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How are recent developments in the world 
economy affecting sub-Saharan Africa?

What is the outlook and what are the risks? 

How can the challenges be confronted?

What can the international community do? 
What does the IMF do?

What is the outlook for Nigeria?
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Over the past decade sub-Saharan Africa has made remarkable gains in promoting growth and achieving economic stability. Growth—which is essential for much-needed poverty reduction—averaged more than 6 percent over the past five years; inflation had fallen to single-digit levels before the fuel and food price shocks of 2008; and reserves were built up. These positive developments relied on strong economic policies; a favorable external environment, especially rising commodity prices; and debt relief and aid from the international community 

These hard-won economic gains are now at risk. Like the rest of the world, Africa is feeling the impact of the global financial crisis  During my presentation I would therefore like to address three issues:

How has the global financial crisis affected Africa? 
 What is the outlook for sub-Saharan Africa and what are the risks?
What can be done to confront the challenges? 
4) What is the outlook for Nigeria 
5) What can the international community and the IMF do?

While Africa is being affected hard, our analysis suggests that appropriate domestic policies and support from the international community Africa are critical to help cushion the impact of the crisis. 



Global growth projections  

Source: IMF, World Economic Outlook
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.  
World output is projected to decline by 1.3 percent in 2009 and to recover only gradually in 2010, growing by 1.9 percent (recoveries after financial crises are slower than other recoveries). The fall in output in 2009 is even stronger in advanced economies. 

Two forces are now at work:

The first force, which originated with the financial crisis and was amplified by the collapse of confidence in demand that took place at the end of 2008, continues to pull the global economy down. The collapse of demand has led to sharp cutbacks in production and a dramatic decline in exports

The second force is pulling the world economy up. It reflects two factors: first, the natural stabilizing forces which typically are at work at some point in a recession, and the macroeconomic policies. Stabilizing forces typically include a turn-around in the housing markets, progress in reducing inventories, a recovery in the demand for durables, but it must be said that at this moment these forces are still weak. The major role is being played and will have to be played for some time by macroeconomic policies, both monetary and fiscal. On both fronts, the policy response has been a strong one.
Central: Health of the financial system. To avoid vicious cycles and determine the strength of recovery





Lower demand for African exports
GDP Growth in Recipients of Sub-Saharan African Exports 

and World Trade Growth

Source: IMF, World Economic Outlook
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SSA is affected through several transmission channels: 

Lower growth in SSA trading partners, as a result of the global financial crisis, reduces demand for African exports. 








Key commodity prices have fallen 
to 2007 levels or even lower…

Sources: IMF, Commodity Prices; and UN Comtrade.
1 Composite of cocoa, coffee, sugar, tea, and wood, weighted by sub-Saharan African exports. 
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Most commodity prices have fallen significantly in part driven by the slowdown in global growth. 

Following the hike in oil prices in 2008, oil prices had fallen back to levels not seen since 2005. Metal prices have also declined back to levels prior to the price spike in 2008. Some other commodity prices have been less volatile.

Projections from the IMF’s World Economic Outlook for 2009 and 2010 suggest that commodity prices will not rise back to previous levels: much of the current commodity price shock has a long lasting component. 

In line with commodity prices, terms of trade in sub-Saharan Africa underwent a large swing in 2008. Although oil prices fell in the second half, oil exporters still had sizable terms of trade gains during 2008. Together with other commodity exporters, they will experience large terms of trade declines in 2009.  



Downward pressure on FDI and 
portfolio inflows

Source: IMF, World Economic Outlook
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Over the past few years, sub-Saharan Africa was able to reap the benefits of strong economic policies and a favorable external environment. Capital flows had been rising. But the global financial crisis has put downward pressure on financial flows: 

Lower commodity prices (with higher gold prices being one exception), reduce the profitability of commodity-related industries. As a result foreign direct investment is becoming less attractive and investors are reviewing their plans. At the same time, lower global growth also reduces the availability of foreign funding. 

Portfolio flows are much more volatile than foreign direct investment. The global financial crisis led to a reversal of portfolio flows in 2008  As liquidity in global credit markets declined, the bond markets of several sub-Saharan African countries came under intense pressure. Nigeria, South Africa, Uganda, and Zambia registered significant net outflows from their local debt markets.

Background: Lower global growth also curtails the flow of remittances from abroad. So far, aid flows have not been affected noticeably. 
 



Growth is projected to decline in 2009 
and recover mildly in 2010

Source: IMF, African Department database
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Growth in the subcontinent is projected to decline from just under 5½ percent in 2008 to 1½ percent in 2009 before recovering to about 3¾ percent in 2010—still below its pre-crisis level. 

Oil exporters’ growth would decline sharply by about 5½ percentage points to just under 1½ as production expands only moderately amid falling oil prices and the deceleration of non-oil sector growth (partly the result of a credit slowdown in Nigeria). At 4 percent, growth in 2010 among oil exporters will remain below its pre-crisis level. 





Risks to the outlook are mostly on the 
downside

Source: IMF
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Risks to growth for 2009 from the global environment continue to be mostly on the downside:

The magnitude and spillover of the global slowdown may be more pronounced than expected. The global outlook is very uncertain, and financial strains persist. This may lead both households and businesses to postpone expenditure. A general lack of confidence may lead to a deeper recession in advanced economies, curtail trade finance, and constrain global trade. Linkages may be stronger than in the past if financial outflows turn out to be larger than anticipated.

A sharper growth slowdown in South Africa and Nigeria could seriously affect other African countries.  Downward pressure on economic activities could worsen especially in neighboring countries with very close trade and financial linkages.  Estimates by IMF staff (Arora and Vamvakidis, 2005) indicate that South African growth has a significant impact on growth in other African countries. A 1 percentage point decline in South African growth is associated with a ½–¾ percentage point decrease in growth in the rest of Africa.

Other types of negative spillover are possible. Trade finance, aid, and the financial sector may all be affected. More power shortages in South Africa, escalation of conflict in fragile countries, and social unrest or economic hardship are also risks. 

Given all the uncertainties, this chart provides confidence intervals around the central growth forecast based on the WEO assessment of global risks. The intervals incorporate both the historical dependence of African growth on world growth and its historical volatility. There appears to be about a one in seven chance that sub-Saharan Africa’s growth in 2009 will be negative. The probability that it might exceed 3 percent is less than one in twenty.



Inflation will decline in most countries
Inflation

Sources: IMF, African Department database
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Inflation is projected to fall—from about 11½ percent in 2008 to 10½ percent in 2009 and about 7 percent in 2010—as commodity prices and global demand both decline. 

The decline is more gradual in sub-Saharan Africa than in advanced economies largely because of incomplete pass-through of the previous surge in international oil and food prices. In some countries depreciating exchange rates are putting upward pressure on prices.
�



Fiscal deficits are expected to widen

Source: IMF, African Department database
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Many countries are using their available fiscal space. The fiscal stance is deteriorating in many countries as automatic stabilizers become increasingly important. In countries where growth and exports are falling, revenues as a share of GDP are declining rapidly. The fiscal stance will loosen to the extent that countries keep expenditure at programmed levels or even consider a further fiscal expansion. Oil exporters will be particularly hard hit; fiscal surpluses are projected to turn into deficits of about 7½ percent of GDP in 2009. For oil importers fiscal deficits are expected to widen by about 1.7 percent of GDP to 3.4 percent of GDP in 2009. 

A more severe economic slowdown could cause additional fiscal pressures if revenues decline significantly and additional social spending is necessary to cushion the impact on the poor. A major slowdown in trade will affect fiscal revenues directly, because many sub-Saharan African countries rely on trade taxes, and social
Safety nets may have to be reinforced. Uncertainty about aid flows, declines in donor support, and tighter financing conditions could further pressure sub-Saharan African budgets.



External position expected to weaken
External Current Account Balances

Source: IMF, African Department database
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External positions are also expected to weaken, though the drivers will vary depending on a country’s economic structure, income, and access to international capital markets. 

Once again oil and other commodity exporters are particularly hard hit by the reversal in the terms of trade. 

In oil-importing countries, current account deficits (including grants) are expected to stabilize at about 7 to 7.5 percent of GDP through 2010 as the positive impact of cheaper oil imports compensates the negative impact of lower merchandise exports and remittances. Financing is likely to remain strained because of limited capital inflows. Generally tighter global funding conditions are expected to have noticeable effects on middle-income countries. For example, in South Africa the current account deficit is projected to decline.



How can the challenges be dealt with?

Use available fiscal space
Where possible, ease monetary policy and 
let the exchange rate adjust to the external 
environment
Closely monitor financial vulnerabilities 
and be prepared to act promptly
Keep medium-term goals in sight
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The crisis poses a variety of unique challenges for policymakers, heightened because it is so complex and its duration so uncertain. Some aspects of the shock, particularly lower commodity prices, may be long-lasting, though some resource-rich countries may be able to use past savings to smooth the adjustment. After the first period of sustained growth in the region for decades, countries now need to adjust to lower external demand, significant swings in the terms of trade, and tighter financing conditions. Although circumstances differ so much by country, a priority for all sub-Saharan African countries must be to contain the adverse impact of the crisis on economic growth and poverty, while preserving important and hard-won gains of recent years— sustainable debt levels, lower inflation, progress with liberalizing trade, and structural reforms. Such gains in recent years powered the first period of sustained growth in the region in decades 

Many sub-Saharan African countries have fewer or less effective policy instruments than advanced economies to counter an economic slowdown. Compared to most advanced economies, fiscal multipliers are likely lower, financing constraints more binding, and debt sustainability considerations more pressing. Currency arrangements limit monetary policy options for many countries. Four principles can be used to guide economic policy through these difficult times:

Use available fiscal space.

Where possible, ease monetary policy and let the exchange rate adjust to the external environment.

Closely monitor financial vulnerabilities and be prepared to act promptly.

Keep medium-term goals in sight.



Use available fiscal space

Smooth shock through demand 
management

Is there adequate financing?
Is debt sustainability at risk?

Maintain critical services

Ramp up investment spending
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Countries should use their available fiscal space to help cushion the impact of the global financial crisis. Reining in spending in the midst of this severe crisis would risk setting back Africa’s economic and political progress over the past two decades. Eventually, however, all countries need to adjust to the new external environment. If policy responses are not carefully thought out, fiscal deficits will be higher on a lasting basis. 

A fiscal expansion may be able to help smooth the impact of the shock, maintaining critical government services and investment programs in support of domestic demand. It can be implemented (i) by allowing automatic stabilizers to work, that is, letting non-commodity related revenue and expenditure items adjust to offset fluctuations in economic activity without active policy intervention; (ii) through other nondiscretionary effects (including accommodating declines in commodity-related revenues); or (iii) through discretionary policy actions, that is, fiscal stimulus. For low-income countries, automatic stabilizers work mostly on the revenue side. While a slowdown in economic activity tends to lower tax revenues, there are few if any automatic stabilizers, such as social safety nets, on the expenditure side. To the extent that expenditure is kept at budgeted levels when revenues decline, the fiscal balance will deteriorate. Direct policy intervention, such as a reduction in taxes or additional increases in expenditures, could achieve some fiscal stimulus.
�




Where possible, ease monetary policy
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The global financial crisis and declines in oil and food prices in the second half of the year required a reassessment of monetary policy. While most central banks in sub-Saharan Africa tightened their policy targets in response to the increase in global food and fuel prices (left panel) during the first half of 2008, about half those started to reverse these policies in the second half (right panel). 

The disinflationary plunge in commodity prices has reduced the need for many countries to tighten monetary policy and in some cases may even create room for countercyclical monetary policy. 

In countries with low inflation (some even have negative monthly inflation rates), little inflationary pressure, and managed floats, looser monetary policy can facilitate adjustment. Easing monetary policy could to some extent offset the negative impact of a decline in external revenues on domestic demand and also keep inflation from falling below its target. In some countries, it may be optimal to loosen policy even when inflation is currently above the target if the authorities expect downward inflation pressures to increase soon. Where fiscal tightening is necessary due to concerns about fiscal sustainability, a countercyclical monetary policy could help offset the demand implications.



Let the exchange rate adjust to the 
external environment

Real Effective Exchange Rates in Selected SSA

 

Countries

Source: IMF, Information Notice System
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Portfolio outflows and sharp declines in FDI have pushed down a number of currencies. A real effective exchange rate depreciation was particularly notable for example in South Africa, where the rand was embattled by significant portfolio outflows, but also in Zambia, as copper prices plunged. A weaker euro temporarily helped reverse previous real appreciations in the CFA franc zone. 

In countries with flexible exchange rate regimes that have experienced an adverse terms of trade shock or lower capital flows, real exchange rates should be allowed to depreciate to keep the economy stable, and careful coordination of monetary and fiscal policy is needed to avoid a devaluation-inflation spiral.


In Nigeria, for much of last year, the naira appreciated in line with the stronger US dollar (to which the naira was pegged)

-- faced with significant external shocks, notably the collapse in oil prices, the authorities allowed the naira to depreciate late last year

-- the naira has depreciated by about 15 percent in real effective terms between Nov 08 and Mar 09 (and by significantly more than this in the parallel foreign exchange market).

Countries with fixed exchange rate regimes or de facto targets for exchange rate stability have generally less scope for countercyclical monetary policy. Even when capital mobility is limited, maintaining an exchange rate peg requires enough reserves, which could be quickly depleted if monetary policy becomes overly expansionary. But in the West African Economic and Monetary Union (WAEMU) and the Central African Economic and Monetary Community (CEMAC) areas, there could be some limited scope for monetary easing, given the marked decline in inflation, weakening demand, the absence of pressures in reserves, and the monetary policy stance in the euro area. To counter the recent liquidity squeeze, the Central Bank of West African States (BCEAO) has increased liquidity injections through a new facility. 



Keep medium-term goals in sight

Enhance public financial management

Strengthen social safety nets

Lower the cost of doing business

Avoid new restrictions on trade flows
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The gloomy environment puts an even higher premium on keeping economies stable. Countries need to avoid imposing new restrictions on trade flows as they work to mitigate the impact of the global crisis.

 It is important now to move ahead with planned structural reforms such as those to

Strengthen public financial management systems so as to improve the targeting, efficiency, and oversight of resources and thus broaden fiscal space and the effectiveness of expansionary fiscal policies.

Implement or scale up targeted and temporary social safety nets by introducing automatic stabilizers on the expenditure side, which could enhance the role of countercyclical fiscal policy.

Adopt “quick win” measures to reduce the cost of doing business in export-oriented sectors that need to improve their competitiveness, secure foreign demand in the downturn, and, in the case of pegged regimes, support a real exchange rate adjustment.



Transmission channels to Nigeria

Oil prices are lower

Financing flows are weaker

Growth slowdown
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Three main channels: 
Oil, which accounts for most of Nigeria’s exports and three-quarters of government revenues. Prices fell from an all-time high (in both real and nominal terms) of $143 a barrel last July before collapsing to $38 by end-08. Prices have broadly stabilized and a rapid recovery to the record levels seen in mid-2008 is unlikely (growth in emerging economies is expected to be more moderate in the next global expansion). In Nigeria, the impact has been exacerbated by production problems.  
Financing flows. Net private capital flows to emerging and developing countries have collapsed. Foreign equity investors have already largely withdrawn from the Nigerian market (contributing to the collapse in domestic stock prices in the last 12 months). Minimum holding periods may have limited the pace of outflows from the debt markets. Trade credit lines have become more difficult to arrange (with costs reportedly increasing 100 to 300 basis points; and/or loan tenors shortening). Remittances have probably also fallen. 
Financial sector linkages. The direct fallout from the global financial crisis on the Nigerian financial sector has been relatively limited thus far. But the growth slowdown – including regionally – will impact on asset quality. 

As background: While they have not invested in toxic assets in the U.S., Nigerian banks own other assets (of which we know little thus far) which may be of lower quality, such as in Cote d’Ivoire, 



Nigeria : Slowdown in growth but 
pick-up in inflation

Real GDP Inflation
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What is the situation in Nigeria and what are prospects? 

Growth will slow sharply in 2009 and 2010 but the slowdown is more modest than in advanced economies and other oil exporters. Reduced availability of financing (both foreign and domestic), constraints on public spending (especially at sub-national level), and uncertainty about global and domestic prospects, will weigh heavily on consumption and investment. Inflation has remained stubbornly high and appears to be peaking somewhat later – in part because of the impact of the weaker exchange rate. 



Nigeria: Significant swing in fiscal and 
current account balance

Current Account BalanceFiscal BalanceFiscal Balance Current Account BalanceFiscal Balance
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The fiscal balance is projected to swing from sizable surplus in 2008 into large deficit (8½ percent of GDP at the consolidated government level) in 2009 as oil and gas revenues decline by some 11–12 percent of GDP; this will be financed by a combination of domestic borrowing and drawing down the Excess Crude Account (ECA) and other unspent balances. 
The external balance will also swing into deficit. We project foreign reserves to fall below $40 billion by the end of the year. 



Nigeria: Macroeconomic policy response

Stronger position going into crisis

Fiscal response well-tuned

End-2008 depreciation appropriate

Exchange rate unification and flexibility an 
important goal
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Past reforms, including the cushion of oil savings built in recent years and consolidation in the banking sector, have left the authorities better placed than in the past to manage the crisis. 
The fiscal response has been broadly appropriate; a significantly more expansionary stance, while desirable from a growth perspective, could strain implementation capacity and may prove difficult to finance. 
The decision to let the naira depreciate around the turn of the year was an appropriate in view of the underlying economic pressures, especially the oil price decline. However, the manner in which the exchange rate is now being managed is problematic: the current system introduces distortions, including a sizable parallel foreign exchange market and cumbersome administrative procedures. A move to a more flexible regime within a unified foreign exchange market would ultimately be desirable.



The Role of the IMF

Important steps taken:
Revised concessionality framework
Doubled access limits 

Ongoing initiatives: 
Revising lending instruments 
SDR allocation

Policy advice and technical assistance
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The IMF is playing its part: It will increase its financial support to countries affected by the crisis. Some important steps have already been taken. 
Structural PCs have been eliminated. 
Access limits have been revised. The IMF is working to double concessional lending to low income countries. The Executive Board decided to double the limit on access for a three-year PRGF arrangements to 280 percent of quota. The limit on access under the High Access Component of the ESF has also been doubled to 150 percent of quota. The access limit for the Rapid Access Component of the ESF has been doubled to 50 percent of quota.

The IMFC called for rapid approval of a general SDR allocation of $250 billion before the October IMF Annual Meetings, of which $18.5 billion would go to LICs. For Sub-Saharan African countries the SDR allocation would amount, at current exchange rates, to about $10.5 billion. Staff is working on a concrete proposal for Board consideration as soon as possible.
To meet the diverse and evolving needs of its low-income members, the IMF is revising its lending instruments to make them more flexible, and
The IMF will also continue to provide policy advice and extensive technical assistance for strengthening economic policymaking in Africa and help design more sophisticated frameworks for macroeconomic management and progressive integration into the world economy.



Thank you 
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