge is not new or
unique to Africa, but in tandem with its slow demographic transition, Africa will experience a
prolonged youth bulge, with young people aged 15-24 years set to account for more than 30%
of the working-age population until 2050 (Chart 4).
For most countries, that youth bulge peaked around the turn of the century, with more than 40%
of the working-age population aged 15-24 years old. In places like South Africa, the youth share
is falling sharply, with one-quarter of the working-age population now aged 15-24.

Chart 3. Africa’s youth bulge will persist
for many decades to come …
40

Chart 4. … with youth representing more
than 30% of the working-age population in
many key regional economies

Youth population share (% aged 15-24 y ears)
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______________________________________
4 The UN disaggregates the demographic dividend into two parts. The first is a support ratio that measures the ratio of
effective producers relative to effective consumers. As this rises during the demographic transition, economies benefit from
the first demographic dividend. The second dividend comes as population ageing results in a higher capital to labour ratio
and the associated boost to productivity. The UN estimates that the effect of the first dividend will lift GDP on average by
0.32% per year (over a 100-year period) peaking at 0.82%, while the second dividend will average 0.67% per year peaking
at 1.33%. United Nations Population Division (2017), Support Ratios and Demographic Dividends: Estimates for the World.
Technical Paper 2017/1.
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25m people enter the work
force across Africa, every
year

The headline numbers appear daunting. Over the next two decades, Africa is set to add about
25m people on average to the working-age population each year. But this may be misleading
because the annual increments to the labour force is likely to be much smaller, as young people
either remain in school or choose not to participate in the labour market.
Labour force participation for 15-24 year-olds currently averages 45% in Africa, meaning that
about 11m will enter the labour force each year. This participation rate is actually above the
global average (42%) and is likely to decline over time as per capita incomes rise and young
people stay in school for longer. In South Africa, which is a middle-income African country, for
example, the youth participation rate was just 26% in 2019.5
Still, large youth cohorts may lead to high levels of youth unemployment. Some economies in
sub-Saharan Africa face acute youth unemployment challenges, with youth joblessness now
more than 60% in South Africa (see Lasting labour losses and deepening inequality, 2 June
2021) and 39% in Nigeria.
More broadly, sub-Saharan Africa does not suffer from high youth unemployment. The ILO
estimates that the youth unemployment rate across Africa is relatively low, at 11%, suggesting
that large numbers of young workers are working in low-productivity sectors such as agriculture
and informal household enterprises. This aligns with the region’s large rural economy, with
agriculture accounting for more than one-fifth of GDP in half of sub-Saharan Africa.

Chart 5. Youth unemployment is acute in
South Africa and Nigeria but not elsewhere

Chart 6. Large but low productivity
agriculture is pivotal in absorbing youth
workers
Agriculture, share of GDP (2019)

Youth unemployment (%)
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Source: ILO, HSBC
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Boosting Africa’s competitiveness and driving labour demand
The demographic transition and youth bulge emphasise labour supply and the promise of a bigger
workforce for economic growth. During the initial part of the demographic transition, the rise in the
ratio of working-age to dependent population produces an automatic dividend, but the dividend
is even greater if young workers are productive. This was a key lesson of the ‘Asian miracle’ that
exploited its demographic dividend because the rapid growth in working-age population was
combined with export-oriented policies that boosted labour demand.
Over the next two decades, Africa will need to create about 10m jobs a year to keep employment
and unemployment rates at current levels. Better governance and market-oriented policies that
boost competitiveness and productivity are therefore crucial to ensure the growth-enhancing
labour supply effects from the evolving demographic transition are not wasted.
______________________________________
5 Amid the COVID-19 shock to the labour market, the current youth participation rate is lower still, at 23%.
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Rising wages in Asia could
shift labour-intensive
industries to Africa

One prospect for strong job creation could be through Africa becoming a hub for labourintensive manufacturing6 as wages rise in China and East Asia. But this requires addressing
other high cost drivers that impede firm productivity including inadequate and costly
infrastructure, poor access to finance, political risks and a challenging business environment. 7
There are some nascent and welcome signs of improvement in some of these areas. Several
African economies have started to focus policy efforts on improving the business environment,
with signs of rapidly rising scores in the World Bank’s annual ease-of-doing-business survey.
Togo and Kenya have seen their scores improve by 15 points over the past five years, putting
them in the top five globally over this period for gains and jumping more than 50 places in the
rankings (chart 7). There have also been strong increases in scores for Malawi, Niger, Cote
d’Ivoire, Senegal, Rwanda, and Nigeria.
Yet these improvements are off a low base. Mauritius (13th) and Rwanda (38th) are the only subSaharan Africa economies ranked in the top 50 globally, and just seven economies sit in the top
half of the global rankings. For most, the business climate remains an impediment, with subSaharan Africa accounting for more than half of the economies in the bottom quartile, and
relatively limited progress made over the past five years. Data trends for South Africa and
Botswana point to a business climate that has largely stagnated, resulting in a marked decline
in these economies’ rankings.
Chart 7. The ease of doing business has improved substantially in several economies
since 2016 – including Togo, Kenya, Nigeria, and Cote d’Ivoire
Doing business score
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A daunting infrastructure
deficit

In developing the region’s roads, railways, ports, dams, and energy networks, Africa can start to
unwind its daunting infrastructure deficits and support competitiveness. There have been some
notable increases in infrastructure investment in recent years, often associated with China’s Belt
and Road Initiative, with large-scale investment and construction projects in Nigeria, Angola,
Zambia, Kenya, and Ethiopia (see Belt & Road: The global impact, 10 September 2019).
But much more work needs to be done. Sub-Saharan Africa significantly lags the rest of the world,
with infrastructure often considered inadequate and inefficient (Chart 8), access to utilities low,
and the quality of trade and transport related infrastructure poor. Progress offers tremendous
upside for the growth and jobs outlook. Indeed, the World Bank estimates that in sub-Saharan
Africa GDP per capita growth would increase by 1.7ppt annually if the region were to close the
infrastructure gap relative to developing market countries in other regions. 8
______________________________________
6 J. Lin (2011) How to seize the 85 million jobs bonanza. World Bank
7 A Harrison, J Lin, and C Xu (2013). “Explaining Africa’s (dis)advantage”. NBER Working Paper 18683
8 Why We Need to Close the Infrastructure Gap in Sub-Saharan Africa. World Bank. April 2018
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Trade barriers also add to business costs, highlighting one of the potential benefits from the
continent’s ambitious free trade area launched at the start of this year that could help strengthen
regional value chains, enhance competitiveness and attract inward investment (see African free
trade deal: New agreement goes live, 28 January 2021).

Chart 8. Infrastructure quality and
efficiency is a challenge in sub-Saharan
Africa …
Average score for infrastructure (0-100)

Chart 9. … and logistics performance also
lags, impeding competitiveness
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Policies matter
The divergent experiences of Asia and Latin America suggest that policies matter if the
demographic dividend is to be maximised. At lower income levels, demographics play a more
important role given the importance of labour-intensive growth and the shift away from agrarian
economies towards industry and services, however a key lesson from the “Asian miracle” is that
investment in human capital was crucial, with countries that had the highest education levels
benefiting the most from the demographic dividend.9
In the chapter titled “Boom!” We look at the elements of this demographic transition in detail,
from the rise in population numbers to fertility rates and household composition. But first a look
at education, a key element to reaping the benefits of a young population.

______________________________________
9 As economies move towards middle-income levels, the structure of production changes with a shift away from labourintensive techniques making productivity even more important to achieve a demographic dividend.
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Education


African nations need to invest more in education. Only South Africa
has high numbers of people that finish upper secondary education



Egypt, Nigeria and Ghana could see a substantial pay-off from
further improvements in education



There is a marked difference in terms of gender. But it is not just
about access to schooling – quality matters, too

Unequal
In many ways, education is central to the development of a nation. That is because investment
in education impacts all sorts of things – from birth rates to the ability to attract investment, while
human capital is a critical driver of productivity gains and long-term potential growth.
It’s even more important in regions like Africa, where school-age children (5-19) make up 36%
of the population and more than 10m pupils in this age group are expected to enter the labour
market, every year, over next two decades. But UNESCO estimates that not all get education.
Globally there are 258m children out of school and a massive 45% of them live in Africa.
Lagging the world

But while Africa continues to lag behind other regions of the world, it has made great progress
in the field of education and improving access to schooling over last few decades. Enrolment
rates for primary education has increased from 53% in 1990 to more than 80% now, approaching
almost 100% in countries such as Egypt.
But the key is not just getting a lot of people through primary school, so they can read and write.
For nations to really attract investment, a large proportion of the population needs to have received
at least upper secondary education. Unfortunately, enrolment for secondary and tertiary education
is, on average, low; 44% and 16% respectively, compared with global rates of 77% and 48%.
To illustrate this, we have created an education index10. Using the proportion of people that
receive either primary, lower and upper secondary or tertiary education, scores run from zero to
a maximum of 400. At zero, the whole population has completed either just primary or less, at
400, all will have received tertiary education.
South Africa’s education index score is above 250 while Tanzania and Ethiopia have readings
below 100. Countries such as Egypt, Nigeria, Ghana and Congo are close to 200, indicating a
large proportion have completed upper secondary, but are missing out on higher education.

______________________________________
10 The index takes the proportion of pupils that finish primary, lower secondary, higher secondary or tertiary education in
each country. It assigns scores to each education level (primary =0, tertiary =3). If everybody in a country has tertiary
education, the score would be 400. A score of 200 suggests that half of the population has an education level that
exceeds upper secondary education. The data is from the World Bank. The methodology is from Global Demographics,
a consultancy.
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It turns out that this score of 200 – i.e. the majority has finished higher secondary education – is
an important threshold as it impacts all sorts of other demographics, such as birth rates and the
ability to attract investment.



It turns out that this score of 200 – signifying that the
majority has finished higher secondary education – is an
important threshold

Birth Rate (per thousand w omen aged 15-49)

Chart 10. Only South Africa has seen benefits of lower fertility rates in terms of
education, but Egypt, Kenya and Ghana are making progress
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Chart 10 plots this education index against birth rates, and highlights the relationship between
schooling and fertility. Interestingly, no country with an education index over 200 – that is, a
large proportion that finished at least higher secondary education – has a high birth rate (of 100
births per 1000 women). So education and lower birth rates seem to go hand-in-hand. What
also seems to go together is education and the ability to attract investments. This is confirmed in
a recent demographic study which found that “better education does not only lead to higher
individual income, but also is a necessary (although not always sufficient) precondition for longterm economic growth.”11.

GDP per capita (USD, 2019)

Chart 11. Better education tends to be associated with prosperity
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______________________________________
11 “The Demography of Educational Attainment and Economic Growth”. Science, vol. 319 (22 February 2008), pp. 1,047-48
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There are therefore huge benefits for nations to ensure most people finish higher/vocational
education. If they can achieve that, birth rates are likely to fall, investment may rise and living
standards, measured here in GDP/capita, are likely to be higher.
For that, spending on education is required. This is summarised in the chart below which plots
education scores to spending on education. There are countries that have good education
levels and spend a lot on education – they will run away from the average. In Africa, only South
Africa and the island of Mauritius fall into this group.
But there are many countries where education is insufficient (the index is below 200) and not
enough money is spent. This is especially the case in Uganda, Congo and Nigeria. These countries
might struggle to follow the rest of the world or need to seriously step up spending on education.

Chart 12. Egypt, Kenya and Ethiopia are on the threshold – small improvements in
education can make a big difference in prosperity. Only South Africa spends enough to
maintain its education levels
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Per UNESCO, just 44% of the sub-Saharan population has completed lower secondary and
28% upper secondary, compared with global averages of 76% and 49% respectively.
And it’s not just about access – the quality and equality of education also matters. The World
Bank’s harmonised test score measures average marks scored by students in various
standardised maths, science or reading testing programs like PISA, TIMSS or PIRLS. Here a
score of 300 is minimal attainment and 625 is advanced attainment. These results helping to
measure the quality of education across regions.
Quality of education is an
issue. Kenya scores high,
South Africa and Ghana
much lower

The chart below shows the relatively higher quality of learning in countries like Kenya but much
weaker outcomes in Ghana or Nigeria. South Africa stands out because access to schooling and the
quantity of education is good, and spending on education is high but the quality is poor. The
harmonised test scores are at similar levels to that of Ethiopia and Angola, but the Education Index is
highest in the region. In this case, the higher quantity of education supports the demographic
transition and lower fertility rates, but does not necessarily boost productivity. This partly explains
why the country struggles with high levels of low-skilled youth unemployment.
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Harmonised test score (2020)
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Chart 14. Nigeria, Angola and Congo (DR)
stand the worst on gender parity in
education

1
0.9
0.8
0.7
0.6
0.5
0.4
0.3
0.2
0.1
0

Educational Attainment index
67 69 100105 114
120121 126 127
131
141 146

148

154

Botswana
South Africa
Zimbabwe
Egypt
India
Ghana
Bangladesh
Kenya
Tanzania
Uganda
Ethiopia
Nigeria
Angola
Congo (DR)

Chart 13. Kenya provides a higher quality
of education; South Africa, Nigeria and
Ghana much less so

Note: The number on the top represents international rank
Source: World Bank Gender Data Portal, HSBC

Another factor that’s important in Africa is educating the female population. The World
Economic Form ranks and calculates an Educational Attainment Index to capture any gender
parity gap by taking into consideration literacy rate and enrolment rate in primary, secondary
and tertiary education. An index of 1 indicates parity between the genders, a score between 0
and 1 typically means a disparity in favour of males. Chart 14 above shows that Nigeria, Angola
and Congo have among the worst levels of education gender parity in Africa. Botswana and
South Africa, however, have a score close to 1.
The message is clear. Africa needs to invest in education, and this is especially the case for
girls across the region.
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Cities on the rise


Africa is urbanising fast …



… and, while mid-tier cities may grow fastest, a few mega-cities are
emerging across the continent – with the urbanised stretch of the
West African coast running from Lagos to Abidjan a key area



A handful of large cities will have an outsized impact on overall
demand

Where do they all live?
Africa is one of the least urbanised regions in the world, but this is changing quickly, and masks
wide divergences across the continent. Some countries, such as Algeria, Libya, and Botswana,
are as urbanised as most developed markets – and well above the global average. Others, on
the other hand, such as Burundi, Niger, and Rwanda, are amongst the least urbanised countries
on earth.
Urbanisation rates have risen quickly, though. Chart 15 shows how things have changed – with
20-30ppt increases in urbanisation rates across the continent in the course of 30 years. Across
the whole continent, the share of the population in urban areas has risen from about 27% in
1950 to 42% in 2020.
Going forward, that figure looks set to rise, too. In almost all countries in chart 17, the UN’s
estimates assume an additional 4ppt or more of the population living in urban areas by 2030.
Chart 15. The level of urbanisation is diverse across Africa
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Chart 16. Urbanisation rates are low in
Africa, but are rising rapidly

Chart 17. Botswana, Angola and South
Africa: more than 60% population live in
urban areas
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The rise of the mega-cities
Across Africa, one of the biggest drivers of urbanisation has been the growth of mega-cities.
Whilst, in 2020, only 8% of the urban population lived in mega-cities, this is up from 5% in 2000.

Chart 18. Mega-cities are the biggest driver of urbanisation

Source: UN Urbanisation Prospects

These big cities will continue to play a big role in the development of Africa’s demographics. By
2035, African countries are expected to have nearly 117 cities with population of at least a million,
compared with 68 at present. And some of these are likely to be huge. By 2035, three of the world’s
most populous cities will likely be in Africa – Cairo, Kinshasa and Lagos, Luanda (in Angola)
and Dar es Salaam (in Tanzania) are also expected to have populations of more than 10m.
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Table 2. The world’s largest cities will start to feature more from Africa
_____________________ 2020 _______________________ ______________________ 2035 ______________________
City
Population (m)
City
Population (m)
Tokyo, Japan
37.4
Delhi, India
43.3
Delhi, India
30.3
Tokyo, Japan
36.0
Shanghai, China
27.1
Shanghai, China
34.3
São Paulo, Brazil
22.0
Dhaka, Bangladesh
31.2
Mexico City, Mexico
21.8
Cairo, Egypt
28.5
Dhaka, Bangladesh
21.0
Mumbai, India
27.3
Cairo, Egypt
20.9
Kinshasa, DR Congo
26.7
Beijing, China
20.5
Mexico City, Mexico
25.4
Mumbai, India
20.4
Beijing, China
25.4
Osaka, Japan
19.2
São Paulo, Brazil
24.5
New York, US
18.8
Lagos, Nigeria
24.4
Karachi, Pakistan
16.1
Karachi, Pakistan
23.1
Chongqing, China
15.9
New York, US
20.8
Istanbul, Turkey
15.2
Chongqing, China
20.5
Buenos Aires, Argentina
15.2
Calcutta, India
19.6
Note: African cities in bold
Source: UN Urbanisation Prospects

But it’s not just about the mega-cities. In the next 30 years, when nearly 1bn Africans will move
to the cities, mid-tier cities with populations of 1-3m are expected to remain the centre of growth,
and in many of Africa’s largest economies the UN expects population growth rates to be fastest
in mid-size cities.

Most growth in mid-tier cities

Table 3. Fastest-growing cities in various countries in the next 10 years
Country
Angola
Congo
Egypt
Ethiopia
Ghana
Kenya
Nigeria
South Africa
Uganda
Tanzania
Zimbabwe

Fastest-growing Is it the national
city
capital?
Uige
Brazzaville
Yes
Al-Qahirah (Cairo)
Yes
Gondar
Sekondi Takoradi
Ruiru
Gwagwalada
Rustenburg
Kampala
Yes
Songea
Chitungwiza

Urban category
Small mid-tier city
Mid-tier cities
Mega-city
Small city
Small mid-tier city
Small city
Small city
Small mid-tier city
Mid-tier cities
Small city
Small city

Population
(000s) in 2020
511
2388
20901
362
946
389
410
509
3298
353
386

Population
(000s) in 2030
847
3292
25517
556
1349
593
697
666
5506
597
475

Growth
(CAGR)
5.2%
3.3%
2.0%
4.4%
3.6%
4.3%
5.5%
2.7%
5.3%
5.4%
2.1%

Source: World Urbanization Prospects 2018, United Nations, HSBC

New megapolitan areas

The heavily urbanised stretch of the West African coast running from Lagos to the Ivorian
capital Abidjan – covering 1,000km – might provide the foundation for an ever-denser urban
network as ports, roads and new city centres are formed to accommodate the influx of people.



The heavily urbanised stretch of the West African coast
running from Lagos to Abidjan – covering 1,000km – might
provide the foundation for an ever-denser urban network
as new city centres are formed

But, as Chart 19 shows, there are exceptions. In Egypt and the Democratic Republic of Congo,
it’s all about the metropolises. Egypt is a particular exception – 47% of the urban people in
Egypt lives in Cairo which has a population of more than 20m.
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Chart 19. 73% of the urban population
resides in small cities in Ethiopia; 47% in
mega-city in Egypt

Chart 20. Medium-size cities are likely to
grow more quickly
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Successful urbanisation is critical for economic development. Whilst typically we expect steady
urbanisation to help to create jobs and give people better access to key amenities (e.g. utilities,
healthcare and education), doing this effectively is key, or cities will not reap the benefits.
Economies can unlock the benefits of scale and specialisation through connecting consumers
and producers, and establishing a concentration of labour supply, knowledge, and skills.
Without the right types of investment, cities can become congested, polluted, and suffer from
housing shortages that could impinge growth potential. We will have to watch closely which
cities do this well in the coming years. We previously flagged Kigali, the capital of Rwanda, as
having a master plan to deal with the challenges of rapid population growth in the city (see
Going to Town, 26 April 2017), and will want to see other cities across the region try to plan for
the future – even if it may not be possible to deliver on every facet of these plans.
Investment into African cities is therefore vital. Building infrastructure, housing and ensuring
utilities are in place can help to maximise the social and economic benefits of cities. Fast
Internet speeds can help unlock other forms of growth – with access to mobile technology playing
a key role in providing access to banking (see Banking on growth, 17 June 2021), educational
resources and healthcare information.
Estimates from the European Investment Bank12 suggest that two-thirds of the infrastructure
needed across Africa over the next 30 years hasn’t yet been built or planned – the need for
more is crucial. And well-planned investment is key – with industrial clusters, as in Ethiopia’s
Hawassa Industrial Park or the Kigali Special Economic Zone in Rwanda, have proved
successful in creating competitive industries. Even relatively simple investment can go a long
way – making cities more walkable (with on-foot the main mode of transport for many still), for
example can unlock social and economic benefits within urban areas 13.

______________________________________
12 Development solutions: Prosperity in the city. European Investment Bank. 25 June 2020
13 How to make Africa’s cities more walkable, from Freetown to Nairobi. Quartz. 25 March 2021

22

Demographics ● Strategy and Economics
September 2021

Households


Ethiopia and Nigeria are among the top five countries in the world in
terms of growth in the number of high-income households



Egypt, South Africa, Ethiopia and Kenya have seen rising numbers
of women in the labour force. This is not the case for Nigeria and
Tanzania



African households are large and have a disproportionate number of
females heading the household

African women at work
We touched on the issue of household size earlier when we discussed child dependency – the
fewer children, the better for discretionary spending. We now look at the breadwinners in a
family, especially the number of women who work and, thus, generate income for the household.
This, too, has significant consequences for how households consume. More women at work
means there is more room for discretionary spending.
Chart 21 plots female labour participation rates across the world and highlights a “smiley” curve
that links income levels to female labour participation. At lower income levels, female participation
generally tends to be high. This is because at low levels of income, women tend to work (in farms,
small-scale family enterprises or other informal sectors) in order to add to existing meagre family
income. This is where most of the African countries (with a few exceptions) lie.
Chart 21. Relation between prosperity and female labour participation
Ratio of female to male labor force
participation rate (%)

At lower income levels,
female participation tends to
be high
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However, as incomes rise from low levels, female participation tends to fall as women switch
from employment to taking care of children. This effect has also been prominent in countries like
India or Sri Lanka, but much less so in Brazil, South Africa or Botswana. In fact, these nations
go against the stream and have seen an increase in women at work. Among the countries
considered here, Egypt has the lowest rate of female participation.
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The chart below looks at recent changes. It shows that countries like Nigeria, Tanzania and
Congo have seen a drop in relative female participation rates over last few years.
Chart 22. Changing trends in female participation rate: Uganda and Botswana have seen
a rapid improvement
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Lower fertility rates and
women at work go hand in
hand

But, as fertility rates fall across Africa, there is an opportunity for many women to spend less time at
home taking care of children, enabling them to find a job and make some money. This is something
seen in parts of Asia in the past decades and has the potential not only to boost the supply of labour,
but also to transform consumer patterns on the continent over time. Therefore, how quickly fertility
rates fall is likely to have a large economic impact, even in the near term. Whilst, in much of the
world, even lower numbers of births may be seen as an additional demographic hurdle, across much
of Africa they are both a sign of increasing prosperity and a possible trigger for even more.
But for now, given the high fertility rates, the average household size is large in African
countries like Ghana, Uganda and Tanzania. In Egypt and South Africa, households are much
smaller and much better positioned to indulge on discretionary goods. Chart 23 below shows
that average household size has remained little-changed for most countries in last 15 years,
except for Kenya and Egypt.

Chart 23. African countries have high
household size …

Chart 24. … and a have high proportion of
female headed households
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Many single-parent
households
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But what differentiates the region is that Africa has one of the highest proportions of singleparent households in the world. Female-headed households are high in number and are rising
with time in most of the countries. More than 40% households in South Africa are headed by a
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woman. This all reflects a high proportion of unmarried mothers across the continent, combined
with labour migration among men.



Africa has one of the highest proportions of single-parent
households in the world

How does this translate all into purchasing power?
Income levels in Ethiopia – a country that has seen a drastic drop in fertility rates – are low, but
have grown at an annualised rate of 6.7% since 2011. In particular, the proportion of higher
income households is rising in Ethiopia, more so than in other nations on the continent. In
Nigeria, urbanisation has progressed faster than elsewhere. But with rising incomes, Nigerian
women have opted to stay at home and female labour participation rates have fallen.

Chart 25. Income levels are high in Botswana, South Africa and Egypt
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Botswana might be small, but stands out here. Here income levels are among the highest in the
region. So is female labour participation. Consequently, the country has seen a large drop in
fertility levels, a trend which is expected to continue. The chart below shows that a high
proportion of households are in high income groups.
Egypt is a bit of a special case. Here, income levels are high but female labour participation is
low. Furthermore, far more young women than young men are not in employment, education, or
training. These indicators suggest that young Egyptian women seeking work face persistent
structural challenges in finding a job. This should be an opportunity for Egypt. If it can increase
the number of women at work, it will have a significant impact on household income and
consumption patterns.
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Chart 26. Proportion of households across various income groups in 2020
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Chart 27. Proportion of households across
higher income groups is expected to rise
in Ethiopia ...
100%

Ethiopia

Chart 28. ... but remain more or less
constant in South Africa

100%

80%

80%

60%

60%

40%

40%

20%

20%

0%

South Africa

0%

2020
USD 0-10,000 pa
USD 20,001-50,000 pa
USD 125,001 + pa

2045e
USD 10,001-20,000 pa
USD 50,001-125,000 pa

2020
USD 0-10,000 pa
USD 20,001-50,000 pa
USD 125,001 + pa

Source: Global Demographics, HSBC

2045e
USD 10,001-20,000 pa
USD 50,001-125,000 pa

Source: Global Demographics, HSBC

Chart 29. Countries with the fastest expected growth rate in the number of households
with incomes above USD 50,000 p.a. – Ethiopia and Nigeria appear in the top five globally
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Africa’s consumer markets
are about the size of India’s

Still, despite all the obstacles, rising income levels and changing demographics across the
region are expected to contribute to rising household consumption. It is forecast to reach
USD2.5trn by 2030 and USD5trn by 2045, a CAGR of 4.8% after growing by an annualised rate
of 3.5% between 2010 and 202014.
This means that Africa’s consumer market are, taken together, about the size of India’s. In India,
consumption levels are expected to reach USD2.5trn in 2030 and USD4.1trn in 2045. China, on
the other hand, has much bigger consumption levels of USD7.6trn and USD10trn, respectively
– and these are set to grow more slowly, at an expected annualised rate of just 1.8% between
2030 and 2045.

______________________________________
14 estimated by Global Demographics
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Healthcare


Healthcare spending is low, but rising



Urbanisation means new diseases – such as diabetes – are
becoming more prevalent



Nigeria and Egypt are among the fastest-growing markets for
healthcare, globally

Spending is increasing
Africa makes up 17% of the world population, but accounts for less than 2% of total global health
expenditure. Chart 30 shows that most of the countries in the region spend less than 5% of their
GDP on healthcare, substantially below the world average of 8.7%. The positive news is that, with
the exception of Ethiopia, most countries spend now more on healthcare than a few years ago.

Chart 30. Health expenditure in African
countries is low

Chart 31. Increasing burden of noncommunicable diseases in Africa
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Moreover, although countries in Africa continue to be dominated by communicable diseases like
malaria and HIV, the region is witnessing an increased transition towards chronic and noncommunicable diseases (NCD) like diabetes, cancer and cardiovascular diseases. The burden
of disease due to NCDs and injuries, measured by proportion of total disability-adjusted lifeyears15 (DALYs), has increased from 18.9% in 1990 to 31.2% in 2019 (see Chart 31 above).
This is because of changing lifestyle, urbanisation, and increasingly unhealthy demographic
trends; 17% of the population in Egypt aged 20-79 is suffering from diabetes and one in every
four individuals above the age of 15 smoke.
______________________________________
15 The disability-adjusted life year is a measure of overall disease burden, expressed as the number of years lost due to illhealth, disability or early death
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The number of 40-year-olds
is key to healthcare demand

In addition, growth in healthcare spending is not just determined by how many old people there
are in a country, but also the number of people that celebrate their 40th birthday every year.
That’s because beyond that age healthcare spending really starts to increase.
Thus, changing age structure, types of diseases and number of years lived with disability
determine the medical expenditure for a country. These factors are expected to fuel the
increasing healthcare expenditure, not only to “catch up” to current world standards but also to
“keep up” with ageing and changing health profile.
This all means that spending on healthcare needs to rise much faster than growth in the overall
economy. While this has been the case over the past two decades, the increased spending is
still not enough.
Using the numbers on population at various age groups and the prevalence of diseases across
age groups, we can estimate growth in heath expenditure for various countries in the next
decades. Note that this is examining healthcare from a purely demographic point of view – there
are all sorts of other issues that impact healthcare costs in a country – the quality of healthcare,
local regulations, the average days someone spends time in a hospital and so forth. But we put
aside these for the moment. It also means that the results shown below should be seen as that
– the increase in healthcare related to demographic shifts.
We look a quarter century into the future and estimate how health care costs will rise by 2045.
Details on how this is done exactly, and what assumptions are used can be seen our recent
report on Global Demographics: Mapping out a century of changes, 19 February 2021.
Nigeria and Egypt are top the list at a global level. The message is clear. If you have a
healthcare business and are looking to expand somewhere, the idea is to put these countries on
your list for further investigation.
Chart 32. Total cost on healthcare is expected to increase mostly in non-affluent
countries
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Source: Global Demographics, HSBC
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Doing business in Africa


Getting access to Africa’s markets is not easy and companies have
had mixed experiences



High physical entry barriers can benefit existing players as rivals
struggle to enter and compete with them



We examine the experiences of Chinese, Indian and South African
companies and look at what worked for them and what didn’t

High barriers
Growth has been strong in some parts of Africa (Chart 33) but making the most of these
opportunities is not always easy. The high cost of doing business, inflation, and changes in
regulations are some of the hurdles that companies face in Africa, but the experiences of South
African companies show that it is also possible to prosper.
High entry barriers can be
bad, and good

However, not only do we find a wide variety in experiences of operating in Africa, but the high
physical entry barriers can also be beneficial to domestic companies with strong local brands
and wide distribution capabilities as they face less competition.

Chart 33. Economies like Ethiopia, Kenya and Tanzania have seen strong growth in GDP
per capita in the last five years
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South-south commerce: China and India in Africa
Chinese and Indian companies have been active on the continent in the past decades to
capitalise on opportunities unlocked by the region from infrastructure investment to rapidly
growing consumer market.
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Chinese companies opened their purses to invest in infrastructure in the region in last decade
and they contributed USD26bn out of USD100bn committed towards infrastructure development
projects in 201816. According to McKinsey, 10,000 China-owned companies are operating
throughout Africa with 920 in Nigeria alone17. Some of the most visible ones are Chinese SOEs.
Sinopec, for example, acquired oil assets in Gabon, Nigeria, Angola, Egypt and South Africa
from 2004 onwards.
Many Indian companies are
active in the region

At the same time, many Indian companies ranging from telecoms to engineering and healthcare
are active in the region. Hospitals like Apollo have a presence in Nigeria and Tanzania. Bharti
bought telecom assets in Africa in 2010 and this company currently has operations in 14
countries in Africa. The Aditya Birla group acquired carbon black assets – these are additives
used in tires – in Egypt in 1994 and India’s Karuturi Global, a private company, is now the
world’s largest exporter of roses thanks to its investments in Ethiopia and Kenya.
These examples illustrate that Chinese and Indian companies approach the continent
differently. While the most visible Chinese businesses in Africa are large SOEs, the vast
majority are private companies that operate on a smaller scale. The typical Indian company in
Africa is also privately owned or occasionally of mixed private-public ownership. Indian SOEs
are less prominent.

India and China approach
Africa differently

But the key is that Chinese and Indian firms operate in different ways across Africa. In general,
Chinese companies enter new markets by building new facilities and often buy large portions of
raw materials through corporate affiliates. Labour is often sourced from China (rather than in
local markets). It conducts the vast majority of its sales with African governments.
The average Indian firm in Africa operates differently. Often, it enters African markets through
the acquisition of established businesses, often prefers procurement of raw materials from local
suppliers and aims for local sales with private companies rather than government agencies18.

The South African experience
Nick Webster*
Head of Research, South Africa
HSBC Securities (South Africa)
(Pty) Ltd
nick.webster@za.hsbc.com
+27 11 676 4537
*Employed by a non-US affiliate of HSBC
Securities (USA) Inc. and not registered/
qualified pursuant to FINRA regulations

High entry barriers can be a
benefit for incumbents

Africa was set for strong growth at the start of the century and South African companies were
perfectly placed to take advantage of the opportunity. The factors that attracted them to other
African markets included a lack of competition in many sectors, growing populations, an
expanding middle class and improving governance. However, a slow pace of structural reform in
most countries left them vulnerable to internal and external shocks. As a result, the investment
story in Africa has much less compelling of late than it was a decade ago.
The challenges faced by South African companies seeking to expand their operations to the
northern part of the continent are not dissimilar to trying to start a business in their home
market. The lack of infrastructure, limited job skills, poor communications, low levels of
educational attainment and problems getting access to funding has a huge bearing on the level
of commercial success.
While this has not deterred a number of South African businesses from entering new markets in
Africa, only a few have succeeded. This has a mirror image in that companies that do succeed, or
are local incumbents, enjoy quasi-monopolistic pricing power. The experience in India –another
nation with high physical entry barriers – has shown exactly that. Indian domestic companies
with strong local brands and wide distribution capabilities are among the most profitable in Asia.
______________________________________
16 “Who is financing Africa’s infrastructure development?”, The Infrastructure Consortium for Africa
17 “The other side of Chinese investment in Africa”. Financial Times. 27 March 2019
18 “What are Chinese and Indian firms doing in Africa?”. International Trade Centre. International Trade Forum Magazine
issue 2/2010
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We now look at some of the successes and failures in more detail. Let’s start with the
success stories.

Table 4. Major South African companies that have ventured into the rest of Africa
Sector
Financial services
Hospitality
Retail
Pay television
Mobile telecoms
Construction
Extractives
Food

Companies
Standard Bank, Old Mutual, Liberty Group, Rand Merchant Bank
Protea Hotels (now part of the Marriott Group), Legacy Group, Southern Sun, Sun International
Shoprite, Pick n Pay, Massmart, Woolworths, Pepkor, Foschini, Mr Price, Truworths
MultiChoice
Vodacom, MTN
Group Five
Anglogold Ashanti, De Beers, Randgold Resources, Sasol
Tiger Brands, Promasidor, Famous Brands, Illovo Sugar

Source: HSBC

The MTN Group
The MTN Group, headquartered in Johannesburg, is a multinational mobile carrier specialising
in emerging markets that operates in many African countries. It has become a household name
across the African continent. Although it is active in 21 countries, 40% of MTN's revenues come
from Nigeria where the company enjoys a 35% market share. However, there have been
regulatory, security, infrastructural and other challenges in its various markets. For example, in
2015 the Nigerian federal government fined the company USD5.2bn for failing to deactivate
unregistered sim cards before a government deadline. This penalty was reduced to USD1.7bn
after months of negotiations.
Imperial Logistics
Imperial Logistics (IPL) is an international logistics provider, operating through three divisions –
logistics Africa (c38% of operating profit in H1’21), market access (c34%) and logistics
international (c28%). Its core strategy is to focus on its ‘gateway to Africa’ operating model,
prioritising capital allocation across the continent, including through a series of acquisitions. The
market access division, generates close to 100% revenue in African regions, catering to the
healthcare (50%) and consumer (49%) industries. Over the last 18 months, IPL has completed
acquisitions in Africa in excess of ZAR1bn, transforming the business to an integrated, end-toend market access and logistics business. See All roads now lead to Africa, 2 March 2021).
DP World, a global infrastructure-led supply chain solutions provider views Africa as a long-term
high-growth market and plans to invest in the region to improve supply chain connectivity. It now
has operations in Senegal, Mozambique, Somalia, Angola, Rwanda, Algeria and Egypt.
Barloworld
Barloworld is the sole Caterpillar equipment distributor in southern Africa, which contributed
43% of group revenue and 42% of EBIT in H1’21. The division caters to South Africa, Namibia,
Mozambique, Zambia, Malawi, Botswana and Angola. The business is focused on mining (62%
of new equipment sales in H1’21), construction (30%) and energy (8%).
The outlook for mining remains robust given an order book of ZAR2.5bn, supported by buoyant
commodity prices. The company also runs a JV in the DRC, which has been more volatile in
recent years, contributing significant profits at times and loss making for the last two years, due
to various reasons – fall in cobalt prices, maintenance in key customer sites, and weak activity
levels. The overall performance in the southern Africa regions is mainly dependent on commodity
prices, as well as country specific issues. For example, Angola and Zimbabwe have faced FX
related issues, whilst Namibia has been a consistently strong performer, along with Mozambique.
A number of South African companies, including some big household names, have suffered or
failed in certain markets in Africa.
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Shoprite
Africa’s biggest supermarket chain, Shoprite was one of the first retailers to expand to the rest
of Africa. Its first move outside South Africa and its immediate neighbours Lesotho, Swaziland,
Namibia and Botswana was to Zambia in 1995, where it opened a further 17 stores in less than
a decade. It opened its first store in Nigeria in 2005 and by 2020 it had 25 stores across the
country. Currently, it has operations in 13 African countries outside South Africa. The group
recently exited Nigeria and plans to exit Kenya as well.
Shoprite has been reviewing its long-term options in the rest of Africa as currency devaluations,
lower commodity prices and high inflation have hit household incomes and weighed on earnings.
The group is now focusing on the home market where it is looking to grow share in the premium
food market. Shoprite, despite exiting several African markets to date has navigated some of
Africa’s most challenging environments. It has reduced currency and logistics risk with local
sourcing – in some markets, local products comprise about 80% of total stock – and set up
centralised warehousing.
Vodacom
A mobile communication company which started operations in South Africa, Vodacom has
grown its mobile network business to include operations in Tanzania, the DRC, Mozambique,
Lesotho and Kenya. While the group saw success in South Africa, Lesotho, Tanzania and
Mozambique, it faced problems in the DRC and Nigeria.
In 2004, it exited Nigeria just weeks after entering the market through a management contract
with Zimbabwe’s Econet Wireless, citing high risk and corporate governance issues. In the DRC,
in 2014, the group was sued for USD14bn (ZAR200bn) by Alieu Conteh, the majority shareholder
of Vodacom’s minority partner in the country, who alleged that the company undermined his
position as a statutory director of Congolese Wireless Network, the partner company.
Telkom
Fixed-line operator Telkom sold its Nigerian unit (Multi-Links) for cUSD10m as it exited the
troubled business for a fraction of what it paid. Telkom originally paid USD410m for Multi-Links
and invested heavily in it after that.
Tiger Brands
In 2012, Tiger Brands bought a majority stake of 63.4% in Dangote Flour Mills for almost
USD200m. After incurring huge losses for three years the stake was sold back to Dangote
Industries for USD1 in 2015.
Pepkor
Value apparel retailer Pepkor exited Zimbabwe in 2109, closing its 20 stores and bringing to an
end its 20-year presence in the country. Severe shortages of foreign currency, fuel and electricity
resulted in inflation soaring to its highest since 2008, dashing hopes the economy might recover.
Truworths
This apparel retailer pulled out of Nigeria in 2016, blaming the rising cost of doing business and
tight import regulations, among other problems. Truworths struggled to get foreign exchange
and had difficulty paying rent.
In short, it is not easy. Issues such as currency devaluations, inflation, governance and the cost
of doing business in some of the countries seem to be key issues. Africa brims with potential
and peril at the same time.
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Boom!


Africa’s population is the fastest growing in the world. It adds more
than the population of Thailand every two years. By 2050, 10 of the
top 25 most populous countries will be in Africa



Most Africans are young and move to live in mid-tier cities. That’s
where growth is expected to be the fastest



But policies need to be implemented to absorb so many new people
into labour markets

Population boom
60% of world population
growth by 2050 will happen in
Africa

Africa is the fastest-growing region in the world. In the decade ending 2020, its population grew
by an annualised rate of 2.6%, compared with just 1.0% in Asia and 1.1% for the world overall.
The total population of the region is expected to approximately double by 2050, adding 1.14bn
people to the existing population of 1.34bn. This accounts for 60% of the rise in the world’s
population during the same period. This also means that Africa is projected to add 76m people
every two years, more than Thailand’s current population. With this, more than 25% of the global
population will reside on this region by 2050, compared with 17% now.

Chart 34. Growing trend of African
population

Chart 35. Top Seven most populous
countries in Africa in 2020
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60% of the expected rise in world population by 2050 is in
Africa. Every two years, the continent’s population grows
by an amount equal to Thailand’s

Nigeria is forecast to be the largest of them all – home to 400m people. Over the coming
decades Nigeria will overtake the US to become the third most populous country in the world.
But many more African countries will enter the list of top 25 most populous nations. Ethiopia will
be nearly as big as Brazil by 2050 and others include Congo, Egypt, Tanzania, Kenya, Uganda,
Sudan, Angola and, in 25th place, South Africa.

Chart 36. Ten of the top 25 most populous countries by 2050 are from Africa
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(High) birth rates are falling fast
The average woman in Africa today gives birth to approximately 4.4 children. 19 That is by far the
highest in the world. But the average does not say a lot as the fertility rate varies a lot, ranging
from 5.5 in Nigeria and Angola to 2.9 in Botswana and 2.4 in South Africa. This compares to 2.2
in India.
But this is changing. Across the region, fertility rates have fallen from 5.3 in 2000 and a high of
almost seven during the 1970s, with some of the fastest declines in Kenya, South Africa,
Ethiopia and Botswana.
Despite these declines, compared with other regions of the world, sub-Saharan Africa is
experiencing an extremely slow fall in fertility rates. While child mortality rates have decreased,
fertility rates have remained high. This results in high levels of youth dependency rates, a
feature of the demographic transition that has been exacerbated by the impact of HIV/AIDS on
mortality among working-age adults.

______________________________________
19 Total fertility rate, which measures live births per woman.

35

Demographics ● Strategy and Economics
September 2021

Chart 37. Africa has the highest fertility
rates

Chart 38. Fertility rate falling rapidly in
Ethiopia, but not so fast in Tanzania or
Congo (DR)
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High child mortality is responsible for elevated fertility rates in Africa, with Chart 39 illustrating
the positive correlation. Child mortality has halved since the 1990s, but it is still the case that in
almost half of sub-Saharan Africa, 8% of children will die before the age of five. These child
mortality and fertility rates are particularly high in Chad, the Central African Republic, Sierra
Leone, Somalia, and the region’s population powerhouse, Nigeria.
Falling child mortality is therefore a critical element of the demographic transition. As children’s
survival rates improve, family demand for more children declines, with the improvements in
maternal health from smaller family sizes helping generate a virtuous cycle.

Chart 39. High child mortality is positively correlated with high fertility rates
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Women get married early

36

Another reason why women in Africa still have large numbers of children is because they get
married early. According to UNICEF, 35% of the women aged 20-24 years in sub-Saharan
Africa get married before the age of 18, that is even higher than in South Asia (29%); the world
average is 20%. Put another way, nine out of top 10 countries with the highest rates of women
aged 20-24 years getting married or in a union before 18 in the world are from Africa, with
Bangladesh the sole exception. The chart below plots the rates for major countries in Africa.
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Chart 40. Proportion of women aged 20-24
years married or in a union before age 18
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Because of early marriage, Africa also has the highest rates of early child bearing globally, with
95 births per 1000 women in the age group 15-19. Angola has one of the highest rates globally,
at 150 compared with just 1.4 in Korea.
Education matters

Finally, education matters. Higher female education is a key driver of lower fertility rates. Today,
two-thirds of females in sub-Saharan Africa finish primary schooling and just over two-in-five
have completed lower secondary education. The rapid expansion of school enrolment and
school completion can support further declines in fertility rates. For example, women with a high
school education in Ethiopia have a total fertility rate of less than two children per woman, while
the national fertility rate is close to five children per woman.

Africa is young
The result of all this is that Africa is young. Almost 40% of the population in Africa is under the
age of 15, and 60% under 25, making Africa by far the youngest region in the world. The
median age in Africa is just 19.7 years, compared with 42.5 in Europe. By 2050, Africa’s young
population (those under the age of 24), will grow by 60% and be almost equivalent to twice the
size of Europe’s entire population.
With such a youthful population, child dependency ratios – the ratio of those below 15 years old
to the working-age population – are high. That again limits the ability for household to indulge in
discretionary spending – the money will be used to feed the children or get them to school.



In Nigeria, 340,000 people will enter the working-age
population every month for the next 20 years. In Ethiopia
it is 192,000
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Chart 42. 340,000 Nigerians will enter the working-age population every month until 2040
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But as ever, average numbers say little. Child dependency ratios, for example, differ widely
across the region. Chart 44 shows that Angola has the highest child dependency ratio, i.e. there
are more young dependants per working-age person that need to be supported.

Chart 44. High proportion of young
dependents in African countries
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Ethiopia is in the middle of the chart. In this nation, the average worker (or better said, those of
working age) supports 0.7 children compared with just 0.2 in Japan. And projections are for this
to decline to low levels in the next decades. As breadwinners have fewer children to take care
off, they can spend more on themselves – indulgences and other discretionary spending. That
could reshape consumer behaviour in Ethiopia dramatically.
Ethiopia’s consumer market
could re-shape considerably

Child dependency is already much lower in Ghana, Egypt and South Africa and households
already have greater scope for discretionary spending.



As breadwinners have fewer children to take care of, they
can spend more on themselves. That could reshape
consumer behaviour in Ethiopia dramatically
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Many will enter the labour
force. But will there be a job?

Another consequence is that there will be large numbers of people who will enter the work force
over coming decades, putting pressure on the labour market and underscoring the need for
rapid job creation.
Africa’s working-age population (aged 15-64 years) is expected to increase fast. On average,
25m young people join the African working-age group each year over next two decades. At the
country level, in Nigeria 82m more people will enter the working-age cohort by 2040, equivalent
to Germany’s current population. This translates into 340,000 people every month for the next
20 years. In Ethiopia, the equivalent figure is 192,000. Such a large rise in labour supply will
require substantial job creation if Africa is to harness the demographic dividend.
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