
Siren song 

The attractions may be many, but so are the pitfalls awaiting the unwary 

 
Without the siren song of high profits in Sub-Saharan Africa, few multinationals would face the risks 
posed by some of the fastest-growing but most volatile countries. Behind the headlines of runaway 
growth – the International Monetary Fund (IMF) expects collective GDP in the region to increase by 
about 6% in 2014 and the medium-term future – lurk multiple threats that may catch even the most 
experienced companies off guard.  
 
When resources giant Rio Tinto had to book a $14bn impairment last year, forcing chief executive 
Tom Albanese to resign, a main contributing factor was the creaking rail infrastructure of 
Mozambique. At Albanese’s direction Rio Tinto had bought heavily into coal reserves there, but was 
unable to open up a transport corridor that could justify the investment.  
 
As risk consultancy Kroll’s Alexander Booth, senior director in the Middle East and Africa, warns, the 
incident illustrates why prospective entrants to this deeply complex region need to look before they 
leap: “Although there is potentially tremendous upside to doing business in Africa, many hidden 
risks are not always identified by traditional legal and financial due diligence.” 

 
Peculiar risks 
In summary, western methods of analysis may not capture all the operating pitfalls – and the 
infrastructure boom is a case in point. Although the region will require about $100bn a year in 
private-sector investment between now and 2020 in the form of transport, power and other 
essential projects, these are long-term projects that subject contractors to a peculiarly Sub-Saharan 
array of risks. 
 
As Kroll points out, Africa has recently been involved various infrastructure-related cases that run 
the gamut. They include regulatory and compliance breaches (important because they usually lead 
to deteriorating relationships with governments and sub-contractors), conflicts of interest by 
management, clashes over different ways of doing business, influence of organised crime, the 
existence of previously undisclosed interests, political instability in a region notorious for fragile 
governments and contested elections, and straight fraud by vendors and suppliers. In other words, 
take your pick. 
 
What is the solution? Apart from conducting rigorous profiling of prospective partners or 
acquisitions to identify any vulnerabilities that could return to haunt the relationship, companies 
should, as a matter of course, adopt a procedure rarely required in the more politically stable 
environment of Europe or North America, namely establishing who is in charge.  
 
Booth explains: “It is only by fully understanding where power lies, how it is exercised and who 
might bring influence to bear on a partner or acquisition target that investors can accurately gauge 
this risk.”  
 
Thus, Africa remains a promising investment destination, provided companies step carefully. Kroll 
warns: “More than ever, companies and investors that succeed in Africa will likely be those that have 
invested heavily in understanding the local political environment, background screening of third 
parties, training staff, and carefully implementing risk management strategies.”  
 
As a first step, risk consultants suggest that companies engage strongly with host governments and 
non-governmental organisations. It is the most effective protection if they are on your side. 



 
Justified danger 
The learning curve will be steep, but the potential rewards are high. Oil-exporting countries such as 
Nigeria are expected to show real GDP growth of 7.7% this year, according to the IMF. Even middle-
income nations such as South Africa are slated for a collective 3.6& GDP growth and the low-income 
nations such as Côte d’Ivoire are forecast to expand by 6.9%. 
 
For many multinationals, those numbers justify the dangers.  
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