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EMPLOYER REACTION IN AFRICA TO CURRENCY VOLATILITY AND HIGH 

INFLATION 

 

ABSTRACT 

When inflation is on the rise, an employer’s first reaction might be – What 

increase should we provide to our employees?  How is the market 

reacting?  What are our peers considering?   

Currency volatility might seem like a new rising phenomenon, but it has 

been present for many years.  There are five well known cases about this.  

The focus of this this article is on the African continent and the 

experienced volatility in several countries.   

These countries consist of Angola, Ghana, Kenya, Malawi, Mozambique, 

Nigeria, South Africa and Uganda.  What will your organisation’s 

response be when inflation hits 30%, 40%, 50%?  Would you still align to 

the local inflation rate?   

This article will provide insight to the actions taken by organisations from 

different industries in several countries in Africa based on currency 

volatility and high inflation.  These reactions were based on the decisions 

made internally by organisations to react or to adopt a wait and see 

approach, which in essence is also a reaction.   

The findings shared can serve as input to organisations of how other 

organisations reacted to currency volatilities on the continent.  This can be 

used as one of many inputs in the development of a currency volatility 

framework that would align to an organisation’s culture, styles, shared 

values and strategy.   

The design of a framework would move a reaction to a response, and 

provide certainty in uncertain times. 
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I. INTRODUCTION 

 

Milton Friedman a Nobel Prize winner wrote:  

“Inflation is always and everywhere a monetary phenomenon.” 

When inflation is on the rise, an employer’s first reaction might be – What increase should 

we provide to our employees?  How is the market reacting?  What are our peers considering?  

This reaction, based on Milton’s research, clearly will compound the problem if the solution 

is monetary based.  Inflation can be triggered by currency volatility.  Currency volatility 

might seem like a new rising phenomenon, but it has been present for many years.  There are 

five well known cases about this: The Credit Crisis of 1772, The Great Depression of 1929–

39, The OPEC Oil Price Shock of 1973, The Asian Crisis of 1997 and The Financial Crisis of 

2007–08 (ENCYCLOPÆDIA BRITANNICA).   

Although the aforementioned instances are not from the African continent, our focus in this 

article is on the African continent. But this by no means implies that other geographies of the 

world are excluded from currency volatility as can be seen from the cases mentioned.  One 

can argue that currently in a global context there is a lot of uncertainty, which leads to 

volatility.  People make decisions and decisions are often made on emotions. We all know the 

saying: “Emotion drives the market”. 

In many European countries a legacy practice was to set budgets based on cost inflation plus 

a bit, this was possibly driven by negotiated settlements and unions seeking to negotiate for 

improvements to their members’ quality of living.  In fairness, companies have always 

preferred to take a market view but when the market practice is inflation plus a bit, they then 

are by default following this practice.  If you typically follow this practice, what will your 

organisation’s response be when inflation hits 30%, 40%, 50%?  Would you still align to the 

local inflation rate?  In economic terms we need to look at the supply and demand of skills in 

a market.  The cost of labour is directly impacted by the supply and demand of skills in the 

specific market.  The supply and demand in a specific market determines the compensation in 

the market and not inflation, depreciation, devaluation or the cost of living. 
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This article will provide insight to the actions taken by organisations from different industries 

in several countries in Africa based on currency volatility and high inflation.  These reactions 

were based on the decisions made internally by organisations to react or to adopt a wait-and-

see approach, which in essence is also a reaction.  The focus is on countries where currency 

volatility and high inflation was present.  These countries include, but are not limited to, 

Angola, Ghana, Kenya, Malawi, Mozambique, Nigeria, South Africa and Uganda. 

II. SIGNIFICANCE  

 

Inflation, devaluation and depreciation of a currency bring about uncertainty.  Uncertainty 

effects many aspects of business and has a direct impact on productivity.  All of the above 

leads to currency volatility in a specific market.  Currency volatility poses a risk to any 

organisation.  Risk can be dealt with in various ways.  It can be accepted, monitored, 

transferred or mitigated. 

 Accepting a risk is an option. But when one has limited control over a specific risk, the 

mere acceptance of it might not be the best decision to make. 

 Monitoring through gathering information on market reaction is a second response. But 

monitoring may expose another risk which is the organisation’s inability to meet the 

market reaction due to operational or financial implications. 

 Transferring the risk would typically mean stating, calculating and paying salaries in hard 

currency. This, however, may not be legally possible in all countries and once again the 

organisation may open itself up to the risk of the volatile exchange rate. 

 Mitigating the risk is not taking the risk away but, rather, acknowledging the risk and 

defining the approach to be taken if a specific set of parameters is met.  Defining a 

framework to mitigate currency volatility provides certainty in times of uncertainty. 

There is a difference between reacting and responding to risks.  A reaction is typically a 

quick decision driven by emotions in response to a tense situation.  Responding, on the other 

hand, is a well thought through decision based on evidence and made in a calm manner.  To 

ensure an organisation can respond and not react to a problem, the response should be defined 

in advance when emotions are not dictating decisions.  Designing a framework for decision 

making when there is certainty, clarity and most importantly time, will provide an appropriate 
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response.  A pro-active approach also provides sufficient time for stakeholder buy-in and 

sign-off so that the response is clear, concise and considered.  Risks will always be present, 

but how an organisation addresses risks in advance makes the difference.  Planning a 

response in advance can help to proactively mitigate uncertainty. 

To better understand the various forms of inflation and devaluation of a currency, we outline 

the various definitions and terminology below: 

 Inflation: “Inflation is the rate at which the general level of prices for goods and services 

is rising and, consequently, the purchasing power of currency is falling.” 

(INVESTOPEDIA, WHAT IS INFLATION?)  Inflation is measured over a period of 

time typically one year and the inflation change is expressed as a percentage.  If the 

change over a period of time is positive it is known as inflation, if the change over a 

period of time is negative it is known as deflation. 

 Deflation: “Deflation is a contraction in the supply of circulated money within an 

economy, and therefore the opposite of inflation. In times of deflation, the purchasing 

power of currency and wages are higher than they otherwise would have been.” 

(INVESTOPEDIA, WHAT IS DEFLATION?) Most recently, Zimbabwe has seen 

deflation present in the market in contradiction with their hyperinflation experience in the 

late 2000s.   

 Hyperinflation: “Hyperinflation is extremely rapid or out of control inflation. There is no 

precise numerical indication of hyperinflation. Hyperinflation is a situation where the 

price increases are so out of control that the concept of inflation is meaningless.” 

(INVESTOPEDIA, WHAT IS HYPERINFLATION?)  

 Currency devaluation: The devaluation of a currency is often confused with the 

depreciation of a currency; the latter is: “A decrease in the level of a currency in a 

floating exchange rate system due to market forces.” (INVESTOPEDIA, WHAT IS 

CURRENCY DEPRECATION?)  Whereas, the devaluation of a currency is: “The 

deliberate downward adjustment to the value of a country's currency relative to another 

currency, group of currencies or standard.” (INVESTOPEDIA, WHAT IS CURRENCY 

DEVALUATION?) 

The findings shared here of how other organisations reacted to currency volatilities on the 

continent can be used as one of many inputs in the development of a currency volatility 

http://www.investopedia.com/terms/p/purchasingpower.asp
http://www.investopedia.com/terms/i/inflation.asp
http://www.investopedia.com/terms/f/floatingexchangerate.asp
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framework that would align to an organisation’s culture, styles, shared values and strategy.  

Designing a framework would enable organisations to move from a reaction to a response 

and provide certainty in uncertain times. 

III. METHODOLOGY 

 

The market data used in the quantitative analysis has been collected during Mercer’s 2016 

Africa Depreciation Surveys during March 2016.  Reference is also made to various spot 

polls conducted in several African countries from 2015.  The participants in this study consist 

of multinationals and preferred local national employers in several African countries.  Data is 

presented in six (6) different employee groups to allow the reader to identify any 

differentiation in responses between these different employee groups.  Refer to the 

References for Mercer’s full definition of employee group.  

Table 1 – Employee Groups 

Employee Groups Condensed Definition 

Head of Organisation Typically the highest position in the organisation 

Executives Includes employees providing strategic vision and/or 

operational activities across multiple functions 

Management Management and supervisory level focusing on 

tactical and/or operational activities in specific areas 

Professional Sales Professionals with no management responsibility, 

may provide supervision to less experienced sales 

staff 

Professional Non-Sales Professionals with no management responsibility, 

may provide supervision to less experienced staff 

Para-Professional - "White Collar" Roles that are semi-skilled or unskilled with no 

supervisory or management responsibility. Carries 

out administrative/technical tasks 

Para-Professional - "Blue Collar" Roles that are semi-skilled or unskilled with no 

supervisory or management responsibility. Reports 

to a team leader/supervisor. Carries out manual tasks 
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The quantitative analysis also includes a longitudinal survey for Ghana, the data collected for 

this portion emanates from various surveys and spot polls conducted since 2014 with 

multinationals and preferred local national employers in Ghana. For this portion, the 

participant base is kept consistent from 2014 to 2016 to ensure the relevance of year-on-year 

comparisons.  

Mercer uses a number of market data masking rules to guarantee client data confidentiality.  

A minimum number of incumbents, organisations and distinct organisations are required to 

publish statistics. If the minimums are not met, market data is masked.  A minimum of three 

distinct organisations is required to publish the average.   

The analysis focuses on reactions by employers made in 2015 and planned for 2016 in six (6) 

main categories as shown in Table 2 below: 

Table 2 – Reaction Categories 

(1) Provided usual annual salary increase 

(2) Provided lump sum compensation 

(3) Provided an additional (extra) salary increase 

(4) Provided cash allowance compensation 

(5) Other measures undertaken 

(6) No actions undertaken (salary freeze) 

 

IV. QUANTITATIVE ANALYSIS 

 

(a)       Organisational information across eight countries 

The quantitative analysis has been done based on information provided by 342 

organisations across the eight countries. 

 

Table 3 – Survey Participation Details 

Country Local Currency Number of Responses 

Angola Angolan Kwanza (AOA) 39 

Ghana Ghanaian Cedi (GHS) 57 

Kenya Kenyan Shilling (KES) 42 

Malawi Malawian Kwacha (MWK) 23 
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Country Local Currency Number of Responses 

Mozambique Mozambican Metical (MZN) 32 

Nigeria Nigerian Naira (NGN) 66 

South Africa South African Rand (ZAR) 55 

Uganda Ugandan Shilling (UGX) 28 

 

Where reference is made to “the market”, “countries” and or “employers” this refers to 

practice(s) for only those organisations that participated in the survey.  The full list of 

participating companies’ sectors can be found in the appendix. 

 

The table and figure below depicts how companies have responded in 2015 in each of the 

six reaction categories per each country: 

Table 4 – 2015 Responses By Category and Country 

Country Provided 

usual 

annual 

salary 

increase 

in 2015 

Provided 

an 

additional 

(extra) 

salary 

increase 

in 2015 

Provided 

cash 

allowance 

compensation 

for currency 

depreciation 

Provided 

lump sum 

compensation 

for currency 

depreciation 

Other 

measures 

undertaken 

No actions 

undertaken 

(salary 

freeze) 

No. of 

Responses 

Angola 64% 10% 10% 5% 8% 21% 39 

Ghana 72% 16% 5% 4% 18% 14% 57 

Kenya 86% 10% 0% 0% 7% 7% 42 

Malawi 74% 9% 9% 0% 9% 13% 23 

Mozambique 59% 3% 0% 0% 9% 38% 32 

Nigeria 71% 14% 2% 0% 14% 12% 66 

South Africa 89% 7% 5% 0% 4% 5% 55 

Uganda 75% 7% 4% 0% 7% 11% 28 

  



African Journal of Reward – Edition 2  

 

8 | P a g e  
 
 

 

 

 

As can be seen in the table 4 and figure 1 above, most employers have not responded in 

an imprudent manner of providing out of cycle increases or by increasing cash allowances 

and benefits.  The most prevalent response by employers in 2015 to the depreciating 

currency and the effect it might have had on local cost of living was through normal 

salary increases. However, one has to consider the figure below.  The major depreciation 

of most of the currencies occurred only later in the year, thus not allowing sufficient time 

for the inflation to be affected and companies to have to respond in ways other than the 

usual annual salary increase. 
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Figure 1 - Reactions to currency depreciation by Employers in 2015 

Provided usual annual salary increase

in 2015

Provided an additional (extra) salary

increase in 2015

Provided cash allowance

compensation for currency

depreciation

Provided lump sum compensation for

currency depreciation

Other measures undertaken

No actions undertaken (salary freeze)
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 Source: http://www.xe.com/currencytables 

 

According to Mercer’s Salary Surveys in Africa, most employers provide salary increases 

in the first part of the year. Therefore, for most employers, the salary increases which 

were given in 2015 did not take into consideration the major depreciation of the various 

currencies in 2015 and the possible effect it might have had on the local cost of living. 

The additional actions in figure 1 are therefore the only actual responses to the currency 

depreciation in 2015. A better view would be to consider the same companies’ responses 

in 2016, since the assumption is that if the inflation of a particular country will be 

effected by the depreciation of its currency, by this stage the depreciation would have 

been significant enough to effect the local inflation and cause employers to respond. 

Fig 3 below shows the inflation for each of the countries (excluding Uganda) from 

January 2015 to October 2016.  
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Figure 2 - Currency depreciation versus the USD since Jan 2015 
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Source: http://ieconomics.com 

 

From the above figure, it is clear that not all countries’ inflation is equally affected by the 

depreciation of the currency. An example of this would be the South African Rand 

(ZAR), which by January 2016 had depreciated almost 40% since January 2015; 

however, the inflation has stayed fairly consistent. In contrast to South Africa, by January 

2016 the Mozambique Metical had depreciated over 40% and inflation had increased to 

close to 15% from 8% in January 2015. This is important since employers would rather 

respond to an increased cost of living index (inflation) than the depreciation of the local 

currency.  

When considering how companies planned to respond in 2016, it needs to be viewed 

against the backdrop of the above statement which shows that inflation doesn’t always 

follow the depreciation of a currency and this also informs how employers then respond, 

if at all. Table 5 and fig 4 below indicate the planned reactions by employers for 2016. 

  

Figure 3 - Inflation Comparison 
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Table 5 – 2016 Responses By Category and Country 

 

Country Provided 

usual 

annual 

salary 

increase 

in 2016 

Provided cash 

allowance 

compensation 

for currency 

depreciation 

Provided 

an 

additional 

(extra) 

salary 

increase in 

2016 

Provided lump 

sum 

compensation 

for currency 

depreciation 

Other 

measures 

undertaken 

No actions 

undertaken 

(salary 

freeze) 

No. of 

Responses 

Angola 51% 8% 5% 5% 13% 28% 39 

Ghana 81% 14% 7% 0% 16% 11% 57 

Kenya 88% 7% 0% 0% 19% 5% 42 

Malawi 86% 9% 5% 0% 5% 14% 22 

Mozambique 78% 9% 6% 0% 13% 16% 32 

Nigeria 76% 8% 3% 2% 14% 15% 66 

South Africa 93% 5% 4% 2% 7% 7% 55 

Uganda 82% 7% 0% 0% 11% 7% 28 
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Figure 4 - Reactions to currency depreciation by employers in 2016 

Provided usual annual salary

increase in 2016

Provided cash allowance

compensation for currency

depreciation

Provided an additional (extra) salary

increase in 2016

Provided lump sum compensation

for currency depreciation

Other measures undertaken

No actions undertaken (salary freeze)
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Once again, the major vehicle used by employers to respond to the depreciation of the 

local currency and the effect it might have on the local cost of living is the annual salary 

increase. In most cases, employers are very hesitant to increase any existing cash 

allowances and even more hesitant to provide new cash allowances.  

In addition to the reaction categories listed in table 2, another possible approach which 

employers might take is to change from calculating employees’ salaries in local currency 

to calculating it in a foreign currency such as the US dollar (USD). The tables below 

indicate how companies have calculated their salaries in 2015. 

Table 6 - How companies have calculated their salaries in currency terms in 2015 

 

Country Local 

Currency 

USD EUR Other 

Currency 

No. of 

Responses 

Angola 62% 33% 3% 3% 39 

Ghana 79% 12% 0% 9% 57 

Kenya 98% 2% 0% 0% 42 

Malawi 86% 9% 0% 5% 22 

Mozambique 88% 13% 0% 0% 32 

Nigeria 92% 6% 0% 2% 66 

South Africa 96% 2% 0% 2% 55 

Uganda 93% 4% 0% 4% 27 
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As can be seen in the above table, most employers calculate and state their local 

employees’ salaries in the local currency.  Angola has a relatively high number of 

companies calculating salaries in a USD amount but the reason for this is outside the 

scope of this paper. 

With local currency depreciation there has been renewed pressure from employees to 

have their salaries denominated in a foreign currency, specifically USD.  Table 7 below 

shows few employers planned to change from the denomination currency they used in 

2015 (as can be seen in figure 5 above) to a different currency in 2016. In fact, the biggest 

change was for a few companies that had salaries quoted in a foreign currency to change 

it to being calculated in a local currency in 2016.  
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Figure 5 - Currencies in which organizations denominate salaries 
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Table 7 – Percentage of employers planning to change from denomination currency in 2016 

 

Country Will 

convert 

salaries 

to local 

currency 

Will 

convert 

salaries 

to EUR 

Will 

convert 

salaries 

to USD 

Will 

convert 

salaries 

to other 

currency 

Will not change the 

currency in which 

salaries are 

calculated 

No. of 

Responses 

Angola 8% 0% 0% 8% 85% 39 

Ghana 4% 0% 0% 4% 95% 57 

Kenya 0% 0% 0% 0% 100% 42 

Malawi 0% 0% 0% 0% 95% 23 

Mozambique 3% 0% 0% 0% 97% 32 

Nigeria 5% 0% 0% 2% 94% 66 

South Africa 2% 0% 2% 2% 96% 55 

Uganda 0% 0% 0% 0% 100% 28 

 

 

(b)       Longitudinal Study: Ghana, 2013 – 2016 

The aim of this section is to do a longitudinal study covering the same group of 

employers from 2013 to 2016 to determine their reactions to the depreciation of the 

Ghanaian Cedi to the USD and the increasing cost of living in Ghana. This group consists 

of 19 employers in Ghana across various industries with an average of 355 local national 

employees per company. The study focuses on how companies responded to currency 

depreciation through salary increase forecasts versus actual increases and the average 

movement of salary data from 2013 to 2016.  

The figure below depicts how the group of employers reacted over the four years. 
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From the above chart, it appears that companies typically first investigate the impact that 

the depreciation has on the local cost of living and also whether the situation will improve 

itself or whether the situation will be sustained for longer periods. From observing the 

group during the past few years, it appears there was a very reactive approach rather than 

pro-active approach to the depreciation. For companies caught off guard with no plans in 

place, the most natural reaction was to “wait and see”; both to see what the rest of the 

employers would do, but also what impact the depreciation would have on the cost of 

living and how long it would be before economic conditions turned around. Another 

consideration is the number of times that the average employer in Ghana had made 

special adjustments since 2013. Fig 7 below shows that most employers made more than 

one additional adjustment. 
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When we consider the salary increases provided by the group over the past three years as 

can be seen in Fig 8 below, one can draw a line based on the gap between the 2014 

forecasted and 2014 actual salary increase compared to the gap between the 2016 

forecasted and 2016 actual salary increase. This again alludes to the fact that most 

companies have been caught off guard by the depreciation of the currency and increased 

cost of living since the gap between the  initial 2014 forecasted increase and the actual 

increase for that year is almost 2% compared to a maximum of 0.5% gap in 2016. 

1 Time 
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39% 
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15% 
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0% 

Figure 7 - 2013 - 2016, frequency of additional adjustments to employees 

packages (excl Annual Salary increase) 



African Journal of Reward – Edition 2  

 

17 | P a g e  
 
 

 

 

 

Fig 9 below shows the correlation between the depreciating Cedi and the increased 

inflation in Ghana. 
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V. CLOSING 

 

Currency depreciation and high inflation is a macro-economic phenomenon over which the 

employer and employee have little to no control.  This study shows that most companies have 

reacted with the future and sustainability in their sight.  Many employers in Sub Saharan 

Africa take a “wait and see” approach when it comes to responding to macro-economic 

events such as currency depreciation and the perceived and actual effect it might have on cost 

of living.  Most employers have used the annual increase as their primary tool to address the 

shortcomings caused by an increased cost of living. Together with this approach it is still best 

practice to have local employees’ salaries calculated in local currency.  

One of the ways some companies with multiple offices in Africa and around the world have 

dealt with currency depreciations is by designing a currency depreciation framework.  This 

framework then guides the employer’s reaction in various depreciation severity scenarios.  

This systematic approach helps to ensure that an objective rather than an emotional response 

is provided, that the response is equitable among various offices and that correct metrics are 

considered before changes are made. This framework will help move employers from a 

reaction approach to a more thoughtful response. 
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Reference Table 1 – Mercer’s Career Stream 

Career Stream Definition 

Executives Single role level - Chief Executive Officer, Head / General Manager, 

President of legal entity/organisation. Typically the highest position in the 

organization. 

Management Includes employees providing strategic vision and/or operational activities 

across multiple functions or sub functions. They determine policy and 

direction of the organization or a functional area and direct its activities, 

usually through other managers. They control the selection of senior 

employees and allocation of resources. Executives can be the head of 

organization, function heads, or sub-function heads. 

Professional 

Sales 

Management and supervisory professionals focusing on tactical vision 

and/or operational activities within a specific area. Reports to an executive 

or senior management. Has managerial responsibility for a department or 

team. Includes employees who co-ordinate and organize the activities of a 

discrete unit or service within the organization, usually reporting to a 

senior manager. They establish operational and administrative procedures, 

formulate policy relevant to their areas, and organize, lead and direct 

others to achieve their goals. 

Professional 

Non-Sales 

Professionals with no management responsibility, although they may 

provide mentoring, coaching or supervision to less experienced sales staff. 

Senior positions may take team leader roles that are designed around 

profound specialist expertise rather than people management.  The 

incumbents to be included in this group represent the organization to 

promote and sell its products and services to individuals or other 

organizations and are primarily measured on their achievement of a 

specific sales goal. 

Para-

Professional - 

"White Collar" 

Professionals with no management responsibility, although they may 

provide mentoring, coaching or supervision to less experienced staff. 

Senior positions may take team leader roles that are designed around 

profound specialist expertise rather than people management. 

Most occupations in this group are responsible for professional and 

technical day-to-day activities of the division/organization. In some 

instances, relevant experience is required in addition to formal educational 

and training qualification including, in some cases,  post graduate 

qualification in a specialty, for example, accountancy. 

Para-

Professional - 

"Blue Collar" 

Roles that are semi-skilled or unskilled with no supervisory or 

management responsibility. Reports to a manager/supervisor. Carries out 

administrative/technical tasks. Includes office clerical, operational support 

and technicians – excluding blue collar employees. Includes employees 

who perform operational tasks according to specific standards and 

guidelines. Most occupations in this group only require limited job 

knowledge or relevant experience. 
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Reference Table 3 – “Africa Depreciation Survey” Sector and number of participants 2016 

Sectors AN GH KE MW MZ NG ZA UG Total 

          

Consumer Goods 2 9 7 5 4 14 10 5 56 

Energy 16 12 4 3 8 16 3 3 65 

Financial Services 4 6 3 5 1 3 2 4 28 

Insurance     1 2   3 

Life Sciences 2 5 6 3 3 7 9 1 36 

Mining & Metals 1 3   1  2  7 

Other Durable Goods Mnf  1   1  4 1 7 

Other Non-Durable Goods Mnf  2 1    2 1 6 

Other Non-Manufacturing 2 2 3 1 2 4 1 2 17 

Retail & Wholesale   2 1 2    5 

Services (Non-Financial) 7 7 6 3 6 10 8 4 51 

Transportation Equipment 1  1  2  1 1 6 

High Tech 4 10 9 2 1 10 13 6 55 

          

Total 39 57 42 23 32 66 55 28 342 

*AN – Angola, *GH – Ghana, *KE – Kenya, *MW – Malawi, *MZ – Mozambique, *NG – Nigeria, 

*ZA – South Africa and *UG - Uganda 


