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1 The growth of prosperity in Sub-Saharan Africa and 

its implications for retail properties 

1.1 Introduction to the retail situation in Sub-Saharan Africa 

"Still the Next Big Thing", that is how A.T. Kearney (2015, p. 1) describes the 

opportunities for retail investments in Sub-Saharan Africa in its most recent Afri-

can Retail Development Index Report (ARDI). At the same time, modern retail 

developments are not as wide-spread as they were expected to be while infor-

mal retail is still predominant (cf. Tschirley et al. 2010, pp. 3–4). Andrew Baum 

(2008, p. 2) points out the implications for the real estate market: "High quality 

real estate is a fundamental necessity for a developed economy." He further 

emphasises the importance of modern retail properties among other types of 

real estate, as they “break[.] down barriers between different lifestyles and in-

troduce[.] the possibility of cross-border trade, bringing with it expertise, skills 

and economic growth”. With the growing GDP, the rising middle class on the 

continent and an overall progress in so many countries, one has to think about 

the role retail properties are going to play in economies that are striving to keep 

up with developed markets of the Western world. The main reasons for inves-

tors to enter these markets are the GDP growth of over 5% in many countries of 

the region, their young population and the emerging middle class. This middle 

class strengthens the current retail boom that already shows in the growing 

number of shopping centres (cf. A.T. Kearney 2015, p. 1). As this thesis is going 

to show, the African markets are highly heterogeneous. From the very mature 

retail markets of South Africa or even Kenya, to the emerging markets of the 

west, Nigeria and Ghana, and other more factor-driven markets, they all have 

their own set of risks and opportunities. 

1.2 Presentation of the problem and research question 

The economic growth of Sub-Saharan countries and the subsequent rise in 

GDP per capita have already been discussed many times (cf. Kingombe (2014); 
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Ncube (2011)). The research gap this paper tends to elaborate on is how issues 

such as prosperity, the Sub-Saharan people’s shopping behaviour, the informal-

ity of the economy or an underdeveloped infrastructure affect the development 

of and investment in retail properties on the African continent. These aspects 

have been covered for themselves in various reports or scientific papers and 

are brought together in this thesis. Additionally, the findings for Sub-Saharan 

Africa are compared to the mature South African retail market. The main moti-

vation of this thesis is the growing prosperity on the continent and in how far this 

development subsequently influences the population’s disposable income. The 

research question is: Does the rising consumer spending help to transform 

these markets into modern retail markets? And does this in turn make for an 

investment opportunity to consider for international retailers and investors? 

1.3 Method of investigation 

The investigation for this thesis consists on the one hand of the analysis of sci-

entific papers and literature on the subject of retail properties or the growing 

middle class in Africa and country reports on issues such as infrastructure. 

These reports are partly from consultants such as McKinsey or A.T. Kearney, 

partly from international organisations like the World Bank, World Economic 

Forum (WEF) or the African Development Bank (AfDB). The findings are further 

examined with the help of experts of respective markets. These are Mrs Cathe-

rine Kariuki of the University of Nairobi as well as Mr Akin Olawore and Mr Hol-

ger Adam for the Nigerian market. The investment opportunities opening up for 

African retail properties are showcased with the South African fund manager 

Novare Equity Partners. 

Since the majority of consumer spending in SSA at the beginning of this decade 

came from Nigeria, Ghana, South Africa, Kenya, Angola and to some extent 

Ethiopia, these countries are highlighted the most (cf. Hattingh et al. 2012, p. 1). 

Additionally, the focus is on countries with a high population and a promising 

middle class, which is why Tanzania for example is more prominent than Ango-

la. Central Africa is featured less within this thesis as it is still widely crisis-
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ridden, especially the Democratic Republic of Congo, which is the biggest re-

cent peacekeeping mission of The United Nations, or the Central African Re-

public (CAR) (cf. United Nations Office On Drugs and Crime 2011, p. 7; Figure 

1). The latter, in particular, experienced decades of instability. In 2013, the 

armed conflicts escalated severely again (cf. Council on Foreign Relations 

2016). 

Figure 1: Map of Sub-Saharan Africa 

 

Source: Knight Frank (2015), p. 6; highly modified 

Due to the predicted high share of sales until 2020, the industries of consumer 

goods, food and apparel are prioritised (cf. Hattingh et al. 2012, p. 1). There will 

be a much smaller emphasis on E-commerce which is by far not yet as im-

portant in Sub-Saharan Africa as it is in Asia or Europe (cf. Manners-Bell 2014a, 

p. 242f.). In the following section the parameters for modern retail in developed 

markets will be analysed. In section 2.2 the situation for retail in South Africa will 
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be shown, as this is the most mature Sub-Saharan market. First, there will be 

an examination of the dominant trends of Africa’s retail markets and how they 

promote or undermine the development of modern retail outlets in the third sec-

tion. The main focus is set on the economic, political and demographic devel-

opments, as well as on the physical infrastructure. The second subsection co-

vers some of Africa’s most promising developing and emerging economies. The 

expert views mentioned above are incorporated in this analysis. Section 3.3 

then shows an example of the possibilities there are for indirect retail invest-

ments on the basis of the funds management of Novare Equity Partners. A final 

overview of the thesis’ findings, the prospects for the future of retail in Sub-

Saharan Africa and the associated research is done in the last section.  

2 The case of South African retailers 

2.1 The role of modern retail in developed markets 

2.1.1 Retail as a connector of manufacturers and consumers 

Retail is traditionally being differentiated between its functional and its institu-

tional form. Its function is to obtain goods from other market participants and to 

grant access to these goods to the consumers. Retail as an institution acts as 

an outlet in the aforementioned functional form (cf. Ausschuss für Definitionen 

zu Handel und Distribution 2006, p. 27). It is traditionally seen as an intermedi-

ary between the manufacturers and the consumers with the objective to transfer 

the right of disposal (cf. ADHD 2006, p. 27, p. 31). The retailer acts as an exter-

nal distributor who obtains ownership of the goods himself (cf. Opresnik/ 

Rennhak 2012). Buddeberg (cf. 1959, pp. 21-40) justifies the engagement of 

the institution of retail with its inherent functions: to make contact, to inform and 

to give advice. Due to developments in recent decades, this definition becomes 

more and more outdated. Retail companies are not viewed solely as service 

companies any more. Instead they often operate as manufacturers or wholesal-

ers alongside their retail business (cf. Müller-Hagedorn et al. 2012, pp. 4f.). Op-
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erating in vertical and horizontal partnerships has become very important for 

many companies to strengthen their position (cf. Liebmann et al. 2008, p. 10). 

Due to a structural change and the strong competition, the concentration in the 

retail sector in the Western world is relatively high (cf. idem., p. 65). In the case 

of Germany, 70% of the turnover in 1960 was generated by independent retail-

ers. However, at the end of the 20th century large retail chains already owned 

80% of the market share (cf. Weise 2008, p. 10). These developments are 

viewed as a shift towards a more advantageous negotiating position in compari-

son to the manufacturers (cf. ibid. 2008, p. 9). 

The value creation process of product output is easily the most important func-

tion area for a manufacturer, even more than acquisition and sales. Nonethe-

less, functioning logistics are indispensable for a company to deliver the goods 

to the consumer (cf. Kiener et al. 2012, pp. 4ff., 15). It is crucial to the manufac-

turer whether he is producing something because he received a specific order 

or whether he produces for the general market. In the latter case, he has to de-

cide according to market research and forecasts (cf. Günther/ Tempelmeier 

2012, p. 12). Manufacturers are highly dependent on retailers due to their high 

concentration (cf. Feinen 2007, pp. 74f.). As a consequence it is much easier 

for the retailer to impose its conditions, on the one hand. On the other hand, the 

ongoing verticalisation of producers, i.e. the opening of flagship stores, 

strengthens their position as they influence the retail sector as well (cf. Lieb-

mann et al. 2008, pp. 70f.). Traditionally the retailer is noncommittal to the man-

ufacturer’s brand. The manufacturer has not only to win over the consumer over 

but the retailer as well (cf. Weise 2008, p. 8). If both sides do not agree, the re-

tailer may not list the manufacturer’s goods. Hence the retailer’s position 

evolved from that of a performing agent to that of a gatekeeper (cf. Feinen 

2007, p. 75). What is also very important to the manufacturer, besides the re-

tailer’s limited shelves, is the horizontal expertise of retail companies that de-

rives from dealing with the customer which generates information which is very 

hard to come by (cf. idem., pp. 154f.). The position of a manufacturer, on the 

contrary, is defined by the demand pull his own brand might generate (cf. Tund-
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er 2000, 180ff.). A manufacturer’s strong brand can even strengthen the retail-

er’s image and it may become crucial for the assortment. The manufacturer’s 

knowledge deriving from its own market research and of his flow of goods is 

known as its vertical expertise (cf. Feinen 2007, pp. 156ff.). The search for new 

channels of distribution is especially prominent in the apparel industry (cf. idem., 

pp. 74f.). Another reason for the current situation is the Western consumers’ 

shopping behaviour which is a hybrid of price sensitivity as well as brand affinity 

which should not be mistaken for brand loyalty (cf. ADHD 2006, pp. 94, 99). 

2.1.2 The importance of the supply chain 

The dependence on one another between retailers and manufacturers is fur-

thermore vindicated through investments made from both sides for the supply 

chain (cf. Feinen 2007, pp. 155f., 158f.). The supply chain is a network of sev-

eral companies which work together from the acquisition of raw materials, to the 

transformation into products and the delivery to the consumer (cf. ADHD 2006, 

p. 195). Recently the term of supply chain has become a substitute for logistics. 

The main difference is that logistics only refers to the intersections between 

companies and their partners (cf. Müller-Hagedorn 2012, pp. 776ff.). The ad-

vantage of such a value creation process lies in the complementarity of its re-

sources (cf. Liebmann et al. 2008, p. 11). The theoretical framework for the dif-

ferent approaches to the supply chain management is the principal-agent ap-

proach. In this case, the agent takes care of the principal’s tasks. This is often 

specified through a contract with an asymmetric distribution of power in favour 

of the principal. These constellations suffer from problems of opportunism and 

differing goals of the principal and the agent (cl. Müller-Hagedorn 2012, p. 797). 

Retail is often described as the last link in the supply chain before the consumer 

may have access to the goods (Liebmann et al. 2008, p. 665). Hence a restruc-

turing of the supply chain in cooperation with the producer might be beneficial 

because of a possible reduction of transaction costs, an optimisation of the flow 

of goods and an extension of the influence on the supply chain (cf. Zentes 

2006, p. 281). The heightened flexibility of production, which allows an efficient 

production of small batch sizes, allows manufacturers the production in only few 
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factories if logistics are advanced enough. This is the case in most of the West-

ern world, i.e. Europe or North America (cf. Liebmann et al. 2008, p. 665). The 

manufacturer’s motivation for a joint supply chain management derives from the 

decreasing effect of the classic pull-marketing which makes an optimisation of 

the vertical distribution necessary. This also tightens horizontal competition with 

other manufacturers for the most efficient distribution (cf. Zentes 2006, pp. 

283f.). 

2.2 South Africa: The most developed retail market in 

Sub-Saharan Africa 

2.2.1 Economic development since the end of the apartheid 

Since the end of the apartheid in 1994, there has been a constant growth of the 

GDP in South Africa, at times over 5%, only halted shortly by the financial crisis 

of 2008-2009. The aftermath of the crisis is still an issue within the economy 

(cf. Bhorat et al. 2014, p. 2). The gross fixed capital formation reached an his-

toric low during the apartheid era. Even after the presidential election of Nelson 

Mandela it took years for the capital stock investments to gain an appropriate 

level. This issue is still visible in the energy shortages of today (cf. idem., p. 11). 

The composition of South Africa’s GDP has changed quite noticeably over the 

last decades. While manufacturing remained stable, the share of mining de-

creased from 11% to 5%. This is relatively low for an economy of that size and 

maturity. The biggest growth happened in the sector of financial and business 

services which increased until 2012 by seven percentage points up to 24% of 

the GDP. This developed and sustainable market is one of South Africa's key 

strengths in global competition. Transport and Communications have also sub-

tly increased (cf. idem., p. 3). The most problematic issue in South Africa's 

economy is presumably unemployment. As mentioned before, the manufactur-

ing sector is weak but in the same time, the agricultural sector and the mining 

sector have both shrunken. Especially since the financial crisis the number of 

people in the workforce is stagnating. Before 2008, the employment rates were 

already less than proportional to the GDP growth. The financial services sector 
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mostly needs highly skilled workforce. Hence the inequality between educated 

classes was intensified which in turn also aggravated racial issues that are still 

prevalent in the country (cf. idem., pp. 3–6). South Africa ranks 49th place in the 

World Economic Forum's Competitiveness report. It is hence best performer in 

the Sub-Saharan region, only behind Mauritius (46th) and ahead of third-best 

performing Rwanda on rank 58 (cf. WEF 2015, p. xv). According to the WEF, 

South Africa has recently improved its competitiveness after years of moderate 

decline. Currently the country is more and more focussing on innovation. The 

aspects infrastructure, domestic competition and property rights have shown the 

most improvements. Also the goods market is considered to be strong. Then, 

again, there are still major issues to be solved like corruption, security or power 

generation (cf. idem., p. 30). In the World Bank's Doing Business Report, South 

Africa is on rank 73 of the 189 economies analysed. In a regional comparison 

this is only close behind Botswana which is one rank ahead. Both scored slight-

ly over 64 points from 100. Worldwide best-performer Singapore scored 87.34. 

The Sub-Saharan average is at 49.66 points. On a global scale, South Africa is 

behind Asian countries like Thailand (cf. World Bank 2016l, p. 8; Table 2). 

Rwanda is Sub-Saharan Africa's best performing economy, ranking 62nd with a 

score of 68.12 (cf. idem. 2016d, p. 5). The dealing with construction permits 

(90th) is one of South Africa's best performances alongside the registering of 

property (101st) when it comes to real estate issues. The trade across borders 

is particularly badly handled (cf. idem. 2016l, pp. 11–15). The trade liberalisa-

tion that began in 1994 has led to increasing volumes in imports and exports. 

The main exports however are commodities or manufactured goods which high-

ly rely on the latter. There is clearly a lack of products which create additional 

labour. Furthermore, the economy relies heavily on FDI, especially short term 

capital flows. This has led to a steady raise of the South African rand (ZAR) 

which in turn increases the price of exports. These currency fluctuations might 

ultimately weaken the economy's progress (cf. Bhorat et al. 2014, p. 3). Besides 

that, transportation costs are the main threat for inflation and a rise in the CPI. 

The inflation band targeted by the South African Reserve Bank since the begin-

ning of the new millennium lies between 3% and 6%. While between 2004 and 
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2008 the range has actually been between 1.4% an 11.5%, the rates are cur-

rently only slightly above 6% (cf. idem., p. 10). Like other BRICS members, 

South Africa's economic development has been struggling in recent years but 

the country was still able to grow its output by 2.5% (cf. Transport Intelligence 

2015, p. 14). 

2.2.2 The growth of welfare in an emerging market 

The legacy of the strict separation of the population is even today clearly visible, 

besides effects such as low levels of education. For people living in the town-

ships, jobs are often simply too far away to justify the commuting (cf. Bhorat et 

al. 2014, pp. 15–16). The same is true for the shopping trips of the black popu-

lation. Almost half (44%) of black consumers had to travel over 15 minutes for 

their last shopping trip. Shoppers in Brazil (22%) or India (26%) on average 

have not to travel as far (cf. McKinsey 2010). Although there have been invest-

ments in South Africa's education, there are still huge inequalities, especially for 

lower class households to pay for higher education. Still, some inequalities, be-

tween races are being diminished. More and more black households are mov-

ing into suburbs with a much lower density. Additionally, health care has high 

standards in comparison to the rest of the continent (cf. Chikweche/ Fletcher 

2014, p. 30). In spite of that, unemployment remains high, especially among 

young South Africans, and income inequalities across the workforce have also 

increased (cf. Bhorat et al. 2014, p. 17). 

The definition of the African middle class by the AfDB does not necessarily ap-

ply to the South African middle class. As this country is more developed com-

pared to other countries in SSA, it might be more appropriate to classify people 

as members of the middle class who have a daily income of 52 to 160 USD. 

Fortunately, this already encompasses two fifths of the black population (cf. 

Kingombe 2014, p. 24). Over the last two decades the middle class of coloured 

people has gotten a superior spending power compared to the white middle 

class (cf. Ncube et al. 2011, p. 13). Among the middle-income households the 

black consumers are already the biggest group. The number of black upper in-
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come households is rising by 20% annually. The preferences are differing much 

from that of the white population. This in turn suggests a differentiated approach 

for retailers and manufacturers as well (cf. McKinsey 2010). For instance, the 

black demographic shows much higher brand loyalty in comparison to its white 

counterpart. This is especially true for apparel and consumer electronics. This 

proves to be true for grocers as well, even though in this segment the price is 

the crucial factor for almost half of the consumers. It is even more distinct 

among the high income group of black consumers. These preferences might 

derive from mistrust in retailers as well as in unbranded products. Although a 

generalisation of this demographic would be the wrong deduction, the opportu-

nities of a profound market analysis must not be underestimated (cf. idem.). The 

South African middle class has in general more sophisticated demands when it 

comes to household spending. While for many middle class households in SSA 

issues such as home or car ownership are important, South Africans consider it 

also important to have enough money to go on holidays or to buy a luxury car 

(cf. Chikweche/ Fletcher 2014, p. 30). Branding of goods is already very im-

portant for the South African middle class. This is especially noticeable at the 

purchase decision of household electronics and cars (cf. idem., p. 32). Among 

this group suburban malls are considered to be part of their lifestyle. Urban 

malls are less favoured. Consumers from this income group are already accus-

tomed to online shopping and the format is quite popular. Modern ways of elec-

tronic payment are also relatively widespread in South Africa which further eas-

es the implementation of online retail (cf. idem, p. 34). 

2.2.3 South Africa’s physical infrastructure concerning supply chain 

management 

Transport Intelligence (TI) considers South Africa the most advanced African 

logistics market and ranks it 15th on its list of emerging markets. Still it is suffers 

from labour issues and Nigeria is very likely to outpace it in the near future (cf. 

TI 2015, p. 16). In the perception of logistics experts, South Africa is even 

among the nine best-performers, which is an improvement to recent years (cf. 

idem., p. 46). Superior logistics markets among the emerging economies are: 
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China (1st) and other Asian markets such as Indonesia (4th) or India (5th) as 

well as Arabian countries Saudi Arabia (2nd), United Arab Emirates (6th) or Qa-

tar which ranks 12th (cf. idem., p. 19). Still, South Africa is the best performer 

on the continent when it comes to logistics. The World Bank ranks it among the 

top 30 countries in moving of goods efficiently. This is valid for road, sea and air 

traffic. In spite of that, South Africa faces problems of power outages. Theft and 

work disputes are much more likely to happen in South Africa than in the world's 

average (cf. Manners-Bell 2014a, pp. 191, 193f.). The air trade from the EU to 

South Africa dropped by 7.2% in 2015 which was an even higher drop than In-

dia and Brazil experienced. Still, the air trade from the EU to South Africa is 

among the top 10 trade lanes destined to emerging markets worldwide. Also 

sea freight from South Africa to the EU has decreased by 4.2% but is still rank-

ing 10th in sea trade lanes destined to the Western world (cf. TI 2015, pp. 13, 

30). From the 225 infrastructure investments planned in Sub-Saharan Africa 

almost half (98) are being realised in South Africa. This underlines the im-

portance and perception international investors have of South Africa compared 

to the rest of the continent (cf. idem., p. 61). Some inefficiency shows in the 

food sector. Currently the food waste in South Africa amounts to 2.1% of its an-

nual GDP with around 62 bn ZAR. Almost a third (19.6 bn ZAR) is wasted at the 

stage of distribution; 15.6 mn ZAR at the stage of processing and packaging (cf. 

Nahman/ de Lange 2013, pp. 15, 20). 

2.2.4 Prevalent shopping outlets 

With 54 mn people South Africa is only a little more populated than Kenya or 

Tanzania, but there are several cities housing millions of people: Johannesburg 

(4.4 mn), Cape Town (3.7 mn) or Durban (3.5 mn). The GDP growth is only at 

1.4% while prime rents are up to 60 USD with a yield of 7.8%. It is the most ma-

ture retail market on the continent, with projects like the Mall of Africa with 

120,000 sqm of retail being developed. Also international retailers keep on 

pushing into the market (cf. Knight Frank 2015, p. 40). African leases are typi-

cally based on the ZAR, have a term of at least 3 years, have no break option 

and have an escalation of 7-9%. The VAT of 14% is payable on rents (cf. idem., 
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p. 15). Retail sales may have depreciated in recent years but they were still 

strong in 2015. One of the international retailers entering the market is Bot-

swanan retailer Choppies. South African consumers are more demanding and 

although brand loyalty is still quite high in comparison to more developed mar-

kets, consumer behaviour is becoming similar to that of Western consumers. 

Apart from the relatively small revenues in comparison to other regions on the 

continent, South Africa remains also one of the most competitive markets, in 

spite of the fact that still 40% of the retail spending is found in the informal sec-

tor. There is even enough potential in these informal outlets such as table-tops 

and “dukas” that even well-established retail companies are currently trying to 

adapt to these forms of retail (cf. A.T. Kearney 2015, p. 8). 

Table-tops are small stands for the supply of everyday demand of people pass-

ing by. There are hundred thousands of them across the county (cf. Nielsen 

2015, p. 2). The so-called "dukas" are small groceries which supply more prod-

ucts than table-top stores (cf. idem., p. 5). The size of the informal market is 

hard to tell. Besides the estimate of 40% of overall retail, Morgan Stanley reck-

ons 35% of South African food retail is informal. These stores comprise of street 

vendors or spaza shops which are mostly family-owned outlets (cf. PwC 2012, 

p. 13). South Africa’s high rate of unemployment is a threat to consumer spend-

ing. In some townships retail is dominated by informal outlets and resembles 

that of much poorer countries and additionally these settlements are in many 

cases poorly connected to urban areas (cf. idem., p. 5). Nevertheless, South 

Africa has a quite sophisticated landscape of shopping centres. In comparison 

to other African countries there are a lot of suburban shopping centres which 

are state-of-the-art developments (cf. Chikweche/ Fletcher 2014, p. 34). 

Deloitte ran a Q ratio analysis for retailers worldwide. The Q ratio shows the 

proportion of a company's market capitalisation to its tangible assets. Respec-

tively it shows how market participants value a retailer's brand and knowledge 

compared to the goods in stock. Comparing retail formats, the Q ratio ranges 

from 3.36 in the apparel sector to 0.08 for hypermarkets and similar outlets. The 

analysis shows that South Africa has a relatively high Q ratio of 1.349 which is 
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almost as high as in the USA (1.627). Other developed markets such as Ger-

many (0.336), Japan (0.683) or the UK (0.756) have a much lower Q ratio. 

North America and Africa/Middle East are much higher (1.59 and 1.48) than 

Europe with 1.08 or especially Latin America with 0.02 (cf. Deloitte 2015, 

pp. 40–43). These findings underline the picture described in the previous sec-

tions that retail landscape in South Africa is still not as developed when it comes 

to fast moving consumer goods (FMCG), especially when compared to the larg-

est European markets. Still, the market knowledge of the companies operating 

in South Africa is valued much higher. 

2.2.5 The most successful South African retailers 

Deloitte ranks the 250 top retailers worldwide. The list includes several South 

African companies: Shoprite (105th), Pick n Pay (161st), Spar (180th) and 

Woolworth (187th). Woolworth is even among the 50 fastest growing retailers 

with a retail revenue growth of 42.3% in 2014. Highest ranked are American 

companies Wal-Mart, Costco, The Kroger Co., Schwarz from Germany and Brit-

ish retailer Tesco. These are followed by Carrefour and Metro. It needs to be 

clarified that the ranking may vary according to a company's currency compared 

to the USD (cf. Deloitte 2015, pp. 12–19, 32, 45). The aforementioned high 

share of informal retail is an issue many successful retailers are trying to tackle. 

Massmart, part of the Walmart corporation, is for instance tapping into the low-

er-end retail market with FoodCo, a low-priced brand for its Game stores (cf. 

PwC 2012, p. 13). Shoprite also launched a similar discounter called Usave, 

hoping to be able to acquire customers from the informal sector (cf. idem., 

p. 20). Producers of FMCG are also hoping for a continuation in the formalisa-

tion and branding of the informal sector. This grants them higher levels of trans-

parency and regulation (cf. idem., p. 35). Alongside the entering of the informal 

sector, South African retailers are trying to enter other Sub-Saharan markets 

(cf. idem., p. 10). 

In 2005 Shoprite treaded new ground by opening up its own shopping centre in 

Uganda and is now about to expand into the African west. In sum, Shoprite al-
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ready operates over 1,000 stores in Sub-Saharan Africa, even with furniture 

stores and restaurants deducted (cf. Fick 2006, p. 208; Table 1). Other South 

African retailers are looking for investment locations all over Africa. Massmart 

operates almost 300 shops in 14 African countries. The trend of urbanisation 

also supported the development of Massmart's discounter chain Massdis-

counters. At the end of the 20th century the company decided to stay in the city 

centres, in contrast to many of its competitors. Over the following years this de-

cision paid off immensely (cf. idem., p. 207). 

Table 1: Shoprite in Sub-Saharan Africa 

 

Source: Shoprite Holdings (2016); partially modified 

Another prime example is Pick n Pay. The company operates almost 800 stores 

of varying size and assortment over most of Southern Africa, including Namibia, 

Botswana, Mozambique, Angola and soon also in the Democratic Republic of 

the Congo. The company has its own division working solely on its supply 

chain. After an investment of over 600 mn ZAR in 2010 for a new distribution 

centre, the company is planning to build others across South Africa, investing 

over 2 bn ZAR. The goal was to improve the supply chain's efficiency and data 

collection to avoid overstocks (cf. Manners-Bell 2014a, pp. 114ff.). As Gareth 

Ackerman, current chairman of Pick n Pay, states: "South Africa is still an im-

Number of Shops Total number Shoprite Checkers Checkers Hyper Usave

South Africa (Home) 952 435 195 36 286

Angola 29 17 0 0 12

Botswana 12 6 1 0 5

DRC 1 1 0 0 0

Ghana 6 5 0 0 1

Lesotho 11 5 0 0 6

Madagascar 8 8 0 0 0

Malawi 7 4 0 0 3

Mauritius 3 3 0 0 0

Mozambique 12 9 0 0 3

Namibia 52 21 5 0 26

Nigeria 16 16 0 0 0

Swaziland 14 9 0 0 5

Uganda 2 2 0 0 0

Zambia 26 25 0 0 1

Total 1151 566 201 36 348
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portant purchasing base if you want to trade on the continent." It is not the only 

gate to enter the continent. The reasons for why South Africa is this strong in 

most people's perception are that the country was already relatively mature 

decades ago, its functioning infrastructure and other issues the rest of the con-

tinent is still struggling with (cf. A.T. Kearney 2015, p. 2). 

2.2.6 Retail in South Africa’s neighbouring countries 

South Africa is considered to be even stronger than the North African econo-

mies. Other Southern economies like Botswana and Namibia (cf. Figure 2) ben-

efit from its strength. On the one hand, the countries of Southern Africa form the 

SADC bloc (Southern African Trade Community). It is the African bloc with most 

inter-regional trade. Besides aforementioned countries, there are even mem-

bers from other regions such as Tanzania participating (cf. Fick 2006, p. 112). 

Figure 2: Map of Southern Africa 

 

Source: Knight Frank (2015), p. 6; highly modified 

The Common Market for Eastern and Southern Africa (COMESA), on the other 

hand, eases trade and economic integration for its 20 member states (cf. idem., 

p. 12). With South Africa being the most mature retail market in Sub-Saharan 

Africa, it is no wonder neighbouring countries Namibia and Botswana are also 

among the markets A.T. Kearney describes as mature. These countries have 

also a robust infrastructure, relatively high incomes and a demanding shopping 

behaviour among their population. The number of formal shopping outlets is 
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already quite substantial, the competition is strong and high-priced goods are in 

demand (cf. A.T. Kearney 2015, p. 3). 

Table 2: Country profiles Southern Africa 

 

Source: Knight Frank (2015), World Bank (2016b; i; l), WEF (2015), TI (2015) 

The World Bank ranks South Africa’s neighbour Namibia 101st, ahead of Kenya 

(108th) and the regional average. Construction permits and electricity are han-

dled very well while cross-border trade and property registering in particular 

(174th) are major hurdles (cf. World Bank 2016i, pp. 10–14; Table 2). Namibia 

(85th) is according to the WEF ahead of the regional average; especially its in-

frastructure stands out. Work ethic is inadequate. So are access to financing 

and education (cf. WEF 2015, p. 272). Namibia has only a small population liv-

ing in the 824,292 sq km, even the landlocked capital Windhoek only inhabits 

300,000 people. Still, the economy is doing well with 4.3% of GDP growth. Re-

South Africa Namibia Botswana

Population 54.0 mn 2.2 mn 2.2 mn

GDP (bn USD) 350.1 13.4 15.8

GDP per capita 6,483 USD 6,095 USD 7,505 USD

GDP growth 1.4% 4.3% 4.4%

Area (sq km) 1,219,090 824,292 581,73

Rank (out of 189) 73 101 72

Rank (out of 140) 49 85 71

Prime Rent 60 USD 24 USD 32 USD

Prime Yield 7.8% 8.0% 8.0%

rent USD based no N/A no

Starting a business,

getting electricity,

enforcing contracts

Taxes, Protection of

minority investors

Getting electricity,

Cross-border trade

Construction per-

mits, getting credit

Registering property,

Starting a business

Cross-border trade,

registering property,

getting credit

Country Profiles

World Bank

Doing

Business

2016

WEF

Competitive-

ness Index

2015-2016

Basic

Data
Major cities

Problematic

Positives

Problematic

Transport 

Intelligence
Rank (out of 45)

A.T. Kearney

2015
Rank (out of 15)

Knight Frank

Africa Report 

2015

Johannesburg,

Cape Town
Windhoek

Gaborone,

Francistown

15 N/A N/A

6 8 2

Positives
Market Size,

Financial market

Infrastructure,

Financial market

Macroeconomic

environment,

Financial Market

Labour market,

Macroeconomic

environment

Market Size
Innovation, Business

Sophistication
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tail properties are opened up all over Windhoek, mainly in the form of mixed-

used retail and shopping-centres. There is a moderate prime rent of 24 USD 

with an 8% prime yield (cf. Knight Frank 2015, p. 36). The competitive and ma-

ture market with the high GDP per capita of around 11,000 USD and the grow-

ing population which is now at 2.3 mn make Namibia an interesting destination 

for retail investments. Besides domestic retailer Woerman Brock, the highly ur-

banised population (40%) attracts South African companies such as Spar and 

Shoprite (cf. A.T. Kearney 2015, p. 9). 

Botswana has a GDP growth of 4.4%. Especially in the capital of Gaborone 

which inhabits 200,000 people there are many retail developments being real-

ised. Due to the small population there is a risk of over-saturation which would 

in turn lower the prime rent of 32 USD (cf. Knight Frank 2015, p. 18; Table 2). 

Botswana, too, has a small population of around 2 mn people. Formerly known 

for its resources and diamonds, Botswana has become a relatively mature 

economy. The retail sector is quite developed with domestic chains like afore-

mentioned Choppies and South African chains such as Shoprite and Massmart 

which are expanding in the region. Shopping centre development is also on the 

rise with four malls opening since 2012 (cf. A.T. Kearney 2015, pp. 4–5). Like 

the South African consumers, people in Botswana are also relatively demanding 

when it comes to more luxurious consumer goods. Branding is very important 

and brand loyalty is still relatively strong (cf. Chikweche/ Fletcher 2014, p. 32). 

As mentioned before, Botswana (72nd) is Sub-Saharan second best-performer 

in the World Bank's ranking. Starting a business and getting electricity are es-

pecially hard but cross-border trade, dealing with construction permits and reg-

istering a property are relatively easy (cf. World Bank 2016b, pp. 10–14). The 

WEF ranks Botswana 71st which makes it one of the region's best performers. 

Macroeconomic factors like state debt are crucial for this while bureaucracy and 

the work ethics are its main hurdles (cf. WEF 2015, p. 120). The leases are 

generally based on the domestic currency Pula, not the USD, and set for a term 

of up to 5 years. The rent is paid monthly in advance while rent reviews are typ-

ically between 6 and 10 percent. Break options are uncommon and the VAT on 
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rents is 12%. In addition, the withholding tax of 5% applies when the rent per 

year is above 36,000 Pula (cf. Knight Frank 2015, p. 14). 

3 The possibilities and obstacles for retail develop-

ments across Sub-Saharan Africa 

3.1 Dominant issues concerning retail on the continent 

3.1.1 Prosperity: Retail in developing and emerging markets 

According to the World Bank, an emerging market is a country which is actively 

putting an effort into an improvement of the economy in order to become a de-

veloped country. In many cases these countries are trying to evolve from an 

agrarian country into an industrialised economy. Other characteristics are that it 

is a low or middle-income economy by the World Bank’s definition and that the 

investable market capitalisation is relatively low compared to its GDP. The GDP 

per capita is in most cases lower than 9,656 USD which is the defined minimum 

for developed countries (cf. Manners-Bell 2014a, pp. 4f.). Generally, the size of 

a country's population does not make that country especially attractive for real 

estate investment. Factors that are also important are the GDP per capita and 

the number of funds or investors investing (cf. Baum 2008, p. 14). Enterprises 

and firms are needed in Sub-Saharan Africa to solve the problem of unemploy-

ment and to achieve economic growth. For them to achieve these goals the Af-

rican governments need to grant a promising framework for entrepreneurs (cf. 

Fick 2006, p. 17). The WEF reckons that Ethiopia and Côte d'Ivoire are among 

those economies whose business environments have improved the most re-

cently. This does not change the fact that from the 20 lowest ranking econo-

mies, 15 are from SSA (cf. WEF 2015, p. 23). But it is not only the commodities 

that foreign investors are interested in, growing consumer markets are becom-

ing more and more important (cf. Jones Lang LaSalle 2013, p. 10). Nigeria is 

said to have manifold opportunities for business, due to its large population and 

oil. But it suffers highly from corruption, piracy and other aspects that heavily 
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diminish the ease of doing business (cf. Manners-Bell 2014a, pp. 10f.). Among 

the regions where the most improvements in terms of the World Bank's indica-

tors are found, SSA is again in the top tier, this time only behind South Asia (cf. 

World Bank 2016d, p. 11). From all the regulatory improvements in the world, 

SSA alone is responsible for 30% of them (cf. idem., p. 35). Still, "Sub-Saharan 

Africa remains the region with the smallest share of economies using electronic 

filing or payment" (idem., p. 10). Additionally, the number of judicial good prac-

tices is the lowest and far behind the numbers in OECD high-income countries 

(cf. World Bank 2016d, p. 91). Moreover, there are vast masses of land in 

SSA where no land registry is installed, although some governments want to 

develop such institutions. Problematic are these costs of implementation as well 

for the land owners who want to register their land (cf. Toulmin 2005, pp. 27–

28). The exact ownership is often unclear due to the combination of family her-

itage, colonialism and corrupted local governments (cf. idem., p. 32). The pro-

cess of titling is often slow; hence there needs to be fast and simple solutions 

which fit the individual region. But it must be ensured that the process not fur-

ther establishes inequality (cf. idem., pp. 52-54). 

Some retail markets in SSA struggle with a so-called 20/20/20 challenge: retail 

sales per sector would have to rise by 20% per year for 20 years for modern 

retail to achieve 20% of the share (cf. Tschirley et al. 2010, p. 13). Consumer 

spending in Sub-Saharan Africa is likely to rise up to 2.2 tn USD until 2030, still 

this would be only 3% of the consumption in the world (cf. Kingombe 2014, 

p. vii). The consumption would only have to rise as it has in recent decades. 

Compared to Western consumers, the African consumers' spending was rela-

tively robust even in the crisis of 2008 (cf. Ncube et al. 2011, p. 15). Some in-

sight into the developments on the Sub-Saharan retail markets is given by A.T. 

Kearney’s African Retail Development Index. Therein retail markets that are 

predominantly informal or in which formal retailers only sell the most essential 

commodities are classified as “stage I” or “basic”, respectively. The price is typi-

cally the main determinant in the consumers’ buying decision. Time and deter-

mination in understanding local customs and needs are essential for companies 
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that want to set foot in these markets. A pay-off may not occur fast. Basic for-

mats of retail should be targeted as other possibilities are restricted by the lack 

of functioning supply chains (cf. A.T. Kearney 2015, p. 2). The second stage, 

“developing” markets, offers in general much less risks and more promising op-

portunities for growth. What makes this stage especially appealing is the possi-

bility to adapt to the other stages by slightly adjusting the concept to more ma-

ture or less developed markets. The “mature” markets of “stage III” on the Afri-

can continent are South Africa, Namibia and Botswana. They are highly diverse 

but are also characterised by strong competition which make an entry difficult. 

These markets are generally wealthy, have an established shopping culture and 

a strong infrastructure (cf. idem., p. 3). The economies covered in this thesis are 

shown in Figure 3. The more developed a retail market is, the more it is on the 

right and the bigger the population is, the higher up it is and the bigger is its 

shape on the diagram. 

Figure 3: Stages and population of African economies 

 

Source: A.T. Kearney (2015), p. 3; highly modified 

The four main factors are Market Attractiveness, Country and business Risk, 

Market saturation and Time pressure. Market Attractiveness is measured via 

retail sales per capita, population and its growth rate, as well as the urbanisa-

tion rate. The ease of doing business is also relevant. Country and business risk 

is measured by political and credit risk as well as by terrorism and corruption. 
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Market Saturation is being quantified by the share of modern retailing, the mod-

ern retail area per capita, the number of international retailers in the market and 

the leading retailers' market share. Finally, the Time Pressure, is described by 

the urgency international investors should have when entering a certain market 

due to its growth rates. The ARDI ranking, though, has some limitations to it, as 

by design it gives advice on where investors should focus on. A mature market 

may have a low rank if it is very saturated already (cf. idem., pp. 15-16). 

3.1.2 Demography: An emerging middle class, a young workforce and 

a growing urban population 

3.1.2.1 The growing young middle class of Sub-Saharan Africa 

A few years ago it was still common for companies to try to attract the high-

income class of African markets which comprises of up to 150 mn people. Re-

cently the middle class has grown to around half a billion people (cf. Mahajan 

2009, p. 57). A global comparison shows that this number is higher than that of 

India of around 250 mn people or that of China of up to 200 mn people. Global-

ly, the BRICS markets have the highest potential of a sustainable middle class 

(cf. Chikweche/ Fletcher 2014, pp. 27- 28). Ethiopia, Nigeria and South Africa 

are expected to provide the largest number of middle class population in Africa 

in the future (cf. Ncube et al. 2011, p. 15). Nonetheless, the number of people 

living below the international poverty line around the world remains high in Sub-

Saharan Africa (cf. idem., p. 7). There are different definitions of a middle class 

or middle of the pyramid, respectively. Some categorise the middle class by a 

relative comparison to an economy's wealth. A common definition is that the 

middle class consists of people that have an annual income of over 3,900 USD 

per capita, or who have daily expenditures of 2 to 4 USD (cf. Chikweche/ 

Fletcher 2014, p. 28). The latter is the definition used by the AfDB. The AfDB 

then differentiates between three sub-categories of the African middle class. 

People with per capita consumption levels of 2 to 4 USD per day are only slight-

ly above the second poverty line of 2 USD per day. This is the "floating class" 

because it is always in danger of losing its status. The other two categories are 

the lower-middle class with 4 to 10 USD per day and the upper middle class 
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with a spending ranging from 10 to 20 USD per day. It needs to be clarified that 

the spending and the income probably are not the same, especially in high-

income households (cf. Ncube et al. 2011, pp. 2-4). Figure 4 shows the middle 

classes’ sizes across the continent, with and without the floating class. 

Figure 4: Middle class sizes 

 

Source: Ncube et al. (2011), p. 5; partially modified 
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The African markets have around 55 mn people with a daily spending of over 20 

USD. As this is only 5% of the total population, reaching the middle class might 

be more profitable (cf. Nielsen 2015, p. 5). At the other end of the spectrum, 

61% of Africa's population are considered to be below the second poverty line 

and 44% below the first of 1.25 USD per day. Otherwise, if remittances from 

people of the African diaspora are taken into account, a lot of these households 

might move up into the middle class (cf. Ncube et al. 2011, p. 4). Botswana, 

Ghana, Kenya and of course South Africa are countries with a solid middle 

class. In each country it is about a quarter or fifth of the population (cf. 

Chikweche/ Fletcher 2014, pp. 29, 37). 

Figure 5: Distribution across classes 

 

Source: Ncube et al (2011), p. 4; slightly modified 

In spite of this, the share of people in the middle class in Africa has not grown if 

the floating class is discounted from the total number of people in the middle 

class. From around 64 mn in 1980 to 128 mn in 2010, the rate is at 14.6% and 

13.4%, respectively. Taking the floating class into account there has been a rise 

from 115 mn people (26.2%) to 326 mn people (34.3%). The number of people 

considered to be poor (<2 USD per day) is still the biggest group, but has de-
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creased from 69% to 61% of the population (cf. Ncube et al. 2011, p. 3; Fig-

ure 5). As a side note, there is still a huge inequality with 60% of Africa's GDP 

held by around 0.1 mn HNWIs in 2008 (cf. idem., p. 3). The transition from be-

ing poor to the floating class seems to be happening quite often, but a transition 

from the floating class to the lower- or upper-middle class seems to be happen-

ing rarely (cf. idem., p. 5). The situation in the countries with the highest popula-

tion, Nigeria and Ethiopia, is much like in North Africa: half of the middle class 

has to be considered as floating (cf. idem., p. 5). This is especially problematic 

because when the growth is distributed unequally across the income classes, 

the middle class itself will not grow in a sustainable way either (cf. Tschirley et 

al. 2015, p. 633). With African economies on the rise, the continent's govern-

ments should not underestimate the threat of rising inequalities. They have to 

keep an eye on the lower classes and make entry to the job market easy. Ine-

qualities have to be reduced with growth that supports the poor and the middle 

class (cf. Kingombe 2014, pp. 24–26). 

African middle classes are characterised by some very similar features. They 

have a salaried employment in sectors such as nursing, education or middle 

management. The ownership of a vehicle is also a feature in all these countries. 

Homeownership varies due to differing frameworks, but it is widely considered 

as desirable (cf. Chikweche/ Fletcher 2014, p. 30). However, the lack of home-

ownership is an issue to be overcome in many African countries as appropriate 

financing to close this gap is missing (cf. Ncube et al. 2011, p. 7). Besides cars 

and houses, the middle class owns other durable goods, such as refrigerators. 

Also the family size is typically much smaller than the country’s average. Statis-

tically middle class Africans are more often found in urban areas and in turn do 

not earn their money in the agricultural sector. Furthermore, they are better ed-

ucated than lower income households (cf. idem., p. 6). There is a strong posi-

tive correlation between the access to higher education in a country and the 

size of its middle class (cf. idem., p. 14). Tschirley's findings on the regional dis-

tribution of the middle class in East and Southern Africa show that also in rural 

areas huge parts of the population are living in non-vulnerable middle-class 
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households. In urban areas around 50% of the people are considered to belong 

to the middle class and they account for 74% of expenditures. In rural areas the 

middle class accounts for 20% of people and 37% of retail spending. All over 

the region the middle class accounts for 27% of the population and is responsi-

ble for over 50% of total expenditures (cf. Tschirley et al. 2015, pp. 634f.). Afri-

ca’s middle class is strongest in countries that have a robust and growing pri-

vate sector as many middle class individuals tend to be local entrepreneurs (cf. 

Ncube et al. 2011, p. 14). For retailers and manufacturers alike, it needs to be 

considered that a huge portion of Africa's middle class is much younger than in 

Europe or North America. This opens up huge opportunities but it also empha-

sises the need for an elaborate strategy and not just to copy the Western strat-

egies (cf. Chikweche/ Fletcher 2014, p. 35). The need for commercial properties 

will rise drastically with the sustained growth over the coming years with a cur-

rent population of 1 bn that is likely to grow to almost 2 bn in the next decades. 

The fastest growing will be Ethiopia, Ghana, Nigeria and Angola (cf. JLL 2013, 

pp. 4-5). 

3.1.2.2 The gravitation towards urban areas 

The trend of urbanisation must not be underestimated. In the 1960s the rate 

was at 15% and is projected to rise up to 60% until the middle of the 21st centu-

ry. The trend is rooted in the economic growth across the continent. Density and 

urbanisation are pivotal for the rising prosperity and its distribution (cf. Freire et 

al. 2014, pp. 1–2). In fact, poverty is much more severe in rural areas than in 

urban areas. Urbanisation eases the improvement of the people’s living stand-

ards for governments due to the higher density. Still, this is not just important for 

the megacities blooming all over Africa, but also for the smaller cities and inter-

mediate cities. Because there is a threat of too many big cities which are far 

apart and of too few smaller cities of up to one million inhabitants (cf. idem., 

pp. 2-3). It is important to note that the rates of urbanisation vary across the 

continent. Oil exporters such as Nigeria have a much higher rate than Ethiopia 

or Uganda which have much lower income levels (cf. idem., pp. 4-5). For a long 

time it was taken for granted that urbanisation needs high levels of industrialisa-
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tion. There is evidence that shows that especially in countries that are exporters 

of natural resources, this relationship must not necessarily be true as the levels 

of industrialisation remain low. The main risk deriving from this would be a high 

inequality of wealth distribution in huge cities with a small group of very rich 

people and the majority of people living in slum-like conditions (cf. idem., 

pp. 10-11). On average, the population density in SSA is the lowest around the 

world while the density in the cities themselves is as high as in East Asia or Lat-

in America. The number of people per square mile in Sub-Saharan urban areas 

is even above that of East Asia Pacific or Latin America with 20,861 people per 

square mile. This is more than four times the OECD average of 4,882 people 

(cf. idem., pp. 4-6). The biggest cities and their growth are listed in Table 3. 

Table 3: Megacities and their population 

 

Source: Freire et al. (2014), p. 23; partially modified 

While in 2010 still 50% of the African people were living in the rural parts of their 

country, the other 50% were distributed across megacities (13%), secondary 

cities (11%), periurban areas (10%) and remote rural areas (16%) (cf. idem., 

p. 14). From the aforementioned remote rural areas it might take six hours to 

the next city of 50,000 inhabitants. At the moment over 30% of the African 

population are living in the continent's 36 megacities. The other urban areas 

might be intermediary cities which do not necessarily have a reliable infrastruc-

ture (cf. idem., p. 21). There is little focus on so-called middleweight cities such 

Megacities and their population 2010 2025 Growth p.a.

Kinshasa (DRC) 9,10 16,1 4,1%

Lagos (Nigeria) 10,60 15,8 2,7%

Luanda (Angola) 4,80 8,7 3,7%

Kampala (Uganda) 4,20 8,4 4,7%

Abidjan (Côte d'Ivoire) 4,10 6,3 3,0%

Dar es Salaam (Tanzania) 3,40 6,2 3,7%

Nairobi (Kenya) 3,30 5,7 3,8%

Dakar (Senegal) 2,90 4,3 2,8%

Addis Ababa (Ethiopia) 2,80 4,2 3,9%

Johannesburg (SA) 3,90 4,1 0,7%

Maputo (Mozambique) 1,60 2,6 3,0%
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as Ivorian Abidjan. There should be more investments in these cities, because 

often the growth rates are higher and competition is not as strong. These mid-

dleweights might contribute 20% of the continent’s GDP in 2025 (cf. Hattingh et 

al. 2012, p. 10). 

3.1.3 Retail Landscape: Formal and informal outlets 

3.1.3.1 Transforming informal markets 

The developments in consumer retail are fuelled by the demographics, the suc-

cessive transformation of the economy from informal to formal, the rising GDP 

per capita, the disposable income per household, the cultural orientation to the 

West as well as by the improvement of the infrastructure (cf. Mataen 2012, 

pp. 239ff.). In spite of this, the retail sector is not perceived as a vertical sector 

with potential in Sub-Saharan Africa. Most trade and logistics experts perceive 

mining, natural resources and agriculture far more promising than consumer 

goods and retail (cf. Manners-Bell 2014a, p. 130). This might be due to the high 

share traditional outlets are still having in parts of SSA (cf. Figure 6). 

Figure 6: Share of CPG sold in traditional outlets 

 

Source: Nielsen (2015), p. 13; slightly modified 
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Comparing the prime rents in Sub-Saharan Africa, Luanda’s is at 120 USD per 

sqm of retail space. Lagos and Abuja have the next highest figures with 80 and 

72 USD, respectively. Johannesburg and Cape Town then follow with 60 

USD both (cf. Knight Frank 2015, p. 12). It is important for retail companies to 

reorganise the existing market if they want to succeed. They have to transform 

informal outlets into organised stores and to evolve the illegal markets into for-

mal ones. For this they need to brand their products and to reorganise the dis-

tribution. Retailers have to take risks and invest in the infrastructure themselves 

(cf. Mahajan 2009, p. 77). In order to achieve the scale needed to operate prof-

itably in the long run, there needs to be an established shopping culture as well 

as an efficient supply chain. This would also enable retailers to offer fresh pro-

duce. Furthermore, the demand for retail area is on the rise. Due to the yet un-

derdeveloped infrastructure, it might be a good choice for some retailers to 

open stores in state-of-the-art shopping centres (cf. A.T. Kearney 2015, 

pp. 3-4). 

There is yet a lack of high quality retail space on the continent. In comparison 

there is around as much high quality retail space available as in Hungary with 

1.5 mn sqm which is of course too low for the whole African continent (cf. JLL 

2013, p. 16). Numbers show that with a rise in shopping centre numbers by 

20% a year this lack of high quality retail space might be countered. In Sub-

Saharan Africa high-class developments are focused in Nairobi and Lagos (cf. 

idem.). In Nigeria the said growth rate is even at around 36%, but obviously this 

is because there is very little modern retail space at the moment. Although in-

ternational retailers are beginning to claim the markets in SSA, many of these 

complain the lack of suitable real estate needed for further growth (cf. Hattingh 

et al. 2012, p. 4). A.T. Kearney points out 5 aspects of cash-and-carry-models 

in Sub-Saharan Africa which should not be underestimated: First, the distance 

is for many customers extremely important. Due to the underdeveloped infra-

structure the willingness to travel a certain distance is quite low. Second, other 

than in many developed markets, commodities can still be the main driver of 

business. Having these in stock is vital. Third, African consumers are said to be 
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patient and that they take time to compare and do not mind exchanging their 

supplier if the price justifies it. Fourth, the problem of out-of-stocks and shortag-

es is not unusual considering Sub-Saharan Africa's logistics and infrastructure. 

Being able to counteract might be a way to differentiate oneself. Fifth, although 

underdeveloped, the competition on the market should never be underestimat-

ed, because there are always countless informal providers that operate close to 

the consumers’ homes (cf. A.T. Kearney 2015, p. 13). Essential for the visit to a 

supermarket for many consumers would be access to a car and to a refrigera-

tor. Young and educated households may find modern ways of shopping more 

attractive and might appreciate the hygienic standards. Also processed foods 

may appeal to cost-sensitive customers (cf. Tschirley et al. 2010, pp. 9, 11). 

Africans appreciate shopping in malls for the same reasons as the rest of the 

world. It has the prospect of everything consumers desire under one roof (cf. 

Mataen 2012, p. 233). This could also be a way to adapt to the prevalent one-

stop shopping attitude of Sub-Saharan people (cf. Chikweche/ Fletcher 2014, 

pp. 34–35). 

3.1.3.2 The consumers’ shopping decision 

Manufacturers should consider opening their own shops in malls. Samsung, for 

example, has already done this. In the long run, they will have to adapt to the 

traditional formats in some way (cf. Nielsen 2015, p. 22). Apart from that, for 

manufacturers of consumer packaged goods (CPG) the retail landscape in Sub-

Saharan Africa, especially outside South Africa, holds the problem that mostly 

the aforementioned traditional and informal outlets are chosen by consumers. 

This makes planning difficult. One of the most common outlets is the small ta-

ble-top (cf. idem., p. 2). These might be frequented daily by its consumers while 

groceries might get visited once a week. These patterns are similar across the 

continent but each country has its own features (cf. idem., p. 3). While table-

tops are mostly used for convenience shopping, the other big group of outlets 

visited are “dukas” which provide around 40% of the consumers (cf. idem., p. 5). 

Table-tops have a smaller assortment, some only of up to four items. Consum-

ers stop by on a daily basis, or even multiple times per day, for everyday items 
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which mostly offer smaller amounts for rounded prices. One of their biggest as-

sets is of course the consumers’ trust (cf. idem., p. 15). At the moment, there is 

still hardly any data on these small outlets' specific characteristics. Basic infor-

mation such as their exact location, their assortment, business hours, the pos-

sibilities for storage or even the kind of products supplied are hard to come by 

for any manufacturer (cf. idem., p. 19). An outlet’s stock differs immensely by its 

type. Grocers and supermarkets are not visited on a daily basis, but consumers 

are coming if they want to stock up on CPG or personal care products. The 

product range is typically much wider, but they are generally harder to reach (cf. 

idem., p. 15). In Kenya, for example, although only 1% of outlets are supermar-

kets, they are still frequented by around 90% of the consumers (cf. idem., 

p. 14). The reasons for consumers to go shopping in a particular outlet are 

shown in Figure 7. 

Figure 7: Reasons for choosing an outlet 

 

Source: Nielsen (2015), p. 16; partially modified 

All in all, the expansion of supermarkets was much slower than expected, Ken-

ya and South Africa being exceptions to this. People in Africa prefer a combina-

tion of shopping in supermarkets and in small traditional shops. The gradual 

replacement of traditional shops many expected to happen did not occur. The 

growth rates and consumer price drops needed for a radical shift are unlikely to 
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happen soon (cf. Tschirley et al. 2010, pp. 3–4). The apparel market is also 

highly informal all over the continent. While the six leading retailers in South 

Africa reach around 50% of the market, the six leaders of Nigeria only have a 

share of 2% (cf. Hattingh et al. 2012, p. 4). All over the continent it is currently 

common for modern retail to exist next to traditional shops, often in the form of a 

suburban strip mall. Companies such as Shoprite are already organising the 

market this way (cf. Mahajan 2009, pp. 79ff.). E-commerce is not yet as im-

portant in Africa, as it is only used by 12.4% of the people, compared to 25% in 

Asia or 68% in Europe (cf. Manners-Bell 2014a, pp. 242f.). 

3.1.4 Product Range: Branding and convenience products 

3.1.4.1 The challenge of selling goods in highly informal markets 

The most important factors in the Sub-Saharan people’s purchase decision are 

a product's branding, its aesthetics and performance, as well as its importance 

for the consumer's peer group and social network. Other important factors are a 

product's novelty and technology, the distribution channel and the family’s opin-

ion (cf. Chikweche/ Fletcher 2014, pp. 32ff.). Retailers and manufacturers alike 

have to understand that consumers in Sub-Saharan Africa have small budgets 

and might be hard to convince. Additionally, informal outlets such as table tops 

have not the same retail space as most supermarkets and in turn branded 

packages are often split up and portioned (cf. Nielsen 2015, p. 3). Trading com-

panies on the continent are hence more and more trying to establish brands for 

their goods. Commodities like rice or soap were formerly sold in bags for further 

repackaging by the vendor and are now sold in smaller packages with branding 

(cf. Mahajan 2009, pp. 100ff.). Many consumers have a strong loyalty to brands 

they have already consumed before, as with a small budget consumers are 

quite cautious (cf. Nielsen 2015, p. 10). Actually, for many Africans it is more 

important to have a retailer they can trust than a brand to have loyalty to. This is 

why manufacturers have to work closely together with retailers. Especially for 

foreign manufacturers the retailers’ market expertise is hard to reproduce (cf. 

idem., pp. 10-11). 
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There is evidence from Nigeria that the national best-selling product among the 

newly introduced products is available at 65% of all the outlets (appx. 745,000) 

in the country. For best-sellers ranking 2nd to 10th the market penetration is 

only at 30% (cf. idem., p. 2). The next 30 best-sellers do not even reach more 

than 10% of Nigerian shelves. The risk is that a new product stagnates in this 

group and then has a small chance of growth (cf. idem., p. 7). Furthermore, only 

a fraction of Nigerian outlets reach the majority of consumers, as Nielsen’s 

study of detergents sold in Lagos shows (cf. Figure 8). 

Figure 8: Market share of Nigerian outlets 

 

Source: Nielsen (2015), p. 18; slightly modified 

Of course this is an extreme example as Nigeria’s retail market is still highly 

informal. Additionally, it is aggravating for manufacturers that table top vendors 

typically do not acquire their goods at wholesalers. Only in some cases it is a 

wholesaler who sends goods through a supply chain. During the day, the prod-

uct range of “dukas” may vary immensely, offering everything needed for break-

fast in the morning and for dinner in the evening (cf. idem., pp. 22-23). To per-

meate these markets, manufacturers should not solely build on the success of 

western brands. It could be wise to adapt to the cultural framework and estab-

lish products especially designated to Sub-Saharan Africa. African retailers like 

Massmart or Shoprite were most successful with strategies tailored for their 

domestic market (cf. Chikweche/ Fletcher 2014, p. 34). There are several ways 

for manufacturers to adapt to this retail situation with smaller steps: There is the 
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possibility of single servings or packaging that makes split ups possible. Also 

companies could hand out branded selling vessels, displays or reusable prod-

ucts, i.e. cups or boxes with the company’s logo on them (cf. Nielsen 2015, 

p. 23). According to McKinsey, Sub-Saharan Africans are even very keen on 

local brands and are not necessarily focussing on big international brands (cf. 

Hattingh et al. 2012, p. 5). There is a problem of counterfeit products sold on 

the street imitating established brands which is a problem for most manufactur-

ers. Still, there are companies which perceive this issue more as a manifesta-

tion of demand that their own supplies should tackle (cf. Mahajan 2009, p. 83). 

Of course, to tackle such a threat in an opaque market is complicated. 

3.1.4.2 Fresh produce and processed foods 

The demand for fresh produce will presumably rise drastically with the growing 

prosperity, as there will be a growth of GDP per capita of around 2% annually in 

coming years. This trend will be especially visible in urban areas (cf. Tschirley 

et al. 2010, p. 16), although the demand is still far below the worldwide average 

(cf. idem., p. 1). The concern that farmers that operate on a small scale might 

be left out and be losers in modern retail is valid. But due to the predominance 

of smaller shops, these farmers still have a large number of purchasers (cf. 

idem., p. 5). What is interesting about these small scale farmers in SSA is that 

these are the dominant producers in most countries. In Kenya, for instance, only 

10% of these farmers account for four fifths of the products on the market. 

These numbers are quite similar all over the region (cf. idem., p. 13). When it 

comes to fresh produce, the share of these products is relatively low even in 

mature markets on the continent. It is mainly supermarkets and other modern 

outlets that are able to maintain the supply of fresh produce. For most people 

the combination of supermarkets and informal vendors remains the status quo 

(cf. idem., pp. 3-4). Across the income classes, there is not as much difference 

in the consumption of processed foods as one might expect, it amounts to two 

thirds of the food budget in the poorest households and is almost up to 90% in 

high-income households. Also there is hardly any difference between rural and 

urban households; but there is a much higher consumption of highly processed 
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foods in high-income households than in poorer ones. Still, upper class house-

holds are much more willing to spend money on fresh food than poorer house-

holds (cf. idem. 2015, p. 637ff.). 

3.1.5 Infrastructure: Establishing supply chains over vast land masses  

"A natural obstacle to competiveness" is what the WEF calls the African geog-

raphy. The main hubs are far apart and nowhere else in the world are as many 

landlocked countries. In addition, the highway networks are underdeveloped. 

Transportation costs are in general much higher than in other parts of the world; 

also the time needed for customs with an average of 40 days is around 30% 

higher than in Asia. What is considered to solve a lot of these problems would 

be a road network linking the main regions, for example between South Afri-

ca and Nigeria which is virtually non-existent. Especially West and Central Afri-

ca would benefit from such a network to heighten the professionality of forward-

ing companies (cf. Manners-Bell 2014a, pp. 187ff.). Most road connections in 

Africa solely connect the capitals or main hubs of different countries, middle-

weight cities are often not linked in the same way (cf. Mataen 2012, pp. 132ff.). 

The UNECA, AfDB and African Union are working together on plans for the 

Trans African Highway network. It will comprise of nine highways with 57,000 

km in total. These are the north-south connections of Algiers-Lagos, Tripoli-

Windhoek-Cape Town, Cairo-Gaborone-Cape Town, the east-west connections 

of Dakar-Ndajamena, Ndajamena-Djibouti, Lagos-Mombasa, Beira-Lobito as 

well as the coastal routes of Cairo-Dakar and Dakar-Lagos. The railways are 

currently also in weak condition. The air cargo business whilst being much more 

developed has a lot of unused potential (cf. Manners-Bell 2014a, pp. 188ff.; 

Figure 9). Another factor that should be taken into account is the warehousing 

business. As retailers are growing bigger, one must think of an investment in 

warehouses and this development will go hand-in-hand with the improvement of 

harbours and airport hubs (cf. Mataen 2012, p. 291). The same development 

will have to happen in rural areas to achieve a more professional and more prof-

it-yielding agriculture (cf. idem., pp. 218f.). In the perception of logistics experts, 

Sub-Saharan Africa is not considered to be a growth market. It is ranked far 
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behind Asia and Latin America (cf. Manners-Bell 2014a, p. 126). Among the top 

4 worldwide main threats for supply chains are, according to TI’s survey of lo-

gistics in emerging markets, corruption with 19.0% and poor infrastructure with 

17.8%. The same survey ranks the problem of infrastructure in Africa even 

higher with 35.3%, political instability ranks second (21.5%), followed by corrup-

tion with 16.4% (cf. TI 2015, p. 51). 

Figure 9: Planned road network 

 

Source: Knight Frank (2015), p. 6; Manners-Bell (2014a), p. 189; highly modified 

The report’s findings show furthermore that especially the African east with 

Ethiopia, Tanzania, Kenya and Uganda are among the 10 markets at the bot-

tom of emerging markets suited for modern logistics (cf. TI 2015, p. 20). This is 

even more disturbing when considering that there is a connection between the 

condition of the infrastructure and a country's middle class, because due to the 
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higher competitiveness of an economy, employment is generally higher (cf. 

Ncube et al. 2011, p. 14). 

Considering trade partners from other continents, exchanges between China 

and Africa are on the rise, particularly well in the west with Nigeria and Ghana, 

from air trade to sea trade (cf. Manners-Bell 2014a, pp. 30f.). In Tanzania, Ken-

ya and Ethiopia roads and railways are being improved by Chinese invest-

ments. China is currently also active as an investor in other African infrastruc-

ture projects. For instance there are huge hydropower investments in Nigeria 

(cf. JLL 2013, p. 14). Getting electricity is still one of the major obstacles in op-

erating a business in the region (cf. World Bank 2016d, p. 70). Mostly, electricity 

is supplied by private enterprises. In some cases, like in Kenya and Ghana, 

people are still relying heavily on private generators. Mobile connection and the 

internet are important to most of the people; especially people in the middle 

class consider it important for their modern lifestyle (cf. Chikweche/ Fletcher 

2014, p. 30). At the beginning of the new millennium, the telecommunications 

sector was still wildly underdeveloped. Even today, a telephone call from one 

country to another is very complicated (cf. Mataen 2012, pp. 44f.). In spite of 

that, improvements are being made which might help overcoming the huge dis-

tances and the lack of information. This would allow more transparency for re-

tailers as well as for their suppliers. Fluctuating prices of petrol which accompa-

ny economic crises are a danger for many farmers, manufacturers and retailers 

if they want to keep price stability when they are reliant on traversing large dis-

tances for their products (cf. Tschirley et al. 2010, pp. 16–17). Logistics compa-

nies are always highly dependent on the oil price which in turn makes them 

think about solutions to overcome this threat: like reducing the distances 

through efficient warehousing or fewer shipments with more goods each (cf. 

Manners-Bell 2014b, pp. 115–117). Currently the oil price on the world markets 

dropped severely. In this special case, of course there is no shortage of oil. Still, 

the consequences for an economy such as Nigeria are unforeseeable (cf. Laird 

2016). 
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"Companies struggle with the scope and scale of distribution." The main prob-

lem is that it is not only to manufacture the right good for the right market but 

also to reach the consumers for which the product was conceived (cf. Nielsen 

2015, p. 2). Trade has not yet shaped logistics corridors in Africa into the 

strong, reliant form needed. Until a few years ago "trade routes followed the 

well-defined arteries of colonial relationships" (Mataen 2012, p. 37). In this envi-

ronment with a lack of market data and complex distribution networks, it is hard 

for companies to achieve sales growth and the scale needed for a region-wide 

distribution (cf. Nielsen 2015, p. 5). There are developments indicating that the 

feasibility of implementing working supply chains is progressing. Intercity con-

nections as well as links between countries are being improved. For example, 

existing streets are modernised, address systems are installed and so forth 

which ultimately supports urban retail (cf. Mataen 2012, pp. 241f.). The trend of 

urbanisation puts a high importance on the improvement of the African cities' 

infrastructure. Factors as gentrification and modernisation stress the importance 

of what the population expects from these cities (cf. idem., pp. 146f.). As there 

are around 50% of Africans going to live in urban areas in three decades, there 

will be huge challenges for food retail and logistics (cf. Tschirley et al. 2010, 

p. 16). The lack of modern outlets and the dominance of traditional forms men-

tioned before makes efficient modern supply chains in these markets hard to 

establish (cf. idem., p. v). It can be argued that these markets with small and 

informal shops are inefficient and that the “soft” infrastructure is not suited for 

wholesalers and may lead to highly volatile prices of goods from one day to an-

other due to transportation costs (cf. idem., p. 14). "Logistics, cold storage, pro-

cessing, wholesale markets and retail services" are already demanded by the 

African consumers (cf. idem. 2015, p. 644). Most traditional shops are being 

supplied by other vendors with pushcarts, bicycles or motorcycles which stop by 

up to several times a day (cf. Nielsen 2015, p. 22). Nonetheless, distribution 

today is liberalised. Wholesalers themselves tap into running trucks of their own 

which has been the manufacturers' domain for a long time (cf. Mataen 2012, 

p. 54). Even local farmers might benefit from modern supply chains because the 

efficiency of their production can be heightened by a higher yield for each unit of 



3 The possibilities and obstacles for retail developments across Sub-Saharan Africa 38 

 

Christian Loy Winter Semester 2015/2016 

 

land area. Furthermore, this may lead to a higher attractiveness of value added 

production of agricultural products (cf. Tschirley et al. 2010, p. 1). Striking about 

this development is that the growing middle class is not likely to lead to a rise in 

food imports as their demand is met by local producers (cf. idem. 2015, p. 645). 

All in all, there are benefits for the economy as a whole at hand. 

3.2 Regional differences across Sub-Saharan Africa 

Looking at the best performing 15 countries of the 2015 ARDI ranking, the high-

est ranked countries are Gabon (1st) and Botswana (2nd), both classified as 

developing retail markets. Third ranked Angola has to be given prominence as it 

is still classified as basic. All three are remarkable since they have improved 

immensely since the report of 2014. On the mid-table, countries from all regions 

of Sub-Saharan Africa and all the stages of development can be found: Nigeria 

(4th), Tanzania (5th), South Africa (6th), Rwanda (7th), Namibia (8th) and Gha-

na (9th). The most severe plunges happened to Ethiopia (14th) and Mozam-

bique (15th). While still one of their regions' best contenders each, descending 

4 and respectively 6 ranks (cf. A.T. Kearney 2015, pp. 3–5). Especially for com-

panies wanting to enter Africa, it might be wise to focus on trade blocs 

(cf. Hattingh et al. 2012, p. 10). In the following section, the different regions 

and the countries above will be highlighted. 

3.2.1 East Africa 

East Africa consists of the countries of the Horn of Africa such as Ethiopia and 

Eritrea, as well as of countries like Kenya and Tanzania. The landscape is de-

fined by the two sources of the Nile, the Great Rift lake system and the Seren-

geti plains. Important cultural influences come from the proximity to the Arabian 

North and the legacy of European colonialisation (cf. Fick 2006, p. 262; Figure 

10). The East African Community (EAC) is a free trade zone which offers its 

members Uganda, Rwanda, Tanzania, Burundi and Kenya an easy entry to its 

markets. There are already supply chains connecting these economies, as well 

as some functioning physical infrastructure. The ease of doing business is con-
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sidered to be very low in the region which accounts for 15% of SSA's total popu-

lation (cf. A.T. Kearney 2015, p. 7). The survey of Transport Intelligence shows 

that especially the horn of Africa is underdeveloped when it comes to transport 

infrastructure (cf. Manners-Bell 2014a, p. 124). The COMESA also includes 

southern states as Zambia and Mauritius and also Central African states like the 

DRC and Angola (cf. Fick 2006, p. 12). Applying A.T. Kearney's stages of retail, 

Kenya’s economy could be classified as developing. Compared to West Africa, 

Africa’s east seems more developed but fast-growing, nonetheless (cf. A.T. 

Kearney 2015, p. 3). 

Figure 10: Map of East Africa 

 

Source: Knight Frank (2015), p. 6; highly modified 

In this huge population of SSA up to 60% have to be considered as part of the 

floating middle class. It is even argued that in East Africa, there is a very large 
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East Africa is together with the south going to be home to a huge middle class 

(cf. Table 4). Ethiopia and Tanzania can be classified as basic retail markets 

with a lack of modern retail. Kenya is one of Africa's most mature retail markets. 

Due to the high number of people living in rural and underdeveloped areas, 

Kenya may be still classified developing but on the verge of Stage III (cf. A.T. 

Kearney 2015, p. 3). The distribution across income classes of East and South-

ern Africa is shown in Table 4. 

Table 4: Projected middle-class in East and Southern Africa 

 

Source: Tschirley et al. (2015), p. 633; slightly modified 

3.2.1.1 Kenya: one of the most mature retail markets in Africa 

Kenya ranks 108th in the Doing Business report of 2016 which is behind the 

southern countries, but ahead of regional contender Tanzania and still ahead of 

the Sub-Saharan average. In terms of getting credit, Kenya does immensely 

well (28th). But issues like construction, property registry, electricity and trade 

are each beneath rank 110 (cf. World Bank 2016h, pp. 8–14; Table 5). Kenya 

ranks 99th in the WEF’s Competitiveness Index and is considered to be factor-

driven. The macroeconomic environment with a low GDP per capita is below 

average. But other important issues such as the goods market, the overall busi-

ness environment and the market size are standing out. Corruption is the big-

gest threat (cf. WEF 2015, p. 220). Kenya's population of 45 mn people is dis-

tributed in rural areas as well as in the cities of Nairobi with 3.4 mn inhabitants 

or Mombasa with 1.2 mn inhabitants. With a GDP growth of 5.3%, a demanding 

population, and a prime rent of 48 USD Kenya is targeted by international re-

tailers like Carrefour or Game. At the moment there are over 200,000 sqm of 

retail space under development (cf. Knight Frank 2015, p. 28). With Mombasa's 

ESA middle class 2010 2040

Poor 72,30% 18,70%

Vulnerable 20,00% 28,80%

Lower middle 6,50% 34,40%

Upper middle 0,90% 12,10%

Upper class 0,20% 6,10%
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port and its airport as well as Nairobi's airport there are very impressive cargo 

hubs in Kenya. The railway network is relatively developed but still transporta-

tion costs are very high. This is due to delays on the roads and inefficient supply 

chains. The time span can't compete with Asian standards and the ports would 

overall need to be handled more efficiently as well (cf. Manners-Bell 2014a, 

pp. 197f.). Nairobi is a city of shopping centre developments: several profitable 

malls, three new ones under development, as well as several other develop-

ments for which feasibility studies are being made (cf. Kariuki 2016). Although 

only 1% of outlets are supermarkets, they are still frequented by the majority of 

Kenyans. These shares are of course explained by the extremely high number 

of informal retail outlets (cf. Nielsen 2015, p. 14). Kenya may not anymore be 

viewed as one of the most promising retail markets, but that is also due to its 

high saturation. Otherwise, it is home market to Nakumatt, one of Africa's most 

successful retailers. Nakumatt was founded 20 years ago as a long-term in-

vestment which pays off today, as the company has knowledge about the Ken-

yan market and its consumers. The company has also established supply 

chains with manufacturers of Kenyan consumer goods (cf. A.T. Kearney 2015, 

p. 10). Besides Nakumatt or Game, there are some smaller chains such as 

Tuskys, Naivas or Uchumi operating in the market (cf. Kariuki 2016). The way 

these retailers operate their outlets differs immensely even in the same compa-

ny. Some lease their retail space, some are owner-occupiers; and if they lease, 

the terms and conditions may be much different if it is an anchor tenant. Even 

the size of the outlet may vary according to the profitability of a neighbourhood 

(cf. idem.). Depending on which currency the lease is based on, rents are gen-

erally reviewed at 7.5% when based on the shilling or at 5% when based on the 

USD for a lease term of six years. It is completely uncommon to have a break 

option. The VAT of 16% applies on rents, service charges and other fees (cf. 

Knight Frank 2015, p. 14). In other urban areas, such as Meru, Nanyuki, Kisu-

mu or Nakuru, the "infrastructure is reasonably well developed." In rural areas 

the situation is much more severe (cf. Kariuki 2016). But since the decentralisa-

tion of 2013 Kenya is divided into 47 counties. These counties further improve 

the importance of rural areas, as well as there are people moving there for jobs 
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at county governments (cf. Kariuki 2016). This in turn strengthens the rural are-

as and might help them grow in a sustainable way. There are the big foreign 

chains such as South African Shoprite or Carrefour pushing into the market but 

even in Kenya, 70% of sales is found in the informal outlets (cf. Nielsen 2015, 

p. 13). 

Table 5: Country profiles East Africa 

 

Source: Knight Frank (2015), World Bank (2016e; h; m), WEF (2015), TI (2015) 

3.2.1.2 Ethiopia: The potential of Africa’s second largest population 

In the Doing Business report Ethiopia (146th) is with 49.73 points actually only 

slightly above the very low Sub-Saharan average of 49.66 points. Construction 

permits (73rd) and contracts (84th) are relatively easy to deal with. But with 
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GDP (bn USD) 60.8 52.3 47.9

GDP per capita 1,416 USD 575 USD 1,006 USD

GDP growth 5.3% 8.2% 7.2%

Area (sq km) 580,367 1,104,300 947,3

Rank (out of 189) 108 146 139

Rank (out of 140) 99 109 120

Prime Rent 48 USD 25 USD 30 USD

Prime Yield 10.0% 10.0% 10%

rent USD based yes N/A yes
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most other issues the situation is abysmal (cf. World Bank 2016e, pp. 8–14; 

Table 5). Ethiopia is also factor driven but there is a competitive advantage due 

to the macroeconomic environment. The huge market size stands out, although 

the GDP per capita is very low. It is hard to access financing, and the amount of 

bureaucracy is generally huge (cf. WEF 2015, p. 166). Ethiopia has a popula-

tion of 96.6 mn and the biggest urban area is the capital of Addis Ababa with 

3.4 mn inhabitants. The GDP grows with a rate of 8.2%. The prime rent for retail 

is 25 USD per sqm. Retail is overall considered to be at an early stage while 

supply chains are unreliable and retailers are small and unorganised (cf. Knight 

Frank 2015, p. 25). Ethiopia is listed among the International Monetary Fund's 

fastest growing countries in the world. Infrastructure, from roads to telecommu-

nication, has been steadily improved. The major downside for foreign retailers is 

that the Ethiopian government restricts FDI – which is the case for Nakumatt or 

Walmart - in order to protect domestic companies such as Alle. These limita-

tions do not apply for manufacturers of FMCG which might be a chance for in-

ternational brands to set foot in the market (cf. A.T. Kearney 2015, pp. 12–13). 

Still, the limitation of FDI from foreign retailers is a huge obstacle for a modern 

retail landscape to evolve (cf. Woldu et al. 2013, pp. 20–21). Basic food prod-

ucts have a wide range of outlets in Ethiopia's capital Addis Ababa. While flour 

is sold primarily at the mill, fruit is sold in small shops and grocers; processed 

food is sold mostly at traditional shops (cf. idem.). Research shows that in Addis 

Ababa many consumers are willing to pay more in modern retail outlets. Tradi-

tional retail is still important but it has a higher risk of bad quality goods and out-

of-stocks. A price inflation has been noted in recent years that hits the poor es-

pecially hard (cf. idem.). As being informal, many retailers in Addis Ababa do 

not collect the VAT and in turn do not pay it to the government. This underlines 

the inefficiency in the retail sector (cf. idem., p. 21). These problems might be 

overcome by a fast transition into a modern retail market. The survey of TI 

shows that Ethiopia is to most logistics experts the emerging market with the 

least potential, although the country’s potential as an air hub, exporter and in-

vestment destination is actually promising (cf. TI 2015, pp. 10, 54). 
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3.2.1.3 Tanzania: A stable economy close to Southern Africa 

In terms of the ease of doing business, Tanzania, ranked 139th, is only a little 

better performing than Ethiopia. Issues like electricity and contract enforcement 

are relatively easy to handle but issues concerning retail properties are consid-

ered tough (cf. World Bank 2016m, pp. 8–14; Table 5). Like the aforementioned 

economies, Tanzania is also considered to be factor driven as it ranks 120th out 

of 140 in the WEF's ranking. There is some advantage in comparison to the re-

gional average due to the huge market size. The underdeveloped banking sec-

tor and corruption are big obstacles (cf. WEF 2015, p. 342). Tanzania has about 

the same population size as Kenya and features the biggest city in East Africa 

with Dar es Salaam (4.5 mn). The GDP grows at 7.2% and the prime rent 

amounts to 30 USD per sqm. Several chains such as Nakumatt or Uchumi are 

opening up stores in most major cities. Also in Mwanza which has 2.8 mn in-

habitants the first large shopping centre is under development (cf. Knight Frank 

2015, p. 41). In East Africa, Tanzania might be the most interesting retail mar-

ket, according to A.T. Kearney. Being a member of the EAC, trade is eased. 

The political situation is safe and there is a GDP growth of around 7%, although 

risks arise through its low urban population and the low GDP per capita of far 

less than 2,000 USD. In addition, there is hardly any established stable middle 

class, the majority is considered to be vulnerable (cf. A.T. Kearney 2015, 

pp. 6-8). In the Tanzanian food retail, domestic products dominate the market 

with around 60 per cent. Adding the shares of goods from neighbouring coun-

tries and South Africa, the share of African goods is up to over 80% (cf. Snyder 

et al. 2015, p. 3). There is even a huge rate of branded food in Tanzania, espe-

cially among the very common maize meals, and the number is still growing. 

The same goes for flour and rice. In smaller shops like “dukas” and table-tops 

these goods are still mainly sold loosely. Many of the producers of these goods 

are small size (cf. idem.). In Dar es Salaam three major Sub-Saharan super-

market chains are operating: Nakumatt, Uchumi and Massmart. The local retail-

ers operating therein are Imalaseko, TSN, Village, Shoppers and Sriji. Further-

more, there are small-format supermarkets and a form of retail space consisting 

of clusters of four or five “dukas” for the common food demand (cf. idem.). Tan-
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zanian commercial leases have a lease term of up to 3 years and are paid an-

nually in advance. They are generally based on the USD with an annual escala-

tion of 10% (cf. Knight Frank 2015, p. 15). In this year’s report, Transport Intelli-

gence ranked Tanzania sixth among the countries that improved the most. 

Overall it is still ranking low as 39th out of 45 economies (cf. TI 2015, p. 11). 

3.2.2 West Africa 

West Africa ranges 2,500 miles from the Atlantic Ocean to the centre of the con-

tinent with a landscape offering the desert of the Sahara to the rainforests in the 

coastal areas. The fifteen countries of the region are members of the trade bloc 

Economic Community of West African States (ECOWAS). Due to its legacy of 

British and French colonialization, English is still the official language in coun-

tries such as Ghana and Nigeria, while French is still the official language of the 

Senegal or Côte d'Ivoire (cf. Fick 2006, p. 40; Figure 11). 

Figure 11: Map of West Africa 

 

Source: Knight Frank (2015), p. 6; highly modified 

Concerning retail investments, Nigeria and Ghana could be described as "less-

developed but fast growing". The market offers huge potential and an infrastruc-

ture which is improving constantly. There are West African countries classified 

as developing retail markets by A.T. Kearney. While the Côte d’Ivoire is still a 
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basic retail market, the continent's most populous nation Nigeria and the much 

smaller economy Ghana are among stage II (cf. A.T. Kearney 2015, p. 3). 

3.2.2.1 Nigeria: The most populous African country with an emerging 

middle-class 

With a GDP growth of 7.0%, huge prime yields and rents (over 7.5% and 70-80 

USD) Nigeria seems to be a promising retail market. With a population of al-

most 180 mn people and megacities like coastal Lagos (12.4 mn) and the capi-

tal Abuja (2.6 mn) where new centres are developed every year, it might be 

shocking how severe some of the country’s problems are (cf. Knight Frank 

2015, p. 37; Table 6). The World Bank considers Nigeria among the worst busi-

ness environments and ranks it 169th out of 189. It is hence below the Sub-

Saharan average. Besides an overall weak performance, the protection of minor 

investors (20th) and credit handling (59th) are exceptionally well-performing (cf. 

World Bank 2016j, pp. 8–14). In the Competitiveness Index, Nigeria is at the 

bottom, ranking 124th. Still, the GDP per capita is far above average; also the 

market size and the labour market are doing well. It is transitioning from a factor 

driven to an efficiency driven economy. The economy's main weakness is by far 

the lack of modern infrastructure, followed by the high level of corruption (cf. 

WEF 2015, p. 282). The domestic competition is weak but a lot of FDI is coming 

into the country, not least because of the growing market size and GDP. Infra-

structure improvement is one of the country's top priorities but still there are 

many other issues with healthcare, education and corruption (cf. WEF 2015, 

p. 32). The Nigerian physical infrastructure and telecommunication are mainly 

supported by the wealth deriving from oil and other natural resources. Ports and 

railway networks are considered to be underdeveloped. The roads are being 

improved, as well as there are plans for the ports. The customs regulations are 

being reformed but Nigeria still suffers from high levels of corruption (cf. Man-

ners-Bell 2014a, pp. 194ff.; Adam 2016). The logistics sector is even among the 

most corrupt in the world (cf. Manners-Bell 2014b, p. 180). Still, among the 10 

markets that made the biggest leaps in infrastructure improvement among the 

emerging markets, Nigeria is ranking 9th (cf. TI 2015, p. 12). Other weak points 
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of the Nigerian economy, besides the infrastructure, are the high dependence 

on imports as well as the associated currency risk (cf. Adam 2016). As men-

tioned before, the current situation of the oil price in the world has severe impli-

cations for Nigeria's currency and its economy as a whole. A country as reliant 

on crude as Nigeria which has its currency additionally pegged to the USD al-

most certainly has to experience enormous levels of inflation (cf. Laird 2016; 

Olawore 2016). Besides these problems, the country additionally suffers from 

political instability, especially enforced by the terror of extremist group Boko Ha-

ram (cf. TI 2015, p. 16). 

The middle class makes up around 30% of the large population (cf. Ncube et al. 

2011, p. 13). Nigeria is by far the country with the highest population on the 

continent, in particular there is a huge potential from the upper and middle clas-

ses. Although heavily reliant on its minerals, especially crude oil, the whole 

country's economy is growing. The potential for formal shopping is not used to 

its full extent as the informal sector is yet absolutely predominant. Still, the up-

per classes are not numerous enough and so is not their total spending 

(cf. A.T. Kearney 2015, p. 6). The trade sector, which comprises wholesale and 

retail, may rise about 7% annually due to the rise of the average income in the 

country. This would in turn lead from a rise in spending from 85 bn USD in 2013 

to 270 bn USD in 2030 (cf. Olawore 2016). There is a strong connection of the 

rising prosperity and the spread of formal retail in Nigeria. Although already 80 

mn Nigerians are living in metropolitan areas, a lot of these have no access to 

modern outlets. Furthermore, there are hardly any malls supplying rural areas, 

the majority of them is still located in the urban areas of Abuja and Lagos (cf. 

idem.). In particular, the capital Abuja has an urbanisation rate of 9% while it is 

rising on the continent by 3.5% on average (cf. JLL 2013, p. 6). The preferences 

of the consumers are comparable to those of Western countries with modern 

retail landscapes. Online retail is also becoming very popular and has high 

growth rates (cf. Adam 2016). Examples of online retailers are apparel company 

Konga and Jumia which specialises in consumer electronics (cf. A.T. Kearney 

2015, p. 6). Besides the optimistic view of Nigeria's emerging middle class, 
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McKinsey points out the importance of the households with an income of more 

than 20,000 USD. While this group grew on average by 40% on the African con-

tinent in the last few years, in Nigeria the number grew only by 1% (cf. Hattingh 

et al. 2012, pp. 3–4). Studies of outlets in Lagos show that sales are not equally 

distributed. Over the half of sales might come from only a tenth of these. In turn, 

identifying the right retailer is crucial for any manufacturer entering Nigeria (cf. 

Nielsen 2015, pp. 3, 18). The trend of retail malls in Nigeria was started in 2004 

with the opening of the Silverbird Galleria and the Palms Lagos. The latter is 

with tenants such as Shoprite or Game, the high standard facilities and 600,000 

visits per month one of the country’s prime outlets. Currently there are over 20 

shopping centres operating in Nigeria and the number is rising fast (cf. Olawore 

2016). The leases which have a term from 2 up to 5 years are either based on 

the USD or the Kenyan Naira, have generally no break option and have a peri-

odic rent review. The rent is affected by the VAT of 5%; additionally there is a 

withholding tax of 10% (cf. Knight Frank 2015, p. 15). The success of these 

shopping centre developments is a further indicator of a growing middle class. 

Especially in Lagos, many other industries such as banking or telecommunica-

tions are also flourishing (cf. Ncube et al. 2011, p. 13). Many investors to date 

are interested in investing in Nigeria through pension funds or REITs (cf. 

Olawore 2016). The possibility of investment through a real estate private equity 

(REPE) fund will be highlighted in section 3.3 with a fitting example. 

3.2.2.2 Ghana: a small economy with stable growth 

Ghana offers a combination of features that may attract investors: an urban 

population of almost 50% and a growing, unsaturated retail market that is sup-

ported by a large middle class. While being much smaller, it is often seen as a 

safer investment destination as neighbour Nigeria, and there are already inter-

national retailers entering the market, bricks and mortar Pick n Pay for instance 

as well as online-retailers such as Jumia (cf. A.T. Kearney 2015, pp. 9–10). 

Compared to Nigeria, the Ghanaian business environment, ranking 114th, is 

considered to be much better and is only shortly behind Kenya and better than 

most neighbouring countries like Côte d'Ivoire or Mali (142nd and 143rd). Espe-
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cially well performing are credit issues (42nd), the protection of minority inves-

tors (66th) and registering property (77th). Issues as electricity, construction 

permits and the cross-border trade are performing badly (cf. World Bank 2016g, 

pp. 8–14; Table 6). 

Table 6: Country profiles West Africa 

 

Source: Knight Frank (2015), World Bank (2016g; j), WEF (2015), TI (2015) 

Ghana is still factor driven and ranks 119th in terms of competitiveness. The 

market size stands out, while the macroeconomic environment is below aver-

age. Major obstacles are financing, in particular, inflation and currency regula-

tions (cf. WEF 2015, p. 180). Compared to Nigeria, Ghana has a relatively small 
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population of 25.8 mn people. Most interesting might be the two biggest cities of 

Accra (2.6 mn) and Kumasi (2.0 mn). The GDP grows at 4.5% and it shows in 

the overall flourishing retail landscape: with prime rents of 42 USD (yield of 

7.5%) and large shopping centres of up to 27,000 sqm opening up in Accra. 

There are also large developments in the city of Kumasi (cf. Knight Frank 2015, 

p. 26). Ghanaian leases have generally a lease term of 2 to 5 years, are based 

on the USD and rent reviews are common. The payment is every three or six 

months in advance. The rent tax of 8% can be paid be the tenant while VAT 

does not apply (cf idem., p. 14). Much like Botswana or Kenya and of course 

South Africa, Ghana is among the countries with an already solid middle class, 

not prone to vulnerability. It is about a quarter or fifth of the population. The per 

capita daily consumption is between 2 and 20 USD (cf. Chikweche/ Fletcher 

2014, pp. 29, 37). Additionally, Ghana is known to be one of the main attractors 

for people from the African diaspora moving back to Africa (cf. Fick 2006, 

pp. 49f.). 

3.2.3 Central Africa 

The centre of the African continent is economically linked by the ECCAS, the 

Economic Community of Central African States. Some members such as the 

DRC, the Central African Republic or Cameroon mainly export crude and other 

natural resources, other countries highly rely on their agricultural products 

(cf. Fick 2006, p. 370; Figure 12). Gabon (162nd) is also below the regional av-

erage, according to the World Bank, just ahead of countries like Angola, the 

DRC or the CAR. Only credit issues (109th) are a glimmer of light (cf. World 

Bank 2016f, pp. 8–14; Table 7). The WEF considers Gabon (103rd) as slightly 

above SSA average, especially the macroeconomic environment with the high 

budget and savings stands out. Corruption, bureaucracy and bad infrastructure 

are major obstacles (cf. WEF 2015, p. 172). Of Gabon's small population of 1.7 

mn people, 700,000 are living in the capital of Libreville. The country has a GDP 

growth of 5.1% and the highest GDP per capita in all of Africa. Furthermore, in 

Libreville the prime yield is at 9% with 50 USD per sqm per month of retail 

space. The market is already targeted by French retailers as well as by domes-
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tic Prix Import. There are issues with import limitations and logistics, though (cf. 

Knight Frank 2015, p. 26). Gabon may surprise many ranking first in AT 

Kearney's index. In comparison to other Sub-Saharan countries its population is 

highly urbanised, in fact 86% of the population are living in urban areas. The 

capital Libreville with its outskirts has the highest density. The GDP per capita is 

at around 21,000 USD. Politically the country is stable and the market is far 

from saturated. It is still dominated by the informal sector but new retail proper-

ties are already being developed. Gabon is among the countries classified as 

stage II, developing. Another country on the verge of Stage II is Angola (cf. A.T. 

Kearney 2015, pp. 3-4). 

Figure 12: Map of Central Africa 

 

Source: Knight Frank (2015), p. 6; highly modified 

The World Bank considers Angola among the Bottom 10 business environ-

ments. In spite of that, dealing with construction permits stands out slightly (cf. 

World Bank 2016a, pp. 8–14; Table 7). Angola may have a relatively small pop-

ulation of 19 mn people but Luanda is a true megacity with 6.5 mn inhabitants. 

The GDP growth is at 3.9%. Prime retail rents are at 120 USD with a yield of 
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13% but that is because retail space is lacking and the market entry is far from 

easy. Many developments that have been launched are left unfinished (cf. 

Knight Frank 2015, p. 17). Luckily for foreign companies rents are generally 

based on the USD and may be paid monthly or annually in advance. For rents 

there is no VAT but a property tax of 15% (cf. idem., p. 14). Ranking third on the 

ARDI, Angola has very promising prospects ahead for retail developments, alt-

hough the share of people in the middle class is still small. For foreign investors 

there are some hurdles ahead in the form of licensing issues, the government 

operating its own shops and a ratio of 90% of imported foods (cf. A.T. Kearney 

2015, pp. 5–6). The low saturation is one of the reasons the country does as 

well in the ranking. 

Table 7: Country profiles Central Africa 

 
*Index Mundi (2016) 

Source: Knight Frank (2015), World Bank (2016a; c; f; k), WEF (2015), TI (2015) 
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Prime Yield 9.0% 13.0% 12.5% 9%
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*http://www.indexmundi.com/factbook/compare/democratic-republic-of-the-congo.angola/economy
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The DRC is ranking 184th in the World Bank's ranking. Only opening a business 

(89th) has improved immensely and is now performing moderately (cf. World 

Bank 2016c, pp. 6–11; Table 7). The DRC has the third-highest population in 

SSA with 77.4 mn people of which 9 mn are living in Kinshasa alone. The land 

area is huge with over 2 mn sq km. Shoprite is the only big retailer in the capital 

(cf. Knight Frank 2015, p. 32). The company opened its first supermarket in 

Kinshasa after several delays since 2007. Shoprite often proved to be very de-

termined even in highly unstable countries like when it kept on operating the 

stores in Angola during the civil war. Kinshasa itself grew since the end of Con-

go's civil war due to the country's export of natural resources but the infrastruc-

ture is in bad shape (cf. Gordon 2012). 

Rwanda (62nd), the Sub-Saharan best-performer, is performing exceptionally 

well in the Doing Business report. In the small Central African country there are 

major issues, too, such as the bad cross-border trade (156th). Getting credit 

(2nd), registering property (12th) and dealing with construction permits (37th) 

are among the best in the world. Still, getting electricity and starting a business 

are complicated (cf. World Bank 2016k, pp. 8–14; Table 7). Ranking third in the 

region in the WEF's Competitiveness Index, Rwanda is still factor driven and 

has a GDP per capita below average. What stands out most are its goods mar-

ket and the efficient labour market. The hard access to financing is the biggest 

hurdle; also the infrastructure is relatively underdeveloped (cf. WEF 2015, 

p. 308). Compared to the close countries of East Africa mentioned above, 

Rwanda has a very small population of 12.3 mn people of which over one mil-

lion live in the capital of Kigali. Still, it has a GDP growth of 6.0% and a moder-

ate prime rent of 25 USD. At the moment there are no retail properties compa-

rable to those in other African metropolitan areas, but some developments are 

on the way (cf. Knight Frank 2015, p. 38). Rwanda remains an appealing in-

vestment opportunity, although having plummeted from first rank in 2014 to 7th 

in the ARDI of 2015. Starting from high rates of poverty just a few decades ago, 

the retail area in the country has a growth rate of around 20%. The country's 
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retail environment can still be described as basic, with the only formal retailer 

standing out being Kenyan Nakumatt (cf. A.T. Kearney 2015, pp. 8–9). 

3.3 Opportunities for indirect investments in Sub-Saharan 

retail properties: The case of Novare Equity Partners 

3.3.1 Common investment vehicles 

The problems of direct real estate investment are manifold and might be even 

more complicated for companies trying to invest in African real estate. Problems 

direct real estate investments have all around the world are the required capital, 

knowledge and time for the investment decision and the subsequent manage-

ment. Additionally, there is a very high capital commitment involved which is 

especially problematic at liquidity shortages (cf. Alda; Lassen 2005, p. 92). Not 

even ten years ago, the share of opportunity investments was higher in Africa 

than in any other region (cf. Figure 13). 

Figure 13: Popular vehicle types (2008) 

 

Source: Baum 2008, p. 10; slightly modified 

There are several possibilities for indirect investments. An open-ended real es-

tate fund, for instance, is characterised by an unspecified number of investors 

with an unlimited investment sum. In addition there are no limitations for the 

issuance and redemption of shares between the fund and its investors. Typical-
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ly these funds are highly diversified and offer moderate returns while being rela-

tively secure, investors may not get involved in management decisions. The 

performance of the real estate invested is often the main focus. Furthermore, 

most investments by open-ended vehicles are made in commercial real estate, 

especially office and retail. It is mainly credit institutions that initiate this kind of 

fund (cf. Bulwien 2005, pp. 52-55). For the investor the biggest advantage at 

hand is to benefit from the professional management of a large portfolio even 

with small amounts of capital invested. This is also an effective way of risk miti-

gation and gaining stable revenues (cf. Alda; Lassen 2005, p. 93). Among the 

emerging markets, until a few years ago there were no funds targeting Sub-

Saharan countries besides South Africa (cf. Figure 14). 

Figure 14: Funds targeting emerging markets (2008) 

 

Source: cf. Baum 2008, p. 10, slightly modified 

Closed-ended real estate funds are another popular way of indirect real estate 

investment. These have limited numbers of investors as well as of assets. Like 

the open-ended fund the assets predominantly invested in are commercial real 

estate. In addition, these are sometimes used for more extraordinary invest-

ments such as infrastructure projects (cf. Bulwien 2005, pp. 60-63). These 

funds are not only initiated by credit institutions. Often, like in the case of Ger-

many, the closed-ended real estate fund is not clearly defined. In general these 
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aim for a beforehand defined investment with a clear target of equity and a lim-

ited number of investors. Finally, when enough equity is collected, the fund will 

be closed and the return will be paid after a given running time (cf. Kunath, 

pp. 153–154). Real estate stock companies play a relatively minor role in the 

indirect real estate investment market, the real estate investment trust (REIT) 

originating from the USA is very well received. The latter type of investment in-

herents the idea of a high revenue payout to the investors which results in a tax 

liberation for the REIT itself and a taxation of the investors. The REIT has to 

fulfil certain requirements and there are strict rules where capital can be invest-

ed in. The legal structure of the REIT has meanwhile spread to several coun-

tries on the world. In comparison to funds, it is important to note that REITs are 

companies themselves (cf. Cadmus/ von Bodecker 2005, pp. 125–129). 

Another investment vehicle is the real estate private equity fund or opportunity 

fund which was first introduced at the end of the 1980s in North America and 

then spread around the globe (cf. Holzmann/ Rottke 2005, pp. 321–323). Gold-

man Sachs defines REPE funds as “closed-ended, blindpool real estate invest-

ment funds with a limited life that opportunistically invest in markets or products 

with supply-demand imbalances and/or strong growth prospects applying com-

plex financing solutions to realize riskadequate equity returns.” REPE funds 

generally use non-listed equity or capital which is similar to that. There is in 

many cases the target of a very high leverage of up to 100%. From the begin-

ning investments are made with the intention of a sale after several years. Due 

to the expected gain in value, real estate developments are favoured (cf. 

Trübestein; Walldorf 2012, p. 382). The closed-ended structure makes REPE 

funds harder to trade and less fungible. As by design, shares can’t be sold easi-

ly (cf. idem., p. 385). Institutional investors such as pension funds are mainly 

investing into these vehicles. Private investors, mainly HNWI, may also invest 

but generally do so by the use of feeder vehicles. When enough capital is col-

lected, the fund will be closed. This is why the fund manager's track record is 

highly important. The fund's management is represented by the general partner. 

To attain the same goals as the investors, the general partner invests equity 
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himself. Furthermore, the management only gets paid when the project is profit-

able. The fund additionally needs an asset management component which is 

familiar with the respective market to take care of the project or portfolio. Some-

times this is done by the general partner himself. Finally, the fund is supervised 

and advised by the advisory board and the investment committee (cf. idem., 

pp. 386-389; Figure 15). In the following subsections, REPE funds by Novare 

Equity Partners will be introduced as an example of such investments. The 

funds mainly invest in Nigerian high-standard retail developments. In 2007, 

Baum discovered that among other countries Nigeria had far less funds than 

expected, which seemed unusual to the high GDP but made sense with the rel-

atively low GDP per capita (cf. Baum 2008, pp. 23-24). 

Figure 15: REPE fund structure 

 

Source: Trübestein, Walldorf (2012), p. 386; highly modified 

3.3.2 Novare Holdings and its investment motivation 

The South African company Novare Holdings was founded in the year 2000, 

first operating independently as an investment advisor. In 2006 it was decided 

to reach out to markets outside the home market. The company is now an ac-

tive asset manager, investment advisor, consultant and private equity fund 

manager (cf. Novare Holdings 2015, p. 2). Alongside Workers Health (BEE) 

which owns 26% of Novare Holdings, the other 74% are owned by the founding 

shareholders. Novare Holdings itself owns the majority of shares of most of its 
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subsidiaries like Novare Actuaries & Consultants. One of these subsidiaries is 

Novare Equity Partners (to 94.7% owned by Holdings), a private equity fund 

manager investing in Sub-Saharan Africa (cf. idem., p. 3). The firm’s structure is 

depicted in Figure 16. 

Figure 16: Structure Novare Equity Partners 

 

Source: Milltrust International (2014), p. 20; partially modified 

The company’s funds are relying on Africa’s economic growth as well as on its 

demographics instead of commodities like crude oil and are hence investing in 

modern retail formats. Novare Equity Partners has the mandate to invest in real 

estate, especially into retail as well as commercial properties, i.e. business 

parks and office buildings. The company's key motivation is to counter the 

shortage of quality retail space supply in times when prosperity is on the rise. 

To achieve this, Novare is cooperating with large retailers like Shoprite and 
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the risks of its retail developments (cf. Novare Equity Partners 2015, p. 2). The 

company points out quite the same reasons mentioned above as to why to in-

vest in Africa: the steady economic growth, a huge working population, the 
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the prevalent political stability on the continent (cf. Milltrust International 2014, 

p. 11). Pieter de Wet, Head of Research at Novare Equity Partners points out 

the importance of Sub-Saharan Africa's young working population. In combina-

tion with a substantial rise in disposable income per capita, de Wet considers 

this huge potential crucial for Novare’s investment (cf. de Wet 2012, pp. 1-4). 

The company emphasises the lack of high quality retail space compared to the 

population, GDP size and growth on the African continent. Especially when 

compared to the proportions that are present in far more developed countries 

such as South Africa, the USA and the UK there is a huge potential (cf. Milltrust 

International 2014, p. 15). Furthermore, the company focuses on urban areas 

and justifies this by the fact that urbanisation is growing stronger, especially in 

emerging markets. The number of cities with over a million inhabitants is al-

ready as high as in Europe. The inhabitants of those are becoming more inter-

ested in the range of products and outlets. Additionally, they have the income 

necessary at hand to become more and more demanding (cf. Novare Equity 

Partners 2015, p. 3). As mentioned in the chapter about Sub-Saharan Africa’s 

retail landscape, there is a huge gap in supply of quality retail space. South Af-

rica has retail space of 21 mn sqm in malls alone, the rest of SSA had 0.5 mn 

sqm of shopping centre area at the end of 2013. Compared to the population of 

SSA and its economic strength this is an unbelievably small number. Per capita 

modern retail space in Nigeria amounts to only 0.0029 sqm. In the US it is 2.5 

sqm and even in Europe it is 1.5 sqm (cf. idem., p. 3). There are of course some 

risks at hand when developing retail properties. In Africa there is always a prob-

lem of property rights and zoning, so it is always wise trying to mitigate these by 

acquiring land directly from the government or other credible business partners. 

In addition, he risk of a purchase can be lessened when the future anchor ten-

ants are involved early in the development process. The centres themselves 

can be planned smaller and might later be expanded to shorten the construction 

phase and decrease the initial costs before opening. Risks as to delivering the 

right product at the right time or to achieve the right mix of tenants and the cen-

tre's maintenance can be conquered by professional project and property man-
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agers that are familiar with the markets. Contracts for leases and construction 

that are based on the USD can help to overcome currency risks that are present 

even in South Africa (cf. Milltrust International 2014, p. 24). 

3.3.3 The investments of Novare Equity Partners 

In 2010 the Novare African Property Fund I was launched which was well re-

ceived by South African pension funds and raised 81 mn USD. For South Afri-

can pension funds this was a good way of diversifying the non-domestic in-

vestments as they are only allowed to be 5% of their total assets under man-

agement (cf. Novare Equity Partners 2015, p. 3). Novare Apo Mall in Abuja 

(formerly called Grand Towers Abuja Mall) was the first investment of Novare 

African Property Fund I. The shopping centre opened in 2012 containing stores 

of anchor tenant Shoprite and shops of other international brands. Further in-

vestments across Nigeria followed. In Lagos the construction of Lekki Mall be-

gan at the end of 2013. Shoprite is again one of the anchor tenants. The same 

will be true for Gateway Mall which is currently developed in Abuja. Further-

more, the Novare Central Office Park is being developed in Abuja with retail and 

office use. Besides investments in the west, the shopping centre Novare Matola 

is going to open in Mozambique. Here the anchor tenant will be Spar (cf. idem., 

pp. 3–4). The aforementioned risk mitigation shows in the anchors’ lease terms 

which are for example at Lekki Mall 25 years long (cf. Milltrust International 

2014, p. 21). Apo Mall is compared by gross lease area the smallest of the 

fund's centres with 8.268 sqm. Also the project cost was much smaller with 23 

mn USD, compared to Lekki Mall which costs 83 mn USD. This makes sense 

because Apo Mall was financed by over 90% through the fund's equity capital. 

In 2013, the year after the anchor tenants started operating, the income was 

already at 3.32 mn USD, the yield was 12.25% and the valuation was close to 

the target of 43 mn USD which was already higher than the total project cost. 

Additionally, the actual costs were lower than the initial budget. On the other 

centres the fund only invested 50% equity capital. Otherwise the numbers are 

quite similar. The ratio of lease area to building area is 80%, rent is between 35 
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and 45 USD per sqm and the IRR is at 30%, except for Wuse Mall which has 

23% (cf. idem., pp. 3-6; Table 8). 

Table 8: Novare Africa Property Fund I 

 

Source: Milltrust International (2014), pp. 3-5; highly modified 

The Novare Property Fund II was launched due to high demand of investors 

and is aimed to gather 250 to 500 mn USD. The first closing was on June 30th 

2014 and the final closing will happen at the end of June 2016. The fund is set 

for a term of eight years with an option for a two-year extension. It is listed at 

the Mauritian stock exchange. The return target with all fees deducted is to 

achieve an IRR of 25%, supported by the growth in the sector. The ratio of equi-

ty capital to debt capital is supposed to be fifty-fifty again as Novare wants to 

benefit from the current trend towards professionalism in the financial markets. 

Currently, the demand for vehicles such as these REPE funds is growing (cf. 

Novare Equity Partners 2015, p. 4; Milltrust International 2014, pp. 7–8). Novare 

assesses the countries Nigeria, Ghana, Kenya, Ethiopia, Uganda, Angola, 

Mozambique and Zambia as potential investment destinations for the second 

fund. All these countries are experiencing a high GDP growth, some even up to 
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8.5%. Some already have a share of urban population of 50% and over, but 

especially the East African countries still show high numbers of rural population 

compared to the west. Still, they eye cities such as Addis Ababa as well as 

Kenya's relatively mature retail sector (cf. Milltrust International 2014, pp. 12–

14). The projected developments of debt and equity (in mn USD; in 9 years) of 

Novare Africa Property Fund II are shown in Figure 17. 

Figure 17: Equity, debt and property value of Fund II 

 

Source: Milltrust International (2014), p. 9; slightly modified 

Jan de Zyl who is Novare Equity Partners' Head of Property Development said 

in 2014 that "persistence and the need to make a long-term commitment [...] are 

important attributes for success" when asked about the fund's investment in 

Nigeria. Besides issues like the country's bureaucracy, infrastructure and skilled 

labour, de Zyl pointed out the importance of Nigeria as an investment destina-

tion, also for the second fund (cf. Jacks 2014). Novare Equity Partners is con-

sidering several exit strategies for the above mentioned properties. First, there 

are several institutional investors from South Africa who are interested in com-

pleted developments. The domestic pension funds for instance may allocate 5% 

of their assets under management in Sub-Saharan assets, as mentioned above. 

Second, there is the possibility of selling off the developments individually. As-

set managers such as the Public Investment Corporation are interested in 

shopping centres, especially if they have income streams that are based on the 
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USD. Finally, the REIT structure is becoming increasingly popular in South Afri-

ca due to the establishment on Johannesburg’s stock exchange. For investors 

the demand of non-South-African listed property is on the rise, with retail prop-

erties being especially sought after (cf. Milltrust International 2014, p. 23). On 

the subject of the future of retail property investment in SSA, Derrick Roper, CE 

of Novare Equity Partners, said: “After a tumultuous 2015, market volatility in 

Africa is expected to persist as economies absorb the impact of slowing growth 

in China and falling commodity prices. These factors present formidable chal-

lenges that are currently over-shadowing Africa’s longer term potential. Howev-

er, this stage of the economic cycle will create opportunities for solid future in-

vestment returns. When everyone is running for the hills is usually the best time 

to buy” (Africa Property News 2016). 

4 Prospects for retail developments and investments 

in Sub-Saharan Africa 

The findings of this thesis once more underline the maturity of the South African 

retail market which, otherwise, is not on par with economies of the Western 

world like Germany. In spite of the still high share of informal retail, there is no 

denying that the market is becoming highly saturated and that the economic 

development is overall stagnating. There might be some more potential in 

neighbours Botswana and Namibia, but they only offer small markets in terms of 

population size. When looking at the potential for modern retail of other Sub-

Saharan African countries, there are many obstacles and also many opportuni-

ties, respectively, to be found. As many countries are progressing in terms of 

their economy, political stability and income levels there are still issues such as 

the insufficient administration of land registries, a high reliance on basic produc-

tion factors and severe inequalities of income distribution. The high share of 

informal retail may be conquered by an adaptation to the convenience-oriented 

shopping behaviour of the African consumers. The same goes for products 

available in these markets which are often still unbranded and sold in small 
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servings. The biggest obstacle for retail in Africa is the highly underdeveloped 

infrastructure. While air cargo has improved immensely, robust road and railway 

lanes are lacking. Other physical infrastructure such as electrical power supply 

suffers from outages, even in South Africa. While Central Africa is still torn from 

civil wars or suffering from the aftermath of those, there are some countries on 

the rise like Angola, Gabon or Rwanda. East Africa’s most developed retail 

market is Kenya with shopping centre developments in Nairobi and Mombasa 

and big domestic chains like Nakumatt. Tanzania and Ethiopia also offer high 

potential for a stable middle-class, the latter being the second-most populated in 

SSA, but both still have extremely high numbers of poverty. In the African west, 

the situation is far more complex. Ghana, on the one hand, is considered more 

developed but it is much smaller than Nigeria which is almost ten times as 

populated. Nigeria, on the other hand, is one of the least attractive business 

environments according to the World Bank or the WEF but is also home to the 

biggest middle-class on the continent. This might also be a reason why inves-

tors such as Novare Equity Partners are pushing primarily into this market and 

are just now looking for investments in the African south and east. Still, No-

vare’s REPE funds which mainly invest in state-of-the-art shopping centres and 

business parks have a quite exceptional performance already. 

The knowledge of these trends is no guarantee of success on the African conti-

nent. Companies and other investors will still have to be committed to and pre-

pared for retail developments, and most of all an investor has to accept the time 

it takes for a successful venture in these markets. There are hardly any promis-

ing short-term opportunities at hand in African retail, and the selection of the 

right target market is still risky, nonetheless (cf. A.T. Kearney 2015, p. 1). To 

answer the research question, there is huge potential in the rising prosperity for 

retail developments. However, there is more to that: modern supply chains and 

the possibility of cross-border trade, preferably in one of the trade blocs like the 

COMESA or ECOWAS, will be evermore important and will have to be im-

proved immensely, nonetheless. In terms of investments, it might be most ap-

pealing for international retailers to gain entry in a stable market environment 
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like Botswana or Namibia. Apart from that, the demand for Novare’s funds 

shows that investors prefer the risky but at the moment highly profitable market 

of Nigeria. Indirect investment vehicles like these are a wise choice for investors 

who do not have the much needed knowledge of the African market and who 

want to mitigate risks with a management which has a strong track record. 

Especially the last perception opens up possibilities for future research about 

the possibilities to invest through other vehicles like retail REITs or funds with 

other structures. Capital supply for those investments is another topic, since 

according to Baum the financing of real estate developments highly depends on 

a functioning banking system as well as the presence of equity capital and FDI 

(cf. Baum 2008, p. 2). Additionally, one purpose of this thesis was to give an 

overview about the different Sub-Saharan retail markets. There is the possibility 

of analysing one particular market in depth. For instance, the appeal of the Ni-

gerian retail market, which on first glance seems contradictory, would be an in-

teresting starting point for future papers. Also the possibilities for further formali-

sation of the more saturated and mature markets, Kenya and South Africa, 

might be of interest. The current trends are likely to be even more prominent in 

the future. Megacities like Lagos will be evermore important over the next dec-

ades. Also due to the trend of urbanisation the number of cities with a popula-

tion of 50,000 or more is going to increase immensely which will be a challenge 

for retailers but will offer as many opportunities (cf. Manners-Bell 2014, 

pp. 235ff.). The question is if the respective markets, in particular in East Africa, 

are going to evolve from factor-driven economies to more efficient economies 

which are an essential feature for middle classes to sustain. The rapid moderni-

sation of Africa’s retail markets did not happen and the respective stock of retail 

properties did not grow as strongly as were predicted years ago. In spite of that, 

with the thesis’ findings in mind, one has to conclude that Sub-Saharan Africa 

remains a promising long-term investment destination for retail developments. 
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