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OVERVIEW
The world economy now is said to be in deep recession. It is widely acknowledged that this is the worst recession since the 1930s; and deeper than the slowdowns of 2001, 1991 and 1981. Global growth forecasts for 2009 have been revised down from the July 2008 forecast of 3.9 per cent to 0.5 per cent. Developed country growth forecasts have been slashed to -2.0 per cent while emerging and developing economies are forecast to grow by only 3.3 per cent (see Fig 1). These are IMF’s forecasts which are considered to be the most optimistic. JP Morgan forecasts the world economy to decline by 2.6 per cent in 2009.
Fig 1: IMF – GDP Projections, July 2008 and January 2009
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Recent news snippets in the last week of March 2009 indicated that:
· The Economist Intelligence Unit (EIU) predicts a 30 per cent chance of global depression with developed countries growth of less than 1 per cent between now and 2013.

· In South Africa new vehicle sales estimated at 385 000 in 2009, down by almost 50 per cent from 714 000 in 2006.

· Sony Ericsson handset sales down in first quarter of 2009 by 50 per cent from fourth quarter of 2008.

· Japanese vehicle exports down by 70 per cent in February 2009 compared to a year earlier, and total exports down by 49 per cent.

· Premium air travel down by 25 per cent in January on a year earlier.

· Corporate responsibility shrinking with sponsors slashing their budgets and unable to afford to have established athletes in Kenya appear at their events.

UNFOLDING OF THE GLOBAL ECONOMIC CRISIS
The current global economic crisis and its impact on economies can be traced in three phases. First, it was the financial crisis triggered mainly by sub-prime defaults followed by defaults on wide range of financial instruments. This developed into the second phase of risk aversion affecting international and cross-border financial flows. As a result of the fall in demand especially in the USA and European Union, demand for exports from the rest of the world fell followed by falling commodity prices and a collapse in real economic growth.

In terms of these developments, SADC region has been affected mainly by the reduction in international and cross-border financial flows and falling real economic growth and trade flows (see Table 1).

Table 1: Phases – Unfolding of the Global Economic Crisis

	 
	Systemic banking crisis
	Cross-border financial flows
	Growth & trade effects

	Advanced countries
	I
	 
	III

	Emerging markets
	 
	II
	III

	Less-developed countries
	 
	II
	III


Impact on the SADC Region – Trade Flows
World trade is projected to decline in 2009, first time since 1982 and the largest fall in 80 years. The fourth quarter of 2008 saw major falls in exports in many countries.

The mining sector
 is hardest hit in the region with commodity prices of copper, nickel, uranium and oil falling to and below their 2006 levels in February 2009 (see Fig 2a). This implies that external accounts of SADC economies are under severe pressure, considering that the mining sector accounts for 60 per cent of the region’s foreign exchange earnings.

For agricultural commodities, the picture is not different with prices of soybeans, groundnuts, cotton, sugar, coffee and tea, all falling to their 2006 and 2007 levels. However, for tea, prices have started picking up on the back of low production as a result of draught in Kenya (see Fig 2b). In Malawi, preliminary auction prices of tobacco are below the 2008 levels and this has resulted in tension between buyers with the market season characterised by frequent suspension of sales.

Fig 2a: Indices for Market Prices for Commodities (2005 = 100, in terms of US dollars)
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For member States that depend on tourism, they have experienced slowdown in long-haul tourism due to the recession. This is the case of Botswana, Mauritius, Mozambique, Namibia, Seychelles, South Africa, Tanzania and Zambia.
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Fig 2b: Indices for Market Prices for Commodities (2005 = 100, in terms of US dollars)

Source: IMF January 2009.
Impact on the SADC Region – Real Economic Growth

Growth in SADC economies is expected to slowdown in 2009. Financing constraints, lower commodity prices, weak external demand and associated spillovers to the domestic demand are expected to weigh on activity. Recent projections indicate that economic growth will slow down to 3.8 per cent (excluding Zimbabwe) in 2009 from 5.7 per cent in 2008 (see Fig 3).
Fig 3: Impact of Global Economic Crisis on SADC Economic Growth
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Note: Projections for 2009 for Botswana and DRC not available yet.

Impact on the SADC Region – Financial

While the financial sector in the region is mostly untouched, there are financial contagion effects that may affect other financial flows into the region. With falling incomes as a result of deteriorating terms of trade and declining real economic growth, borrowers will be less able to service their debts rendering the financial sector vulnerable. This may also lead to sectoral concentration of bank portfolios and market volatility if banks have lent for investment in stock market. For those banks that have their parent banks in the USA and the European Union, they may experience withdrawal of funds from parent banks.

Of particular importance to the region is that ODA flows are under pressure because donor country budgets are under pressure. Due to falling employment and real incomes in advanced economies remittances are falling sharply.

The squeeze on the financial flows entails that the region will greatly rely on Multilateral Financial Institutions, i.e. the IMF, World Bank and AfDB. As such the pledges by the G20 Summit on 2 April 2009 in London is a welcome development.
Impact on the SADC Region – Risks and Uncertainties

The greatest impact of the recession on the region is that it has amplified risks and created uncertainties. First, it is the risk and uncertainty of the recession itself. It is not known how long and deep the recession will be. Will it be a V-shape, U-shape or L-shape? Further, the recession has resulted in the re-emergence of protectionism.
Impact on the SADC Region – The Brighter Side

The brighter side of the recession is that with low commodity prices, net importers of oil (except for DRC and Angola) have benefitted from the declining oil prices. On average fuel accounts for 20 per cent of total imports in the region. This will help the current account balance of the balance of payments and ease the cost of production for example, fertilizer for agriculture as production of fertiliser depends on oil. Already fertiliser prices in some Member States such as Malawi have started falling. Net food importers have also benefited from a slowdown in food prices. 

With fuel and food prices falling, inflation is falling down in the region. This will provide monetary policy space to lower interest rates.
IMPLICATIONS ON THE MACROECONOMIC CONVERGENCE PROGRAMME: PROGRAMME OFF-TRACK
Economic performance in most Member States with regard to the Macroeconomic Convergence (MEC) targets for 2008 was not satisfactory. The primary factor driving economic performance in Member States was shocks largely dictated by external factors where Member States have no direct control, i.e. volatile food and fuel prices and slowdown in the global economy (see Table 2).
Table 2: Performance in the SADC MEC Primary Indicators, 2006-2008
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Angola 12.2 9.9 24.2 11.8 11.3 25.0 13.2 8.9 33.0

Botswana 11.6 8.0 6.0 7.1 10.8 5.0 12.6 -0.8 6.0

DRC 13.2 -0.8 145.8 16.7 -1.2 134.5 23.8 -0.7 40.0

Lesotho 6.0 11.6 51.2 7.8 7.5 45.5 10.8 -1.0 55.0

Madagascar 10.8 37.4 39.1 10.3 -2.8 32.2 9.4 -4.7 30.0

Malawi 13.9 0.4 28.3 8.0 -5.9 35.3 8.8 -4.3 46.4

Mauritius 8.9 -5.3 68.8 8.8 -4.3 63.0 9.7 -3.4 57.7

Mozambique 13.2 -1.4 52.2 8.2 -2.7 45.0 10.3 -2.8 40.0

Namibia 5.1 -0.2 24.4 6.7 4.1 18.5 10.3 4.7 18.7

Seychelles -1.9 -6.2 139.5 5.3 -9.7 146.0 37.0 -3.7 149.3

South Africa 4.7 0.6 29.3 6.2 0.5 27.4 11.6 -0.7 32.0

Swaziland 5.3 10.1 15.1 8.1 3.0 16.4 12.6 -1.3 17.8

Tanzania 7.3 3.7 63.5 7.0 3.6 40.4 10.3 -3.8 38.0

Zambia 9.0 -18.6 25.2 10.7 0.2 24.1 13.6 1.0 18.1

Zimbabwe 1016.7 -4.3 78.3 6273.7 1.8 67.5 1594745.0 29.9 114.7

Average excl. Zimbabwe 8.5 3.5 50.9 8.8 1.0 47.0 13.9 -0.9 41.6

Average All SADC 75.7 3.0 52.7 426.4 1.1 48.4 106329.3 1.2 46.4

2007 2008 2006

Source: SADC Secretariat April 2009.
Of all Member States, only Madagascar, Malawi and Mauritius achieved single digit inflation in 2008. Food and fuel prices were the primary driving force of inflation in most of the Member States.

All Member States recorded fiscal deficits that were within the MEC target of 5 per cent of GDP for 2008. However, for Zimbabwe the surplus was due to two factors, namely: quasi fiscal operations of the central bank which were not accounted for in the budget; and revenue collections in local currency which the Government could not spend as a result of its loss of value. Those Member States in SACU experienced falling revenues as a result of the global economic downturn.

Seychelles and Zimbabwe exceeded the MEC target of public debt of 60 per cent to GDP for 2008.  The huge debt in Seychelles was accumulated when Government was pursuing social welfare policies. Government has since embarked on reforming the economy. The high debt/GDP ratio for Zimbabwe is a result of a build up in arrears on foreign debt and negative economic growth.

Due to the global economic downturn and declining commodity prices, economic growth slowed down in most of the Member States in 2008. However, Angola, DRC, Madagascar, Malawi and Tanzania recorded GDP growth rates in excess of the MEC target of 7 per cent.

It is inflation and current account balance that bore the brunt of the global economic recession (see Fig 4) as the region diverged from the regional targets in 2008. However, this has to be transmitted to the other MEC indicators, i.e. fiscal balance and debt, in 2009 and onwards. Growing a GDP of 7 per cent per annum remains the biggest challenge for the region.

Fig 4: Status on SADC Macroeconomic Convergence 2008
[image: image7.emf]0

2

4

6

8

10

12

Inflation

Fiscal

Debt CAB

GDP

2006 2007 2008


POLICY RESPONSES
It is now generally recognized that what began as a financial crisis has turned into a significant global economic crisis and sharp drops in demand. Member States have generally recognized the point that when the impact is felt in the real sectors of their economies, the effects could be long-lasting and have greater consequences for long-term growth and development than would be the case elsewhere.

In the search for possible responses to the crisis a number of meetings have been held, for instance, the Committee of Finance Ministers and Central Bank Governors held in Cape Town in January 2009. Following this meeting, the Ministers responsible for Finance and Investment held an extraordinary meeting on 25 February 2009 in Cape Town to consider the impact of the crisis on the SADC region. The other notable meeting was the conference organized by the Government of Tanzania and the International Monetary Fund in Dar-es-Salaam to discuss the long term growth options for Africa and to consider also more pressing matters in the light of the financial crisis and global recession.

The following is a summary of the main recommendations for possible policy responses which came out from some of these meetings:
1. 
Lobbying for additional resources for IMF, World Bank and African Development Bank
Considering that most of SADC countries may not be in a position to put up rescue and stimulus packages like the developed countries due to limited resources, there is need for bilateral and multilateral cooperating partners to step up their support to enable them to attenuate the effects of the crisis on poverty. To that effect the arrangement by the IMF for countries hit by the crisis to draw assistance under the fast-track emergency financing procedures is a welcome move.
Further, the G20 meeting of 2 April 2009 in London, pledged to treble resources available to the IMF to US$750 billion; to support a new SDR allocation of US$250 billion; to support at least US$100 billion of additional lending by the Multilateral Development Banks (MDBs); to ensure US$250 billion of support for trade finance; and to use the additional resources from agreed IMF gold sales for concessional finance for the poorest countries.
SADC could benefit from the allocation of US$250 billion (of which US$19 billion is earmarked for the poorest, least developed countries) for the SDR in terms of short term debt. The sale of IMF gold will also make credit available many times in excess of the capital sum itself, once it goes through the system. The availability of US$250 billion of trade credit could make the most difference in the short-term for the poorest countries.
What remains is for SADC to continue lobbying the G20 to implement these pledges and also those agreements related to the strengthening of financial supervision and regulation; strengthening of global financial institutions; and ensuring a fair and sustainable recovery of all by sticking to their commitments relating to Millennium Development Goals. More importantly, SADC should continue lobbying the G20 to consider other issues which were not discussed during their meetings, for instance, the discussion of misalignment among world currencies, with a falling dollar and pound, which are worrying some countries; the Chinese proposal for a new international currency; and the idea of global imbalances, i.e. the need for China to spend more and the USA to save more, which some believe was the origin of the crisis.
2. 
Lobbying the international community for no protectionism and resumption of the Doha development Agenda (DDA)
Since the crisis began 78 trade measures have been introduced world wide of which 66 are protectionist and 17 of the G20 countries are involved. At their meeting in London, the G20 pledged to resist protectionism by reaffirming the commitment to refrain from raising new barriers to investment or to trade in goods and services, imposing new export restrictions, or implementing WTO inconsistent measures to stimulate exports.
The G20 also pledged their commitment to reaching an ambitious and balanced conclusion to the DDA which could boost the global economy by at least US$150 billion per annum. SADC should lobby and ensure that the G20 live to these pledges.
3. 
Keep reforming the industry
While the crisis has not spared any economy: industrialized or less industrialized; diversified or less diversified, it is generally believed that industrialized and diversified economies are more resilient to shocks than otherwise. Unfortunately, Africa’s industrialization lags behind other developing regions. Africa’s share of global manufacturing value added (excluding South Africa) fell from 0.4 per cent in 1980 to 0.3 per cent in 2005; and its share of world manufactured exports went from 0.3 per cent to 0.2 per cent.

In view of the above, institutional and policy reform in the area of industry should be high on SADC’s agenda. The region should close the infrastructure gap on which industry depends; improve trade logistics which matter a great deal for export performance; support industrial clusters; and regional integration not only for broadening the export market but also to allow free movement of goods, capital and people across borders.
4. 
Mobilizing Domestic Resources 

The need to raise domestic resource mobilization efforts in the region is obvious in view of the fact that the crisis will depress external inflows and possibly have a negative impact on some domestic resources. It is therefore more prudent, especially in the medium to long term, for SADC to expend much more efforts on domestic resource mobilization. These efforts would include:

Making households and individuals hold more financial assets: This would be achieved by stabilizing the macroeconomic environment that ensures that the returns on financial assets are relatively stable and predictable and reducing the transaction costs of holding financial assets.
Strengthening the banking system: Efforts to strengthen the banking system should be pursued to make banking system facilitate the flow of resources to investors and to poor households and small businesses by improving contract enforcement and transparency of information. Efforts must also be made to remove the fragmentation of the financial systems by implementing measures to deepen financial markets in the context of alternative institutional arrangements; strengthen market-supporting financial infrastructure; improve the financial technology of both informal and formal finance to widen the scope of their operations; and develop linkages among segments.

Capital markets: One of the biggest challenges facing the financial systems in the region is the availability of long term finance. Therefore, efforts should be directed towards developing the capital markets. The more worrying aspect of their development is the thinness of trading. With the exception of South Africa, the value traded is less than 3 percent of GDP in all countries; indeed in most countries, less than 1 percent of GDP. In order to enhance the capacity of the fledgling capital markets to attract private capital, it is important that steps are taken to build public confidence, improve informational efficiency and market regulation.
Microfinance institutions: Developing the microfinance sector offers another opportunity for the region to mobilize domestic resources. Microfinance institutions have been shown to be effective in delivering financial services to small depositors and borrowers, and this has contributed significantly to enhanced domestic resource mobilization. 
Expanding the Tax Base: For countries with low tax collection and low effort, an improvement in tax collection would require that these countries undertake comprehensive reforms of both tax policy and tax administration. Revenue enhancement should be one of the key objectives for the reforms as long as it is compatible with efficiency and equity criteria. In doing this they need to pursue tax policies that broaden the base, rationalize the rate structure and provide incentive schemes. They must remove tax-induced economic distortions with focus on enhancing revenue productivity of major taxes, particularly the broad-based consumption VAT.
For countries that have been classified as having low collection but high effort, short-term tax reform measures should aim at streamlining tax policy and tax administration procedures to reduce compliance costs and encourage formality, and to lower tax barriers to firms’ entry and operations. Medium to long term reform priorities should aim to expand the scope for raising revenue by broadening the effective tax base and enhancing the functioning of the tax administration. 

5. 
Financial sector reforms 

SADC economies should focus on preparing their financial sectors for future crises. This would be by way of building infrastructure for crisis resolution; reforming the regulatory schemes for banks and financial institutions with explicit government guarantees; introducing new regulatory schemes for entities with implicit guarantees; overhauling bank and corporate governance; and building capacity for oversight of risk and risk management.
6. 
Monetary and exchange rate policies
With inflation slowing down, monetary policies may be used to support growth. Low inflation will also support the option of lowering interest rates. Exchange rates should be flexible to support the economies to adjust; encourage import substitution; and support exports.

7.
Quality government budgeting and spending
With sources of revenue dwindling, governments should ensure quality budgeting and spending by cutting the excess fat in the budgets.

 8. 
Stimulus packages
Where possible, Member States may explore the possibility of implementing stimulus packages to counteract the impact of the crisis on employment, including providing where possible bridging finance to firms that can be salvaged.






� An assessment of the impact of the global economic crisis on the mining sector in the SADC region is under way and a draft will be ready by May 2009.
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