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Let me start with a very short summery of last month’s economic developments in Mozambique. I am circulating the more extensive presentation for you to be able to reach at a later stage. The presentation will also be posted on the web.



 Prices in February were stable (monthly inflation = zero)

 Core inflation continues to decline (to 2.9 percent). There is space for a more expansionary monetary policy

 Exchange Rate continues to depreciate while the central Bank has stepped up foreign exchange sales.

 Interest rates remained stable



IMF news are:

 Many missions took place in February and March

 The 4th review of the PSI is scheduled for April 28 through May 13

The IMF and World Bank Spring Meetings take place on April 25 and 26

The IMF has revamped its lending framework.



Let me present in brief our latest assessment of the impact of the global crisis on the region. 







Main Messages

1.
 

The global crisis is seriously affecting SSA. 
2.

 
Growth is declining quickly, while inflation is 
falling slowly, from a high level.

3.
 

Fiscal and BoP pressures are emerging.
4.

 
Downside risks continue to dominate.

5.
 

Challenges for policymakers: 
•

 
Maintaining stability and supporting demand 
amidst reduced external financing.

•
 
Reducing vulnerability to financial turmoil.

•
 
Not losing sight of medium-term goals.
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In a nutshell, the main messages are:

Sub-Saharan Africa is significantly affected by the global crisis. The main channels of transmission are much slower global growth, large falls in commodity prices, and reduced financial inflows. 

As a result, growth has already slowed and is expected to decline further significantly. Inflation is beginning to fall, but slowly and from a high level. 

The fall in commodity prices and reduced external financing are pressuring budgets and balances of payments. 

As the global crisis continues to unfold, the uncertainty surrounding the outlook is unusually large, and risks remain mainly on the downside. The crisis could slow global growth by more or for longer than expected, pulling commodity prices down even further than projected. Also, financial flows to Africa could reverse, putting severe pressures on the balance of payments in many countries.

The difficult challenges for policymakers are to maintain stability and support demand while external financing is falling, to reduce vulnerability to scarcity of financing and, more generally, financial sector turmoil, while implementing policies consistent with their medium-term stability and development goals.



Global growth is slowing sharply…

GDP Growth by Country Groups
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Prospects for global growth have deteriorated over the past months:



Asset values have fallen sharply across advanced and emerging market economies, decreasing household wealth and thereby putting downward pressure on consumer demand.

The high level of uncertainty is reducing demand for consumer and capital goods, while widespread disruptions in credit are constraining household purchases and curtailing production and trade.

As a result, global growth has slowed substantially and is projected to slow further, from about 3.2 percent in 2008 to between minus 1 and minus 0.5 percent in 2009, its lowest level since World War II. Mature economies are projected to fall in recession.

Helped by fiscal stimulus and continued efforts to deal with credit strains, the global economy is projected to experience a gradual recovery in 2010, with growth picking up to between 1.5 and 2.5 percent percent. However, the outlook is highly uncertain.

Output growth in sub-Saharan Africa is expected to slow from an estimated 5.4 percent in 2008 to about 2.2% in 2009, before recovering with world growth to 4.1 percent in 2010. We estimate that one percentage point reduction in world growth reduces SSA growth by about 0.3-0.5 percentage points over two years. 



Uncertainty and downside risk
Actual Estimate

2007 2008 2009 2010 2009 2010 2009 2010

World output 5.2 3.2 2.2 3.8 0.5 3 -1.0 to -0.5 1.5 to 2.5
Advanced economies 2.7 0.8 -0.3 1.6 -2 1.1 -3.5 to -3.0 0.0 to 0.5
  United States 2 1.1 -0.7 1.5 -1.6 1.6 -2.6 0.2

  Euro area 2.6 0.9 -0.5 0.9 -2 0.2 -3.2 0.1

  Japan 2.4 -0.7 -0.2 1.1 -2.6 0.6 -5.8 -0.2

  United Kingdom 3 0.7 -1.3 1.1 -2.8 0.2 -3.8 -0.2

  Newly ind. Asian ec. 5.6 2.1 2.1 4.2 -3.9 3.1 -5.1 1.9

Emerging and developing 8.3 6.1 5.1 6.2 3.3 5 1.5 to 2.5 3.5 to 4.5
  Sub-Sahara 6.9 5.4 5.1 5.7 3.5 5 2.2 4.1

  Mozambique 7 6.8 6.2 6.5 5.5 5.4 ? ?
Russia 8.1 6.2 3.5 4.5 -0.7 1.3 -3.0 1.0

Developing Asia 10.6 7.8 7.1 8.0 5.5 6.9 5.0 6.1
    China 13 9 8.5 9.5 6.7 8 6.5 7.5
    India 9.3 7.3 6.3 6.8 5.1 6.5 4.5 5.6
    ASEAN-5 6.3 5.4 4.2 5.4 2.7 4.1 0.7 2.7
Middle East 6.4 6.1 5.4 5.3 3.9 4.7 2.6 3.7
Western Hemisphere 5.7 4.6 2.5 4.0 1.1 3 -1.0 2.0
    Brazil 5.7 5.8 3.0 4.5 1.8 3.5 -0.7 2.7
    Mexico 3.2 1.8 0.9 3.5 -0.3 2.1

-3.1 1.0
World trade volume 7.2 4.1 2.0 5.7 -2.8 3.2 -7.7 1.3

WEO Oct 2008 WEO Jan 2009 WEO March 2009



…
 

as industrial production and  
trade have slumped in late 2008.

Growth in Global Industrial 
Production and Trade 
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Trade is being constrained both by the sharp decline in demand in mature economies and by the scarcity of trade financing in a number of emerging market economies.

While the drop in export value is driven in large part by the fall in commodity prices, world export volume is expected to fall by 7.7 percent in 2009 before growing marginally—from a much lower level—by 1.3 percent in 2010.



Main Transmission Channels of the 
Crisis to Sub-Saharan Africa

Declining External Demand for SSA’s 
Output.
Slumping Commodity Prices.
Scarcer Financial Flows.
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SSA is being affected by three main transmission channels:

Declining external demand for goods and services produced in Africa, as most of Africa’s main trading partners are entering a recession;

Slumping commodity prices, in particular oil and base metals;

Scarcer financial flows. Some portfolio outflows have occurred, and the SSA Eurobond market may have closed as investor preference for highly liquid and high quality assets has increased substantially.

And we should remember that many African countries are still reeling from the food and fuel price shock in 2008. At the same time, the sustained sound economic policies in several leading economic reformers, coupled with comprehensive debt relief, have reduced the vulnerability of some countries. Mozambique is among the leading reformers.





Lower External Demand
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Import volume of most of Africa’s main trading partners--the EU, the U.S., emerging Asia, and Japan, absorbing about three-quarters of Africa’s exports in 2007--is projected to fall quite a bit in 2009, subtracting over 3 percent of Africa’s projected export volume growth (based on estimates made in January 2009).



Slumping Commodity Prices

Sub-Saharan Africa: Commodity Prices
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Commodity prices have declined sharply: Since their peak in July 2008, SSA oil prices have fallen by over 65 percent, SSA metal prices have dropped by some 27 percent, and “other” (cocoa, coffee, etc.) - by about 13 percent, leading to marked terms-of-trade deterioration in commodity exporters.

Young Kim will give a more detailed discussion on the price developments in Mozambique's main export products.





Scarcer Financial Inflows

Sub-Saharan Africa: Financial Inflows
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Financial flows to Africa have started to decline:

 Portfolio inflows have come under pressure in a number of countries, complicating the financing of emerging or widening current account deficits. Countries with an open capital account are more severely affected.

 Anecdotal evidence suggests that remittances have begun to drop in some countries.  

 FDI have been resilient in 2008, but the deepening of the crisis in source economies does not bode well for the future.

 For Mozambique data is currently being compiled.



Main Effects of The Crisis

Projected growth declined by 3 percentage points 
to 2.2%. 

Average inflation 2009: 9½
 

percent. 

Fiscal balances
 

deteriorates by 7¼
 

percentage 
points of GDP to a deficit of 4 percent of GDP.

Widening in current account deficits by about 
5¼

 
percentage points of GDP for the region.
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Relative to our pre-crisis forecast (from early 2008), our projections for 2009 have turned for the worse:

Projected growth has declined by 3 percentage points, to 2.2 percent.

A reversal of previous fuel and food price hikes and slowing domestic demand are gradually beginning to apply downward pressure on inflation, from a high level. The decline is more gradual in SSA 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 maintain some upward pressure on prices. Nonetheless, in many countries inflation remains uncomfortably high. Fuel and food price increases until mid-2008 have pushed up the projection for average inflation in 2009 by about 3 percentage points to 9½ percent. Previous hikes in food and fuel prices have exhausted consumers’ reserves and led to higher poverty. For Mozambique, we currently estimate inflation in 2009 to reach 5.2 percent.

Fiscal balances deteriorate significantly, especially among oil exporters as can be seen on the next chart. For SSA as a whole, the fiscal balance declines by 7¼ percentage points of GDP, from a surplus to a deficit of about 4 percent of GDP.

The negative terms-of-trade shock to commodity exporters is also responsible for the widening in current account deficits, by about 5¼  percentage points of GDP for the region (to 6¾ percent of GDP), with significant divergence between groups of countries (more on this below). The current account impact for Mozambique is likely going to be positive in 2009.





Fiscal balances are deteriorating 

Sub-Saharan Africa: Overal Fiscal Balance
(Percent of GDP)
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Oil-exporting countries are particularly hard hit, with most countries going from a fiscal surplus in 2007--before the big increase in the price of oil in the first half of 2008--to a deficit in 2009, with associated risks for fiscal sustainability.



Revenues decline with slowing activity and falling commodity prices. Discretionary fiscal easing has been less common.�



Current account balances are worsening
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The picture here is diverse, depending on what are the countries’ main exports and how well integrated they are in the world trade. Still, most countries would register a decline in their current account balances between 2007 and 2009.

The main shocks are a decline in demand for SSA’s exports (common for all countries) and a terms-of-trade shock, which differs by groups of countries. The slowdown in domestic demand mitigates the effect to some extent.

Oil exporters’ current account balances are particularly hard hit, going in may cases from surpluses in 2007 to deficits in 2009. 

Non-oil commodity exporters are negatively affected on the export side, but the fall in the oil price and the slowdown in domestic demand  would in some cases, as is likely for Mozambique, result in a reduction in their current account deficits (and thus, the color in the map should be pink for Mozambique). 

In other cases (South Africa), an exchange rate adjustment will support the reduction in the current account deficit.



Reserve levels remain adequate, 
but risks are mounting
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SSA as a whole and most country groups appear to hold a comfortable amount of reserves (about 5.7 months of imports for the region as a whole).

Recently, however, reserves have been declining in a number of countries (Nigeria, Angola, Kenya, Mauritius). �

Mozambique continues to hold a comfortable level of reserves. The net effect in 2009 could even be positive and increase from the current 8.4 months of imports if megaprojects and foreign financed capital imports are excluded.



Policy Response 

•
 
Challenge: 

•
 
Maintaining stability and supporting growth 
amidst reduced external inflows.

•
 
For this: 

•
 
Use fiscal space judiciously, considering 
medium-term sustainability.

•
 
Where inflation is falling, use monetary 
policy to counter demand slowdown.

•
 
Develop plans for adjustment to potential 
shortfalls in external financing.
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How should policymakers react to the present situation? 



Maintaining macroeconomic stability is critical to sustaining Africa’s growth. The challenge is how to sustain stability and support falling domestic demand within the constraint posed by increasingly scarcer external financial inflows.



Fiscal responses should be tailored to specific country circumstances. There may be scope for a fiscal stimulus in some countries but, in many other countries, this option may not be available due to already weakened fiscal positions and high debt levels. In all cases, spending plans should be cast in a medium-term context. When the global crisis subsides, sustainable public finances will be crucial to help bring back international investors. In addition, as the crisis is likely to have long-lasting effects on external conditions, the fiscal policy response may also need to contribute to the necessary external adjustment. 



The falling inflation would allow for monetary policy easing in many cases. 



Governments should consider how to react to shortfalls in external inflows. Countries with flexible exchange rates should allow them to adjust, as overvaluation would impair growth and could precipitate disorderly adjustment. Countries with fixed exchange rates have less room to support demand, and may need to secure additional financing from official sources first. Governments need to keep a close eye on the availability of trade credit as well.



Finally, domestic financial sectors have fortunately not faced a systemic crisis in Africa as a result of global financial turmoil. But supervisors need to remain vigilant, particularly to rising credit risk as economies slow down, and to the risk of cross-border contagion, since many financial institutions in Africa are foreign-owned. It will be important to be prepared, identify vulnerabilities, and have contingency plans in place. 



Role of International Community

Maintain focus on the MDGs and 
Gleneagles commitments.
Resist protectionist pressures.
Strengthen international financial 
architecture. 
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How can the international community assist Africa in the present circumstances?

The international community should maintain its assistance for Africa to reach the Millennium Development Goals (MDGs). The commitments made at Gleneagles--to double official development assistance to Africa--remain as important as ever. The current situation makes it even more important to ensure that aid is predictable, transparent, and aligned with the policy priorities of the recipients, as set out in the Paris Declaration. Continued aid for Low Income Countries is all the more important as these countries have fewer options to respond to the crisis. Large fiscal bail outs are not an option due to the lack of access to external financing and/or the crowding out of the domestic private sector if expenditures are financed domestically.



Resisting protectionist pressures in high-income economies is essential for Africa’s continuing development and growth.



The global financial crisis underlines the importance of strengthening the international financial architecture:

Stronger frameworks and practices for dealing with failed financial institutions;

New regulatory and supervisory frameworks, as well as more and better cross-border cooperation to contain systemic risks;

Improved analysis and risk assessment to provide early warning of systemic stress (joint IMF-FSF early warning exercise, stronger emphasis on early warning in FSAPs);

The G-20 can play a key role in strengthening the international financial architecture by bringing together top policy makers in an effective and representative forum.





Role of the Fund

The IMF stands ready to play its part:
Financial Support
Technical Assistance
Policy Advice
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The Fund is assisting African governments in a number of ways:

With direct financial support:

We have increased our financing under PRGF arrangements for countries affected by the food and fuel price surge in 2008;

We have introduced a new, and more flexible financing facility to help countries hit by exogenous shocks, which several countries have already drawn on (Ethiopia, Senegal);

With technical assistance to strengthen public sector capacity. To this end, the Fund is in the process of opening two new regional technical assistance centers in Africa; 

And finally with advice on the appropriate policy mix to maintain macroeconomic stability and sustain development.





Felix Fischer
Resident Representative
International Monetary Fund (IMF)
Av. Ahmed Sekou

 

Touré, 133
Maputo / Mozambique

Tel: +258 (21) 496 118; (21) 498 428; 
(21) 485 133; (82) 326 4290

Fax: +258 (21) 498 376 or +1 (202) 589 4249

E-mail: ffischer@imf.org

 

or imf-moz@imf.org

Web-page: www.imf.org/external/country/MOZ

Thank you
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