
At the June meeting of the Reserve Bank, 
it was decided that the Official Cash Rate 

(OCR) would remain unchanged at the current 
record low of 1.5%. This followed on from 
the decision to reduce the OCR by 25 basis 
points, or a quarter of 1 per cent at the previous 
meeting. The bank has indicated that there may 
be the need to lower the OCR further, given the 
downside risks around the employment outlook 
and inflation.

The outlook for domestic growth has slowed 
over the last year, and while there was evidence 
of some recovery in construction activity in the 
March quarter of this year, growth in the services 
sector remains weak. These issues, along with 
soft housing prices in many main centres have 
all contributed to slowing domestic consumption 
and a fall in general business confidence.  

Given the issues that the bank has highlighted, 
the general view from many market 
commentators is that New Zealand may see even 
lower interest rates going forward from here.

This scenario is highly problematic for people 
with bank term deposits. For example, five  
years ago, a typical bank 12-month term  
deposit would have paid approximately 4.3%  
per annum before tax. In 2019, the same 
12-month term deposit is paying 3.25%. This is 
a fall in return over five years of 24%. The general 
view is that New Zealand, along with the rest of 
the world is experiencing an entrenched low yield 
environment.

Unfortunately, the news gets worse for term 
deposit holders, as New Zealand is now 
experiencing a rise in inflation. At present, the 

CPI (Consumer Price Index) is now approaching 
1.8% per annum. This means that after paying 
withholding tax on the return from the bank, 
even at an average 17.5% rate and deducting 
inflation, the real return is a meagre 0.88%. The 
interest rate environment does not reward term 
depositors over the longer term either, with 
interest rates on offer barely moving over terms 
of up to five years. In the simplest terms, the 
value of a term deposit can be eroded if inflation 
increases quickly. Even low inflation can be 
disastrous to term deposit returns. 

Where to from here then? There is no doubting 
that people who have had a more diversified 
approach to investing have been rewarded. 
Global share markets have grown strongly 
since the Global Financial Crisis, and for those 
who have had some of their capital invested in 
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Africa is viewed by many as 
a new area to consider, in 
contrast to China and India 
which are continuing to mature. 

T here is no doubt that there is growing 
attention being paid to Africa, with its 

abundance of natural resources. However, 
the Continent has been ravaged by war, civil 
disruption, regime changes and entrenched 
corruption that have unfortunately kept many 
global companies and other investors away.  
That has not stopped greater attention being 
paid to Africa, as opportunities are emerging 
that are starting to make Africa a compelling 
proposition in the 21st century.

Africa can offer some of the highest return 
on foreign direct investment in the world 
according to the Overseas Private Investment 
Corporation (OPIC). But there are also many 
unique risks faced by those that invest in  
that continent. From civil wars to political  
risk, companies face a number of hurdles  
when competing in the region’s more  
promising economies.

There are many benefits and 
opportunities of investing in  
the continent.
Africa has an abundance of natural resources. 
These range from oil to gemstones (diamonds) 
gold and uranium. The potential to tap into these 
is huge. However, a low population concentration 
in many areas, combined with lack of adequate 
infrastructure and financing remain problematic.

What Investment opportunities are there in Africa?
The African continent has a large population 
overall however, with approximately 14.72% of 
the world’s total population and an estimated 1 
billion people in more than 60 territories. There 
are huge opportunities for the manufacturing 
and marketing of consumer goods along with 
expansion in telecommunications and banking.

Africa remains relatively undeveloped. Per  
capita income significantly lags the western  
world by a considerable margin. Over time,  
there could be huge opportunities for growth  
as the continent’s population grows and 
becomes more prosperous.

However, investing in Africa is 
not without risks.
There are a number of governments in Africa that 
are well known for corruption and lack of sound 
policy management. Government corruption has 
been known to lead to a wide range of problems 
from extortion, to governments nationalising 
assets belonging to overseas corporations. In 
addition, undefined or poor policy management 
can further complicate matters for companies 
wishing to do business or invest on the continent.

The lack of infrastructure is also a major problem. 
As already noted, a low population density and 
low income per capita aggravates the lack of 
infrastructure investment. This can make it very 
difficult for companies to get access to essential 
services such as a reliable electricity supply, 
adequate roading, railway transport and a reliable 
and clean water supply.

Over many years, Africa has been afflicted by 
civil war, internal conflicts, and political upheaval. 
This has unfortunately taken a large cumulative 
toll on its population, forcing people to leave their 
homes to seek refuge in other jurisdictions. These 
events can be extremely difficult for companies 
as this sort of uncertainty can severely disrupt 
strategic planning decisions. 

There are some areas of Africa that already 
attract more attention than others. For example, 
North Africa is known for the size of its oil assets, 
and major investment by multinational corporates 
has been a feature in this part of the continent for 
many years. Countries in this area include Algeria, 
Egypt, Libya, Mauritania, Morocco, Tunisia, and 
Western Sahara. Many of these countries are 
known for their extensive crude oil reserves. It 
is interesting to note that Libya produces 10% 
of all crude oil imported into Europe. The area is 
however vulnerable to political disruption that can 
and does compromise operations on a  
regular basis.

In contrast to North Africa, South Africa also has 
significant offshore investment in raw materials 
and mining. South Africa is the largest producer 
of gold, chromium and platinum in the world. 
The country also has a sizeable agricultural and 
banking sector. Over the years South Africa 
has been slowly growing demand for domestic 
consumer goods and services with its growing 
base of consumers in the population.

investments other than term deposits have been 
well rewarded for the risk over time.

Firstly, low risk means low returns. Despite the 
lack of bank guarantee in New Zealand, most 
commentators still agree that a term deposit 
is still one of the safest investments available. 
However, this security comes at a price - low 
returns. As noted earlier, after tax is paid and a 
steady rate of inflation is also accounted for, in 
some cases the return on a term deposit may 
even be negative if inflation continues to rise, and 
deposit rates on offer continue to fall.

Because of the low returns over the longer term, 
pretty much every other type of investment is 
likely to outperform term deposits. Over time, 
this could be an extremely costly price to pay. 

Ironically, those who have sought the security of 
term deposits may end up being less financially 
secure than those who invested into a diversified 
mix of investments that generated a greater 
investment return over the same time period.

For many, this has meant that over periods 
of five to ten years, people have missed an 
opportunity to adopt a strategic approach to 
the management of their money elsewhere as 
a result of tying sums up in fixed terms with the 
bank. In addition, for term deposit holders, there 
can also be a problem if an unexpected expense 
such as a health or family issue occurs which 
requires funding. Breaking term deposits can 
be expensive as banks usually impose break 
penalties, or in many cases decline to break the 
deposit at all.

There are a wide range of other investment 
opportunities - for example, a well-managed 
portfolio of quality investments that are located 
around the world, and are represented by some 
of the best known and well regarded companies 
on the global stage. A well-diversified portfolio 
can be managed by specialists who will apply 
funds in line with an appropriate risk budget 
set for each client to ensure that people have 
a substantially better chance of achieving their 
financial goals without the stress of being locked 
into a single asset such as term deposits. Being 
able to access money when required is one of 
the keys to a successful investment strategy.



In Summary.
In the last 5 to 10 years, Africa has become an 
important long-term investment destination. 
Despite the concerns of political and economic 
instability overlaid with corruption that has 
afflicted the continent, there are significant 
opportunities that are available for growth and 
sustainable high returns. This is reflected by 
many corporates who, after assessing the 
risks, are making substantial investments into 
the continent, supported by trade agreements 
that should assist in mitigating many of the 
issues that have been problematic in the past. 

There are a number of global companies in 
the Accordia portfolios that will have some 
exposure to Africa now. Expect more attention 
to this part of the world over the next  
few years. 

Sub-Saharan Africa is still widely unavailable 
to international investors and includes lesser 
developed economies, with little or no 
infrastructure required to support meaningful 
investment at this stage.

Where to from here for Africa? 
The leading country involved actively in Africa 
is China, with seven heads of state summits 
completed to date. The Chinese have been 
providing economic support in the form of loans 
to governments and state-owned entities. This 
has let to a huge increase in two-way trade, 
which now exceeds USD$200 billion. China 
has worked hard to establish more than 10,000 
businesses across the continent, and as a result, 
has become the most integrated investor there.

Japan has also been working actively in Africa 
and is working closely with states in East Africa 
(including Rwanda). Japan is also involved in new 
business initiatives with Ethiopia. Their biggest 
focus is however in countries such as Kenya, 
Nigeria and South Africa.

African opportunities have not been ignored by 
the European Union. This massive trading bloc 
has also been working to strengthen its ties 
with this part of the world. The 2017 EU-Africa 
Summit has led to two-way trade exceeding 
US$300 billion, and the pledging of more than 
EUR44 Billion in sustainable investments by 
2020. The EU is also actively working on firming 
up preferential access to markets across the 
region. There are currently 40 signed economic 
partnership agreements signed across the 
continent to date. 

The United States is the largest direct investor 
in Africa. However, it has not been as pro active 
as China and other countries where engaging in 
collaborative agreements are concerned.  
It has had only one summit with African leaders 
since 2014. The U.S. is very conscious however 
that there is a need to become much more pro 
active if it is to counter growing Chinese influence 
on the continent.

Hydrogen Powered Cars  
- Is there are future for this technology?  

Technically this process works like this:

Each fuel stack is made up of an anode, 
and a cathode sandwiched with a proton 
exchange membrane. Hydrogen supplied 
by a tank onboard the vehicle enters the 
anode side of the fuel stack. Oxygen 
extracted from air outside the vehicle is 
injected into the cathode side of the stack 
that forces it to split into electron and 
proton. The proton moves through the fuel 
stack, and the electron follows an external 
circuit delivering an electrical current to the 
electric motor or motors driving the vehicle, 
along with any other current required to 
drive any other systems requiring power, 
i.e. wipers, power windows etc. At the 
Cathode side of the stack, the proton 
and electron join again, and combined 
with oxygen, form water which is then 
discharged from the vehicle’s tailpipe.

What then are the advantage of hydrogen  
fuel cell vehicles over other forms of  
electric vehicles?

1. When it comes to onboard storage of 
energy, hydrogen has the advantage, 
as hydrogen is stored in high-pressure 
tanks underneath the vehicle. These 
lightweight tanks are used to store the 
high-pressure hydrogen, which stores 
a much larger capacity of energy in the 
form of hydrogen compared to heavy 
lithium-ion batteries.

T here has been a lot of recent publicity 
around hydrogen fuel cell powered 

cars. But what are the key differences 
between them and battery powered cars? 
How will this change the landscape for 
one of the world’s biggest manufacturing 
activities, the motor industry in the  
21st century? 

Firstly, it is important to understand what a 
hydrogen fuel cell powered vehicle is, and 
how hydrogen works as a power supply. 

Hydrogen fuel cell vehicles run on 
compressed hydrogen fed into a fuel cell 
“stack” that produces electricity to power 
the vehicle. A fuel cell can be used in 
combination with an electric motor to drive 
a vehicle – quietly, powerfully and cleanly. 
A fuel stack produces power for as long 
as there is fuel available, in this case, 
compressed hydrogen. 

This concept is similar to what is currently 
required to produce power for an internal 
combustion engine vehicle, where petrol 
or diesel provides the fuel. However, 
unlike the cars that are commonly on 
roads around the world, hydrogen fuel 
cell vehicles produce no harmful exhaust 
pollutants at all. The only emission from a 
hydrogen fuel vehicle is water.
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2. The driving range of a hydrogen fuel 
cell vehicle is much greater than an 
equivalent sized plug in electric vehicle 
powered by rechargeable lithium-ion 
batteries. A plug-in battery vehicle 
driver could expect an average range 
of approximately 160 to 320 kilometres, 
depending on the age and brand of E.V. 
By comparison, a hydrogen fuel cell 
vehicle could easily achieve  
500 kilometres.

3. When it comes to refuelling, a hydrogen 
fuel cell vehicle takes no longer than a 
conventional petrol- or diesel-powered 
vehicle to refuel. In comparison, a 
lithium-ion battery powered vehicle 
would take at least 30 minutes or more 
to achieve a useful recharge depending 
on the distance driven.

Having mentioned some key advantages 
however, what are the disadvantages 
that hydrogen as a fuel has at the 
present time?

1. The virtual absence of a refuelling 
infrastructure around the world. For 
example, whilst there are a number of 
hydrogen fuel cell stations located within 
some large US states such as California 
where there are about 35, most of the 
other states have virtually no access to 
public facilities at all, with approximately 
4 publicly available for the rest of the 
country. According to a European 
research company, approximately 152 
hydrogen stations are in operation 
around continental Europe. There are 
about 136 in Asia, with a concentration 
of about 80 in Japan.  At the time of 
writing this newsletter, it was unclear as 
to what facilities exist in New Zealand. 
It goes without saying that the global 
investment in required infrastructure will 
be of massive proportions to support 
this fuel.

2. There is considerable debate about 
the technology required to produce 
hydrogen. Is it cleaner to produce than 
electricity from renewable sources? 
Today, 95% of hydrogen is produced 
either from wood or from fossil fuels, 
such as natural gas and oil.  

There are three types of hydrogen 
production processes currently  
in use:

1. The most common hydrogen production 
process is natural gas reforming — 
sometimes called steam methane 
reforming because it uses high-
temperature steam. When exposed to 
steam and heat, the carbon (C) atoms 
of methane (CH4) separate. After two 
successive reactions, they reform 
separately to produce hydrogen (H2) 
and carbon dioxide (carbon dioxide 
(co₂). This operation therefore requires 
natural gas.

2. Another process is charcoal gasification. 
Charcoal consists mainly of carbon and 
water. Burned in a reactor at a very high 
temperature of between 1,200  
and 1,500°C, the charcoal releases  
gas that separates and reforms to 
produce hydrogen (H2) and carbon 
monoxide (CO).

3. Hydrogen can also be produced using 
electricity, through electrolysis of water. 
An electric current is used to split water 
(H2O) into oxygen (O2) and hydrogen 
(H2). This method is not as cost-
effective as using fossil fuels.

At the present time, many articles 
have been produced that argue that 
the environmental impact of producing 
hydrogen does not mean that hydrogen 
fuel cell vehicles are necessarily the 
answer to a cleaner future. However, 
there is advancing technology that could 
lead to a much more efficient and more 
acceptable environmental impact for the 
future production of hydrogen. There is 
much debate about the safety and storage 
of hydrogen itself. It is known to be a gas 
that can leak easily and ignite at relatively 
low temperatures. Therefore, sophisticated 
development and manufacture of vehicles 
powered by hydrogen will be critical. 

In conclusion, it is interesting to note 
that one of the biggest motor vehicle 
manufacturers in the world, Toyota Motor 
Company has stated their belief that there 
will be a place for future hydrogen powered 
vehicles in the global fleet. Toyota has been 
a pioneer in innovative vehicle development 
in recent times, with the Prius model being 
one of the most popular hybrid cars in the 
world. The company has also committed to 
a hydrogen fuel cell vehicle called the Mirai, 
a mid-size luxury car. Other key industry 
players in hydrogen fuel cell technology 
include Daimler, Hyundai, and Honda. 
Watch this space!


