Appendix: Regional Outlooks

East Asia and Pacific
Recent Developments

mid a sharp slowdown in global demand and

a sudden stop in capital flows, growth in
developing East Asia and Pacific slowed to 8 per-
cent in 2008 from a record high 11.4 percent in
2007. The steep drop occurred despite policy eas-
ing and other measures taken by the authorities in
most countries to support activity. With exports
sharply down, companies moved to cut produc-
tion and investment, while households have
curbed consumption amid rising layoffs and eco-
nomic uncertainty. Countries more dependent on
exports, especially on single products or single
markets, have seen activity fall faster and, in gen-
eral, harder. Growth began slowing in most coun-
tries in the second quarter of 2008 and weakened
sharply by the fourth, when all newly industrial-
ized economies (NIEs) including Hong Kong,
China; the Republic of Korea; Singapore; and
Taiwan, China, were in recession and output was
contracting in Malaysia, the Philippines, and
Thailand, measured in seasonally adjusted annual
growth terms (saar). The pace of economic expan-
sion slumped further during the first quarter of
2009, with GDP in several NIEs falling at double-
digit rates, and growth in the developing region
slumping to 3.5 percent (saar). Still, high-
frequency indicators, such as manufacturing
production, suggested that the pace of decline was
beginning to moderate (figure A.1).

China remains a brighter spot within the re-
gion and the global economy, amid signs that the
fall off in economic activity may be reaching a bot-
tom there. The country is weathering the financial
and economic crisis better than many others be-
cause it does not rely on external financing, its

Figure A.1 East Asia and Pacific production
dropped sharply but shows signs of bottoming out
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Note: **Recent production data for China has been distorted by
vagaries of timing of the Chinese New Year—yielding difficulties
in seasonally adjusting the data for presentation.

banks have been largely unscathed by the interna-
tional financial turmoil, and it has the fiscal and
macroeconomic space to implement forceful stim-
ulus measures. A large government investment
program, equivalent to 12 percent of 2008 GDP,
was announced in late 2008. And combined with
monetary easing and other measures, domestic de-
mand appears to be bottoming out, partly offset-
ting weak external demand and the effects of
earlier efforts to combat overheating. Real GDP
growth eased to a 10-year low 6.1 percent in the
first quarter of 2009 (year-on-year) from 9 percent
for 2008 as a whole and a record 13 percent in
2007.
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Indonesia’s slowdown came relatively late
and, so far, has been more moderate than that of
many other countries in the region. Though the
expansion of all components of GDP slowed in
late 2008, growth for the year amounted to
6.1 percent, a pace little changed from 2007. But
further decline in exports and slower consumption
and investment spending caused growth to fade to
4.4 percent in the first quarter of 2009 (year-on-
year). In Thailand, contracting foreign demand
combined with the impact of political uncertainty
weighed heavily on economic activity, transform-
ing the slow expansion of early 2008 into contrac-
tion by the fourth quarter at a sharp 22 percent
pace (saar), while output continued to decline at a
7.3 percent annualized pace during the first quar-
ter of 2009.

Cambodia experienced the sharpest growth
slowdown in developing East Asia and Pacific. Ex-
ports, most of which are garments shipped to the
United States, have suffered badly, as has construc-
tion after a sharp downward correction in housing
prices, as well as lending and tourism. Real GDP
growth slowed to 6.7 percent in 2008 following
10.2 percent gains in 2007. In contrast, Vietnam’s
growth slowed by much less in 2008 as the govern-
ment tackled the threat of an overheating domestic
economy decisively starting in late 2007. In re-
sponse to the first shock of the current crisis, the au-
thorities shifted emphasis from growth to stabiliza-
tion in March 2008. By November 2008, they
shifted once more to supporting economic activity
through large interest rate reductions, injections of
liquidity, and a fiscal stimulus package. The slow-
down in growth was limited to 6.2 percent in 2008
from 8.5 percent in 2007.

Facilitated by declining inflation (consumer
prices have eased substantially across East Asia as
the food and fuel hikes of 2007-08 had more-than
fully unwound by mid-2009), and in response to
weakening economic activity and the impacts of
the international financial crisis, monetary author-
ities in many countries have cut key policy interest
rates and employed other measures to help sustain
domestic liquidity and the availability of credit.
Against a background of sound banking systems in
most countries, these measures have ensured that
liquidity in local currency has remained broadly
adequate, and interbank rates have declined or re-
mained stable. Policy actions included reductions
in key central bank policy rates in all middle-income

countries and Vietnam, cuts in rates for minimum
required reserves (China, Indonesia for dollar de-
posits, Malaysia, the Philippines, and Vietnam),
increases in rates paid on required reserves (Indo-
nesia and Vietnam), and extensions of the cover-
age and maturity of central bank obligations. The
central bank of China also added to liquidity by
redeeming local-currency assets earlier. Several
countries also extended their deposit guarantee
schemes to cover most or all deposits.

The middle-income countries of East Asia are
actively using fiscal policy to boost domestic de-
mand. The stimulus packages in aggregate are
equivalent to 3.6 percent of regional GDP, with the
measures to be implemented in 2009 amounting to
another 1.7 percent of GDP and most of the re-
mainder to be delivered in 2010. The role of auto-
matic stabilizers is smaller in East Asia than in
other regions, leaving the deterioration of fiscal
balances broadly in line with that of the more de-
veloped countries. Nonetheless, the developing
countries of East Asia have been more forceful
than other groups in delivering support to economic
activity.

All middle-income countries have introduced
discretionary fiscal stimulus packages. The low-
income countries, typically with limited or no fiscal
space and weak or limited absorptive and adminis-
trative capacity, have been working to obtain a
boost in external aid to create room for additional
outlays. Discretionary cuts in tax rates and in-
creases in spending have combined with lower rev-
enues in line with weaker growth and declining
commodity prices to increase fiscal deficits
throughout the region. The largest increases have
been in China and Thailand, countries considered
to have the largest available fiscal space. There
are substantial variations across fiscal packages,
notably in the size, in the share of tax cuts versus
expenditure increases or other measures, and in
whether the proposals target just 2009 or
2009-2010. The packages in China and the
Philippines incorporate measures to be financed by
both the public and private sectors. In contrast,
the package in Malaysia includes sizable credit
guarantees and equity investments that do not add
to the public sector deficit.

Capital inflows diminish in 2008. Amid the
surge and decline in commodity prices and the
sharp contraction in trade during late 2008, cur-
rent account balances improved only in China and
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Malaysia, both countries with surpluses, and in
the Lao People’s Democratic Republic, a country
with a large deficit. In China, the surplus rose fur-
ther in 2008 in dollar terms, while monthly out-
comes climbed to record highs late in the year as a
sharp decline in trade took firmer hold, but weak-
ened relative to GDP to about 10 percent. In Lao
PDR, commodity exports rose briskly in 2008 and
despite the decline in prices, outstripped the in-
crease in exports in value terms. While the full-
year external shortfall worsened modestly in
Vietnam to about 10 percent of GDP, determined
policy measures to combat overheating have suc-
ceeded in cooling the economy and have con-
tributed to a shift in recent months from a trade
deficit to a surplus. In contrast to these develop-
ments, current account balances worsened in the
rest of the region. For the developing countries of
East Asia, the aggregate current account surplus
decreased from 9.5 percent of GDP in 2007 to
8.1 percent for 2008; but when China is excluded
these figures shift dramatically to a surplus of 5.2
and 2.8 percent of GDP.

Global demand for developing-country assets
decreased amid increased risk aversion, ongoing
deleveraging, and weaker growth prospects, caus-
ing capital flows to countries in the region to

Table A.1 Net capital flows to East Asia and Pacific
$ billions
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weaken substantially. After peaking in 2007, net
capital flows to East Asia and Pacific began slow-
ing in early 2008 before shifting to outflows dur-
ing the second quarter in Malaysia and the NIEs;
and in the later part of the year in China and
Indonesia. For the region as a whole, a notable
softening in portfolio equity flows, bond issuance
and bank borrowing was in evidence in 2008,
while FDI retained a relatively firm tone on
average, increasing by $10 billion in the year
to $185 billion. Excluding official flows, resident
lending abroad, and errors and omissions items,
private capital flows to the region fell from about
$280 billion in 2007 to $203 billion in 2008
(table A.1).

Nonresidents continued to sell equities, and in
the second half of 2008, shifted to selling debt secu-
rities and selectively withdrawing bank deposits
held with domestic banks. Inflows of foreign direct
investment slowed sharply in the second half of
2008, as companies completed projects that had
already been started but delayed new commitments
and new construction. In some countries, earlier
agreed projects were cancelled, notably in real es-
tate development, mining, and manufacturing.
Lending by foreign banks also slowed sharply dur-
ing the year. Repayments to foreign banks began

Indicator 2002 2003 2004 2005 2006 2007 2008p
Current account balance 53.9 70.3 88.4 174.9 282.6 387.9 396.9
as % of GDP 2.7 3.1 3.4 5.8 8.3 9.5 8.1
Net private and official inflows 53.0 74.7 125.0 184.7 196.5 278.3 201.2
Net private inflows 60.7 81.9 130.2 187.6 206.0 281.2 203.0
Net equity inflows 63.2 69.3 89.6 130.1 161.4 210.5 192.5
Net FDI inflows 59.4 56.8 70.3 104.4 105.2 175.3 185.1
Net portfolio equity inflows 3.8 12.5 19.3 25.7 56.2 35.2 7.4
Net debt flows -10.2 5.4 35.4 54.6 35.1 67.8 8.7
Official creditors -7.7 -7.2 -5.2 -2.9 -9.5 -2.9 -1.8
World Bank -1.7 -1.5 -1.9 -0.6 —0.4 -0.3 1.2

IMF -2.7 -0.5 -1.6 -1.6 -8.5 0.0 0.0
Other official -3.3 -5.2 -1.7 -0.7 -0.6 -2.6 -3.0
Private creditors -2.5 12.6 40.6 57.5 44.6 70.7 10.5
Net M-L term debt flows —-12.4 -9.7 7.9 12.1 15.4 28.1 16.2
Bonds 0.1 1.8 9.6 12.1 5.6 2.3 2.2

Banks -10.2 -8.4 0.4 2.0 11.4 26.2 14.0

Other private -2.3 -3.1 -2.1 -2.0 -1.6 -0.4 0.0

Net short-term debt flows 9.9 22.3 32.7 45.4 29.2 42.6 -5.7
Balancing item? -17.5 -7.7 23.4 -143.3 -187.1 -130.8 -170.2
Change in reserves (— = increase) —89.4 —-137.3 —236.8 -216.3 -291.9 —535.4 —427.9
Workers’ remittances 29.5 35.4 39.2 46.7 53.0 65.3 69.6

Source: World Bank.

Note:

p = projected.

a. Combination of errors and omissions and net acquisition of foreign assets (including FDI) by developing countries.
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during the second and third quarters, limiting full-
year inflows to less than $20 billion. The countries
with the largest bank repayments in 2008 were the
Republic of Korea ($17 billion), Malaysia ($13 bil-
lion), and China ($9 billion).

Outlook

Weaker exports and slower expansion in domestic
demand are set to slow real GDP growth in devel-
oping East Asia to 5 percent in 2009 from 8 per-
cent in 2008, despite determined fiscal and mone-
tary easing. Sluggishness in domestic demand
reflects slower growth or declining investment
spending by the private sector that is only partly
offset by stronger government investment outlays
in the middle-income countries. At the same time,
household spending falters as precautionary sav-
ings balances are built, amid rising unemployment
and slower wage increases (table A.2).

Thanks to China, growth in developing East
Asia and the Pacific will be the fastest among the
world’s regions. The region’s contribution to
global GDP will remain the largest, equal in dollar
terms to the sum of the contributions from the
other three regions with positive impacts: South
Asia, the Middle East and North Africa, and Sub-

Table A.2 East Asia and Pacific forecast summary
annual percent change unless indicated otherwise

Saharan Africa. Given that developing East Asia’s
nominal GDP is barely a tenth of global output,
however, the region’s contribution to incremental
global GDP will only partially offset the collapse
in output in developed countries. If China is ex-
cluded, however, developing East Asia’s perfor-
mance is expected to be lackluster. The reason lies
in the openness of the economies in the region and
the tight production networks organized to serve
the markets in the United States (and to a lesser
extent Japan). But just as these structural charac-
teristics have pulled down the growth performance
of these countries during the global downturn,
they will serve to support their performance once
global growth resumes.

Developments in the region in 2009 will be in-
fluenced heavily by China (figure A.2). The slump
in global demand will cause China’s exports to fall
this year, the first decline in decades. Nonetheless,
a large monetary and fiscal stimulus should help
partly offset the decline in exports and contain the
slowdown in growth, projected at 6.5 percent for
2009 as a whole, down from 9 percent in 2008.
With growth below potential, excess capacity is
likely to restrain market-based investment and
result in downward pressure on prices, following

Forecast

Indicator 1995-2005° 2006 2007 2008 2009 2010 2011
GDP at market prices (2000 $)® 7.4 9.8 11.4 8.0 5.0 6.6 7.8
GDP per capita (units in $) 6.3 8.9 10.5 7.2 4.2 5.8 7.0
PPP GDP¢ 7.3 9.7 11.3 8.0 5.0 6.6 7.8
Private consumption 5.9 7.1 9.5 6.5 5.0 5.7 7.1
Public consumption 8.3 8.2 10.4 9.9 9.8 9.5 8.3
Fixed investment 7.9 8.8 9.5 8.3 11.5 6.8 7.5
Exports, GNFS4 12.7 19.0 15.3 9.7 —8.7 5.1 8.7
Imports, GNFS¢ 9.8 12.6 11.0 11.8 -2.9 4.6 8.6
Net exports, contribution to growth 1.1 4.3 3.7 0.5 -3.6 0.7 0.9
Current account bal/GDP (%) 2.2 8.3 9.5 8.1 7.5 6.7 5.8
GDP deflator (median, LCU) 5.9 1.3 1.8 6.4 6.0 2.5 2.2
Fiscal balance/GDP (%) -1.7 -0.6 0.3 -0.9 -3.9 —4.6 -3.8
Memo items: GDP
East Asia excluding China 3.5 5.7 6.2 4.8 -0.2 3.5 5.1
China 9.1 11.1 13.0 9.0 6.5 7.5 8.5
Indonesia 2.7 5.5 6.3 6.1 3.5 5.0 6.0
Thailand 2.7 5.3 4.9 2.7 -3.2 2.2 3.1

Source: World Bank.
Note:

a. Growth rates over intervals are compound average; growth contributions, ratios and the GDP deflator are averages.

b. GDP measured in constant 2000 U.S. dollars.
c. GDP measured at PPP exchange rates.
d. Exports and imports of goods and non-factor services.
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Figure A.2 China is key to East Asian prospects
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several months of month-on-month declines in the
consumer price index. Even so, China will still
grow faster than most other countries in the world
in 2009, including all countries in developing East
Asia. Indeed, excluding China, GDP in the region
is seen to decline by 0.2 percent in 2009, the slow-
est since the crisis of the late 1990s.

In Malaysia and Thailand, among the region’s
other middle-income countries, output is projected
to contract in 2009 due to a drop in exports and
investment. In Malaysia, real GDP is projected to
fall by 4.4 percent, a result of high and undiversi-
fied dependence on exports of electronics, oil, and
crude palm oil, all of which are falling sharply,
coupled with its relatively small domestic market.
In Thailand a slump in exports, exacerbated by
heightened political uncertainty, is set to cause
output to contract at a 3.2 percent rate, following
the slowest expansion in developing East Asia dur-
ing 2008. Some of the low-income countries are
hardest hit by the crisis. The deceleration in
growth in Mongolia has been particularly swift, as
the collapse in commodity export prices exposed
an unsustainable fiscal situation with little saving
from the commodity boom of 2007-08 and over-
sized and untargeted social transfers. Whereas
other major commodity exporters let their curren-
cies depreciate as terms of trade deteriorated, the
Mongolian authorities defended the currency peg
to the U.S. dollar, leading to a substantial loss of
foreign exchange reserves that ultimately forced a
sharp adjustment.
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Looking beyond 2009, scope for faster recov-
ery in the region will be helped by China but will
ultimately depend on the pace of recovery in the
advanced economies. Even under the assumption
that a pickup in growth in developed countries be-
gins in 2010, a sizable output gap will remain for
several years, including high unemployment and
weak consumption and imports, sustaining down-
ward pressure on prices for manufactured prod-
ucts. A pickup in 2010, moreover, is likely to be
relatively subdued, at 6.6 percent, up from the
5 percent trough of 2009, as consumers in
developed countries adjust to lower wealth levels
and banks complete the deleveraging process.
Prospects for lower global growth—contrasted
with the average of the past decade—increase the
importance of China’s rebalancing its growth pat-
tern, by moving away from reliance on export-led
manufacturing, boosting the role of services, and
stimulating domestic consumption and, inevitably,
imports.

Risks and uncertainties

The projections outlined in this report are sur-
rounded by extreme uncertainties. While recovery
among developed countries from most recessions
has been relatively swift, an analysis of previous
recessions in advanced economies suggests that
when accompanied by a credit crunch, housing
crisis, and equity bust, they tend to last twice as
long and are deeper than other “normal” reces-
sions. Further, while investment usually picked up
strongly in past recoveries once inventories were
exhausted, recovery from the current global reces-
sion may be more subdued because of the sub-
stantial destruction of wealth and ongoing
deleveraging in financial systems around the
world. Continued problems in commercial banks
or even renewed financial market tensions could
delay recovery further and lead to another year of
stagnating or even contracting global growth.
Finally, even when recovery begins, the pace of
pickup is more likely to be subdued as global
imbalances are gradually resolved (table A.3). The
low case scenario presented in chapter 1 of this
report highlights growth in East Asia and Pacific
registering 4.2 percent in 2009, easing further
into 2010 to 3.9 percent before a stronger revival
sets in during 2011 at 7.5 percent (see table 1.10
in chapter 1).

109



APPENDIX:

REGIONAL OUTLOOKS

Table A.3 East Asia and Pacific country forecasts
annual percent change unless indicated otherwise

Forecast
Country/indicator 1995-2005° 2006 2007 2008 2009 2010 2011
Cambodia
GDP at market prices (2000 $)® 8.3 10.8 10.2 6.7 1.0 3.0 5.0
Current account bal/GDP (%) —4.6 —4.7 —6.0 —6.6 0.3 -0.5 -1.5
China
GDP at market prices (2000 $)® 9.1 11.1 13.0 9.0 6.5 7.5 8.5
Current account bal/GDP (%) 2.6 9.5 11.0 9.8 9.3 8.3 7.2
Fiji
GDP at market prices (2000 $)® 2.3 3.6 —6.6 1.2 -2.5 2.0 2.5
Current account bal/GDP (%) —4.8 -7.5 -37.7 —44.3 —22.1 —25.5 -29.0
Indonesia
GDP at market prices (2000 $) 2.7 5.5 6.3 6.1 3.5 5.0 6.0
Current account bal/GDP (%) 1.5 2.9 2.4 0.1 -2.5 -2.7 -2.6
Lao PDR
GDP at market prices (2000 $) 6.2 8.1 7.9 6.9 5.0 8.0 8.0
Current account bal/GDP (%) -9.2 1.5 2.7 -0.4 1.2 1.0 1.2
Malaysia
GDP at market prices (2000 $) 4.6 5.9 6.2 4.6 —4.4 2.2 5.3
Current account bal/GDP (%) 6.7 17.1 16.6 19.7 11.6 11.6 10.4
Papua New Guinea
GDP at market prices (2000 $)® 0.7 2.6 6.2 5.8 3.5 5.0 5.5
Current account bal/GDP (%) 3.0 14.6 17.5 18.7 5.6 3.6 1.2
Philippines
GDP at market prices (2000 $)® 4.2 5.4 7.2 4.6 -0.5 2.4 4.5
Current account bal/GDP (%) —-1.4 5.0 5.9 3.3 2.2 1.6 2.5
Thailand
GDP at market prices (2000 $)® 2.7 5.3 4.9 2.7 -3.2 2.2 3.1
Current account bal/GDP (%) 1.9 1.1 6.5 0.1 3.8 3.6 3.4
Vanuatu
GDP at market prices (2000 $) 1.5 7.2 5.0 4.5 =2.5 3.5 5.0
Current account bal/GDP (%) -9.8 -17.6 —-12.4 -17.0 -12.0 -12.5 —-14.2
Vietnam
GDP at market prices (2000 $) 7.2 8.2 8.5 6.2 3.5 5.0 7.0
Current account bal/GDP (%) 2.4 -0.3 -9.1 —-11.4 —-14.9 —-14.5 —-14.3

Source: World Bank.
Note:

In the current very volatile global environment, World Bank forecasts are frequently updated based on new information and changing assump-
tions. Moreover, the confidence intervals around these point forecasts are larger than usual. As a result, the projections presented here may
differ from those contained in other Bank documents, even if basic assessments of countries’ prospects do not significantly differ at any given

moment in time.

American Samoa, Micronesia, Fed. Sts., Kiribati, Marshall Islands, Myanmar, Mongolia, N. Mariana Islands, Palau, Korea, Dem. Rep.,
Solomon Islands, Timor-Leste, Tonga are not forecast owing to data limitations.
a. Growth rates over intervals are compound average; growth contributions, ratios and the GDP deflator are averages.

b. GDP measured in constant 2000 U.S. dollars.

Europe and Central Asia
Recent developments
mong developing regions, Europe and Central
Asia has been hit the hardest by the global
economic and financial crisis. For several coun-
tries, a combination of international support, ad-
justment programs, and perhaps even private sec-
tor debt restructuring will be needed to avoid
large-scale defaults. After years of growth over
6 percent, real GDP growth in the region slowed
to 4 percent in 2008 and is expected to drop

4.7 percent in 2009, driven by a collapse in capital
inflows, a sharp deterioration in terms of trade,
and contraction in both domestic and external
demand.

The robust domestic demand that supported
growth throughout 2007 and through the first three
quarters of 2008 began to wane at the height of the
crisis in September 2008. High levels of foreign-
currency denominated private sector and house-
hold debt, rising unemployment, and broadening
recession in trade partner countries contributed to
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Figure A.3 Output declined rapidly in the fourth
quarter of 2008

Real GDR, percent change year on year
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dramatic declines in GDP in several countries in the
fourth quarter of 2008. The Baltic states of Estonia
and Latvia suffered the most adverse impact with
GDP falling by 9.5 and 10.5 percent relative to a
year earlier, with other emerging markets such as
Turkey and Ukraine also recording negative growth.
In several countries with data available for the first
quarter of 2009, output deteriorated further on a
year-on-year basis. Economic activity continued to
shrink in Hungary (—4.7 percent), Lithuania
(—13.6 percent), and Latvia (—17.9 percent), while
Romania and Russia stepped for the first time into
negative growth territory (—6.4 and —9.4 percent,
respectively). Poland, the only economy to show re-
silience, posted a modest GDP increase of 1 percent
(figure A.3).

Unlike Latin America and the Caribbean and
East Asia and Pacific, Europe and Central Asia
entered the global financial crisis highly depen-
dent on foreign capital inflows. For example,
Hungary had been sustaining twin deficits (on the
current account and the government budget) for
several years, while Romania had been accumulat-
ing high levels of private sector foreign debt to
finance booming domestic demand. As the finan-
cial crisis took hold in September 2008, key
growth determinants for the region started to dete-
riorate rapidly, unveiling deep vulnerabilities.
Surging commodity prices, which had spurred
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growth among commodity exporters in the first
half of 2008 spiraled downward, external markets
began to collapse, and capital flows reversed
owing to heightened investor risk aversion. As a
consequence, growth rates between 2007 and
2008 decelerated from 8.8 percent to 6 percent in
private consumption and from 19.3 percent to 7.7
percent in investment activity. Weak domestic de-
mand and investment contributed to a slowing in
import growth to 9 percent in 2008 from 18.8 per-
cent in 2007, while stress in the external markets
reduced growth in exports of goods and services to
3.8 percent from 7.7 percent.

The most vulnerable group of countries within
the broader region, Central and Eastern Europe
(CEE), received shocks through several channels
simultaneously. In the capital markets, external
financing continued to decline, with total gross
capital inflows (syndicated bank lending, bond is-
suance, and equity initial public offerings) plum-
meting from $56.6 billion in the second quarter of
2008 to a meager $3.9 billion in the first quarter of
2009. At the same time, spreads for government
borrowing on international markets, a key measure
of credit risk, widened to unprecedented levels.
Between September 2008 and March 2009,
spreads on sovereign five-year credit-default swaps
increased from a range of 68 to 270 basis points to
381 to 1,100 basis points. Vulnerabilities in the
banking sector and a general increase in the risk
aversion toward emerging markets affected to dif-
ferent degrees each of the countries in the region. In
Bulgaria and Romania spreads almost tripled, while
in Croatia, Lithuania, and Poland spreads widened
by five times or more their levels in mid-2008
(figure A.4). As market sentiment started to im-
prove, credit-default swap rates eased in April and
May but continued to hover above pre-crisis levels.

The drying-up of capital was amplified by ad-
verse developments in the product markets, where
record growth prior to the financial crisis had been
supported by large trade flows with the Euro Area.
Rapidly shrinking consumer demand and invest-
ment spending across major West European part-
ners quickly resulted in a sharp contraction in
trade. In the last quarter of 2008, real exports con-
tracted by 2 percent in Poland (year-on-year), by
3 percent in Croatia, and by 6 percent in Bulgaria
and Latvia. Turkish exports declined the most, by
8 percent, on the basis of falling demand for its
manufactured goods.
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Figure A.4 Financial crisis increased the price of risk
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The decline in both capital inflows and ex-
ports caused double-digit contractions in indus-
trial production at the beginning of 2009 across a
range of countries. In the first quarter of 2009, in-
dustrial production fell by 10 percent in Croatia
(year-on-year), by 11 percent in Poland, by 12 per-
cent in Romania, by 18 percent in Bulgaria, by
22 percent in Turkey, and by 24 percent in Latvia.
In the first quarter of 2009, Turkey posted a con-
traction of 51 percent in the number of automo-
biles produced relative to the first quarter of 2008.
Poland’s industrial production of motor vehicles
also fell by more than 25 percent, though fueled
to a large extent by slack domestic demand. The
Romanian auto industry, regarded as one of
the most vulnerable in the region, benefited from
the scrap-car program that boosted sales of new
cars in Germany. Car exports rose by 62 percent
in the first quarter of 2009 compensating for a
51 percent decrease in domestic sales of new cars
during the first four months.

In the labor markets, the crisis has reduced
personal income due to rising unemployment at
home and abroad, with the latter leading to lower
workers’ remittance inflows. Over 10 percent of
GDP in Albania and 5 percent in Romania and
Bulgaria came from migrant remittances' in 2007.
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With many migrant workers employed in the
European sectors hardest hit by recession (such as
household work, construction, and agriculture),
receipts of remittances in the CEE region increased
by only 5 percent in 2008, compared with 21 per-
cent in the previous year. Lagging the first signs of
decline in the real economy, unemployment in the
CEE region rose in February-March by one per-
centage point over the average rate prevailing in
the first half of 2008.

Pressures on the current account and financial
distress triggered a sequence of borrowing from the
International Monetary Fund (IMF). Hungary
(which already had graduated from the group of
middle-income countries) and Latvia were among
the first to turn to the IMF in 2008, contracting
loans of $18.1 billion. Serbia followed soon after,
with a $530 million standby agreement targeted at
maintaining market confidence in its economy. In
March, Romania had to turn to the IMF for a loan
of $17 billion after the national currency had lost
about 20 percent of its value relative to the euro
over the previous 12 months. At the beginning of
April, Poland took advantage of a $20.5 billion
flexible credit line from the IMF—a precautionary
facility for countries with sound economic funda-
mentals—to boost its foreign currency reserves.
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Despite the initial resilience shown within the
Commonwealth of Independent States (CIS),
the group has not been spared by the global
meltdown. The sharp decline in international oil
prices in the second half of 2008 adversely affected
hydrocarbons producers, particularly the oil-
exporting countries of Azerbaijan, Kazakhstan,
and especially the Russian Federation. In Russia,
formerly the region’s engine of growth, the
collapse of oil revenues caused GDP to decline at
an annualized rate (saar) of 6.9 percent in the
fourth quarter of 2008 and at a shocking 30.6 per-
cent pace in the first quarter of 2009, bringing the
level of GDP 9.4 percent lower than its level a year
earlier.

In all CIS countries, dependence on external fi-
nancing exacerbated the adverse impact of falling
commodity prices. A general deterioration in in-
vestor confidence toward emerging markets
widened across the region, hitting Kazakhstan, Rus-
sia, and Ukraine particularly hard. In Ukraine,
spreads on five-year credit-default swaps increased
from 443 basis points in September 2008 to a
record high of 3,795 basis points in April 2009. In
addition to the economic slowdown and financial
turmoil, investors’ concerns regarding Ukraine were
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increased by political difficulties in implementing a
sequence of measures necessary to secure disburse-
ments under an IMF stabilization loan agreement.
Gross capital inflows to the CIS area fell by 39 per-
cent in 2008, after surging by 84 percent in the pre-
vious year. In the first quarter of 2009, flows to all
member countries fell to zero with the exception of
Russia (which brought a $500 million bond to mar-
ket and secured a syndicated bank loan of $1.35
billion) and Ukraine (which had a $7 million equity
issuance) (table A.4).

The CIS area also suffered a decline in
remittances, a major source of revenue for the
low-income economies in the group. In 2007,
international remittance receipts were the equiva-
lent of 46 percent of GDP in Tajikistan, 28 per-
cent in the Kyrgyz Republic, and 34 percent in
Moldova. In Moldova, more than 35 percent of the
population lived in remittance-receiving house-
holds in 2008.> With oil revenue—driven growth
slowing in Russia, the advance in total remittance
receipts for the CIS region decelerated dramati-
cally to 7 percent in 2008 compared with record
growth of 75 percent in 2007. Surging unemploy-
ment in Russia, which reached 10 percent in April
2009 (compared with 5.9 percent a year earlier),

Table A.4 Net capital flows to Europe and Central Asia

$ billions
Indicator 2002 2003 2004 2005 2006 2007 2008p
Current account balance 18.9 14.7 26.7 44.2 251 —34.1 —11.6
as % of GDP 1.9 1.2 1.7 2.2 1.1 —1.1 -0.3
Net private and official inflows 46.5 83.4 124.1 156.3 279.0 465.8 255.8
Net private inflows 43.7 89.3 134.3 192.1 311.3 471.4 250.5
Net equity inflows 22.0 31.2 59.1 70.8 125.4 180.8 162.4
Net FDI inflows 18.5 30.5 55.5 62.8 114.9 154.4 170.8
Net portfolio equity inflows 3.5 0.7 3.6 8.0 10.5 26.4 -8.4
Net debt flows 24.5 52.2 65.0 85.5 153.6 285.0 93.4
Official creditors 2.8 -5.9 -10.2 -35.8 -32.3 -5.6 5.3
World Bank 1.1 -0.4 0.5 -0.5 0.4 0.0 0.8
IMF 4.7 -1.9 -5.9 -9.8 -5.8 =5.0 7.0
Other official -3.0 -3.6 -4.8 -25.5 -26.9 -0.6 -2.5
Private creditors 21.7 58.1 75.2 121.3 185.9 290.6 88.1
Net M-L term debt flows 17.0 24.2 54.8 101.0 131.2 189.3 93.8
Bonds 4.7 9.7 19.4 27.5 31.8 58.2 17.6
Banks 13.8 14.9 36.7 74.6 100.2 132.1 77.2
Other private -1.5 -0.4 -1.3 -1.1 -0.8 -1.0 -1.0
Net short-term debt flows 4.7 33.9 20.4 20.3 54.7 101.3 -5.7
Balancing item? —34.5 —45.4 —78.9 -110.0 -127.7 —194.7 -307.9
Change in reserves (— = increase) -30.9 —52.8 =719 -90.6 -176.4 -237.1 63.8
Workers’ remittances 13.7 15.5 222 31.2 38.3 50.4 53.1
Source: World Bank.
Note:
p = projected.

a. Combination of errors and omissions and net acquisition of foreign assets (including FDI) by developing countries.
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forced hundreds of migrant workers to return to
their home countries.? In an attempt to cushion
severe external shocks from sharply falling remit-
tances, Tajikistan, the region’s poorest country,
turned to the IMF in April for a $116 million loan
under the Poverty Reduction and Growth Facility.

Outlook
The aftershocks from the initial crisis in global
financial and product markets will continue to
exact a painful toll on the growth outlook across
Europe and Central Asia. As many countries are
facing large balance-of-payments difficulties and
in some cases unavoidable adjustments to the real
side of their economies, the region will see the
sharpest contraction among all developing regions
(table A.5). Aggregate GDP is expected to contract
by 4.7 percent in 2009 but recover to reach still-
subdued growth of 1.6 percent as markets begin to
thaw by 2010.

In Central and Eastern Europe, GDP is ex-
pected to decline by 1.6 percent and remain almost

Table A.5 Europe and Central Asia forecast summary

annual percent change unless indicated otherwise

flat through 2010 as many economies in the region
recover slowly from the crisis. The sharpest down-
turn will be felt in the Baltic states, as Latvia strug-
gles to weather its sharp decline in GDP during
2008 and as the falloff in private consumption
widens in Lithuania. Latvia’s GDP is projected to
fall 13 percent in 2009, while Lithuania’s GDP
appears set to contract by 10 percent. Despite
relatively strong fundamentals, Poland will not re-
main unscathed. GDP is anticipated to grow by just
0.5 percent in 2009 as the country continues to be
exposed to spillover effects through trade flows and
financial vulnerabilities given the large presence of
foreign-owned institutions in its banking system.
The CIS area is expected to face a deep reces-
sion in 2009, with real GDP contracting by
6.2 percent from growth of 8.6 percent in 2007
and 5.6 percent in 2008. The slowdown stems to a
considerable extent from the projected 42 percent
decline in international energy prices in 2009 (rela-
tive to the 2008 average). For the group of CIS oil-
exporting countries, the decline in terms of trade

Forecast

Indicator 1995-2005* 2006 2007 2008 2009 2010 2011
GDP at market prices (2000 $) 4.1 7.5 6.9 4.0 —4.7 1.6 3.3
GDP per capita (units in $) 4.1 7.5 6.9 4.0 —4.7 1.6 3.2
PPP GDP¢ 4.0 7.7 7.3 4.4 =53 1.8 3.2
Private consumption 4.8 7.5 8.8 6.0 -39 2.0 3.8
Public consumption 2.3 5.1 4.8 4.0 1.0 1.6 3.0
Fixed investment 51 16.0 19.3 7.7 -19.5 0.4 3.0
Exports, GNFS¢ 7.9 8.3 7.7 3.8 -6.2 3.2 5.1
Imports, GNFS¢ 8.8 14.3 18.8 9.0 -12.0 2.9 5.5
Net exports, contribution to growth -0.2 -2.4 -4.9 =27 3.4 -0.1 -0.5
Current account bal/GDP (%) 0.8 0.9 -1.3 —-0.4 -1.2 -0.5 -0.5
GDP deflator (median, LCU) 17.2 8.9 8.8 12.3 2.1 5.0 5.0
Fiscal balance/GDP (%) =31 32 1.6 0.7 =59 —-4.1 -3.0
Memo items: GDP
Transition countries 4.1 6.8 5.7 2.8 -3.5 1.0 3.1
Central and Eastern Europe 3.9 6.6 6.7 4.6 -1.6 0.6 3.2
Commonwealth of Independent States 4.1 8.5 8.6 5.6 —6.2 2.5 3.5
Russia 3.9 7.7 8.1 5.6 =7.5 2.5 3.0
Turkey 4.3 6.9 4.7 1.1 =55 1.5 3.0
Poland 4.3 6.2 6.7 4.8 0.5 0.9 3.5

Source: World Bank.
Note:

a. Growth rates over intervals are compound average; growth contributions, ratios and the GDP deflator are averages.

b. GDP measured in constant 2000 U.S. dollars.
c. GDP measured at PPP exchange rates.
d. Exports and imports of goods and non-factor services.
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represents a loss of some 7.9 percent of their 2008
GDP. In Russia, the combination of declines in
industrial output, soaring unemployment, and
flight of foreign capital is expected to reduce GDP
by 7.5 percent, sending damaging waves through-
out the whole of the CIS through intraregional
trade flows and transfers. Remittances to the
broader CIS region are expected to decline for
the first time in a decade, by 25 percent. The small
oil-importing countries in the CIS will be the most
affected owing to their close economic ties with
Russia. GDP is expected to fall by 6 percent in
Armenia, by 3.3 percent in Belarus, and by 3 in
Moldova.

Financing requirements across the region are
projected to remain substantial, due in part to
large current-account deficits. The prolonged
credit crunch, untamed recession in the Euro Area,
and sharp contraction in Russia will continue to
put pressure on current accounts in a number of
countries. Two economies that are likely to main-
tain large surpluses are Azerbaijan and Uzbekistan,
which in 2008 generated record double-digit sur-
pluses in net exports of 38 percent of GDP and
16.2 percent of GDP, respectively. In 2009, Azer-
baijan’s current account surplus is projected to
shrink to 10.3 percent of GDP, and Uzbekistan’s to
11.8 percent of GDP. Russia is also expected to
post a current account surplus of 2.4 percent of
GDP as the fast rate of ruble depreciation has
slowed imports considerably. In other countries,
the sharp fall in exports of goods and services will
be offset by contraction in imports through adjust-
ments to the real side of the economy. However,
these offsetting effects will not be enough to re-
verse persistent deficits in current-account bal-
ances. Overall in Europe and Central Asia, the
current account deficit will widen from 0.4 per-
cent of GDP in 2008 to 1.2 percent in 2009.

The region’s large external financing require-
ments in 2009 also reflect the more than $283 bil-
lion in short-term debt coming due.* Among the
countries with high short-term debt levels, only
Russia could foot the bill from reserves or its
current-account surplus if external finance were
not forthcoming. As of February 2009, Belarus,
Bulgaria, and Latvia held insufficient international
reserves to cover debt coming due in 2009
(figure A.5). Kazakhstan, the Former Yugoslav
Republic of Macedonia, Moldova, Poland,
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Figure A.5 High short-term debt to total reserves
ratios in Europe and Central Asia

Projected short-term debt due in 2009 (percent of reserves
in February 2009)
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Romania, and Bulgaria had short-term debt levels
above 50 percent of their reserves. So far, rollover
of short-term debt has not proved to be the prob-
lem initially feared—in part because of moral
suasion exercised by domestic and international
authorities on lending banks.

With the sharp fall-off in capital flows, tight
capital markets, and large borrowing require-
ments, financing gaps® in the region could be as
high as $102 billion, or 3.7 percent of GDP in
2009. For those countries that lack large foreign
currency reserves, the gap will have to be bridged
either through capital flows from official sources
or through internal adjustment. Between Septem-
ber 2008 and May 2009, nine countries reached
agreements with the IMF for a total of $55.8 bil-
lion in assistance,® with additional funds being
channeled through the World Bank, the European
Commission, and several other donors. Lithuania
and Turkey are exploring similar options and
might contract stabilization packages from the
IMF in 20009.

Although the surge in international official
flows has offered some temporary relief, interna-
tional assistance alone cannot make up for the
sharp contraction in private capital flows, and
many countries in the region are undergoing painful
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cuts in domestic demand as part of the adjustment
process. Current account deficits in five countries
in the region are projected to fall by 5 percent of
GDP or more. In countries with floating exchange
rates, some of the adjustment will occur through
depreciation but at the cost of higher debt for pri-
vate firms and households with loans denominated
in foreign currency. The currencies of several
countries are expected to depreciate further during
2009. In countries with more rigid exchange rate
and/or monetary policy response, the adjustment
will have to take place through a sharp contrac-
tion in imports and, thus, in domestic demand.

In the second half of 2008, inflationary trends
across the region were gradually replaced by disin-
flationary pressures from fast-declining interna-
tional energy and commodity prices (figure A.6).
Lower agricultural prices favored by improved
weather conditions and weaker domestic demand
also contributed to this development. Projections
for 2009 indicate that the region as a whole will
see a widening in the output gap, from output
exceeding long-term potential by 8.4 percent in
2008 to output below potential by 2.4 percent in
2009, which will put downward pressure on
prices.” The most affected will be countries in the
CIS, where output exceeded sustainable levels by
1.2 percent in 2008 but is projected to be below
potential by 11.1 percent in 2009. However, in a

Figure A.6 Lower commodity prices should see
inflation decline

Median inflation in the ECA region: actual and

0.14 ~ projected (% change year over year)

Actual inflation
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Source: World Bank.

number of countries the effect of slowing activity
on domestic prices will be offset by downward
pressures on local currencies. This is particularly
the case for net oil exporters and for those coun-
tries that face large current account imbalances.
Econometric estimation of the behavior of head-
line inflation in response to changes in internation-
ally traded dollar-denominated commodity prices
also suggests that the median inflation rate for the
region will stabilize within a 5.4 percent to 6.3 per-
cent band through 2010.

Overall, average fiscal positions across the re-
gion are expected to deteriorate further in 2009, to
an average deficit of 5.9 percent of GDP, compared
to surpluses of 1.6 percent in 2007 and 0.7 percent
in 2008.

Risks and uncertainties

Risks to the outlook for the region remain skewed
to the downside (table A.6). In the short term, a
worsening in financial constraints and commercial
bank lending carries a high liquidity risk, which
could increase pressures on the balance of pay-
ments in several countries. The rapid expansion of
foreign currency borrowing in the years before the
crisis means that many such loans could become
nonperforming were domestic currencies to depre-
ciate sharply against the currency of the loan. This
in turn could threaten the solvency of banks in
ways that have yet to emerge—posing further
challenges for policy makers. The currencies of
Russia and Kazakhstan have already depreciated,
after initial attempts to defend the exchange rates
through massive drawdown on reserves. Other
countries with large current-account and/or
government deficits and relatively rigid exchange
rate regimes may be at particular risk of such a
scenario.

High levels of short-term debt also expose
many countries in the region to rollover risk. So far
this risk has not materialized. But the predomi-
nance of foreign-owned banks in Central and
Eastern Europe (foreign-owned lenders predomi-
nantly headquartered in Austria, Greece, Italy, and
Sweden account for 70 percent of local banking
assets in several countries)® could expose countries
in the region to a sharp reduction in access to for-
eign capital if parent banks in high-income coun-
tries are forced to scale back lending in the region
as they seek to bolster their own balance sheets.
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Forecast

Country/indicator 1995-2005° 2006 2007 2008 2009 2010 2011
Albania
GDP at market prices (2000 $) 5.4 5.0 6.0 6.0 1.5 2.0 3.0
Current account bal/GDP (%) -5.5 -7.3 —-8.4 —-12.4 -10.7 -8.9 -8.1
Armenia
GDP at market prices (2000 $) 8.6 13.3 13.8 6.8 —6.0 -2.0 1.0
Current account bal/GDP (%) -11.7 -1.8 —6.7 —-12.2 —12.1 -10.3 —6.5
Azerbaijan
GDP at market prices (2000 $)® 10.2 34.5 25.0 10.8 3.3 5.2 9.0
Current account bal/GDP (%) -16.6 17.7 29.5 38.0 10.3 15.5 19.0
Belarus
GDP at market prices (2000 $)® 6.9 10.0 8.6 10.0 -3.3 2.6 4.4
Current account bal/GDP (%) -3.2 -3.9 —6.7 -8.7 -7.8 -5.7 -3.6
Bulgaria
GDP at market prices (2000 $)® 2.2 6.3 6.2 6.0 -1.5 1.5 3.0
Current account bal/GDP (%) -3.6 -17.9 —23.6 —23.1 —-14.1 -10.8 -8.7
Croatia
GDP at market prices (2000 $) 4.1 4.8 5.4 2.3 =3.0 0.3 3.0
Current account bal/GDP (%) -3.5 —=7.7 —8.6 -10.5 -7.6 =5.6 —6.4
Georgia
GDP at market prices (2000 $) 6.6 9.4 12.3 2.2 1.0 2.0 4.0
Current account bal/GDP (%) -8.1 —16.2 —22.0 —22.5 -19.6 -16.8 —-15.5
Kazakhstan
GDP at market prices (2000 $) 6.4 10.7 8.2 3.0 -1.5 1.5 3.0
Current account bal/GDP (%) -2.3 -2.5 -7.9 5.5 -8.4 -7.8 -6.3
Kyrgyz Republic
GDP at market prices (2000 $)® 4.7 2.7 7.4 6.6 0.5 2.5 3.5
Current account bal/GDP (%) -10.2 -11.0 -7.1 —6.8 -6.0 -7.2 -7.8
Lithuania
GDP at market prices (2000 $)® 6.0 7.7 8.9 3.0 —10.0 -2.5 2.5
Current account bal/GDP (%) -7.9 -10.8 —14.3 -11.3 -5.0 -3.0 -1.8
Latvia
GDP at market prices (2000 $)® 6.9 12.2 9.9 —4.6 -13.0 -3.0 2.6
Current account bal/GDP (%) -7.5 -22.7 -21.8 -12.5 —6.6 —4.2 -3.9
Moldova
GDP at market prices (2000 $) 2.3 4.8 3.0 7.0 =3.0 2.0 4.0
Current account bal/GDP (%) -7.9 —-11.3 -16.7 -17.8 —-12.1 —10.1 -9.3
Macedonia, FYR
GDP at market prices (2000 $) 2.2 4.0 5.1 4.9 -1.2 1.0 2.0
Current account bal/GDP (%) =5.5 -0.4 —-8.2 —13.8 -11.6 —-11.4 —-11.7
Poland
GDP at market prices (2000 $) 4.3 6.2 6.7 4.8 0.5 0.9 3.5
Current account bal/GDP (%) -3.3 -2.8 -5.0 -5.6 —-4.3 -4.0 -3.7
Romania
GDP at market prices (2000 $)® 2.1 7.7 6.0 7.1 —4.0 0.5 2.5
Current account bal/GDP (%) -5.8 -10.5 -13.7 -12.4 -8.4 -7.5 -8.7
Russian Federation
GDP at market prices (2000 $)® 3.9 7.7 8.1 5.6 =7.5 2.5 3.0
Current account bal/GDP (%) 7.6 9.5 6.0 6.0 2.4 3.0 3.2
Turkey
GDP at market prices (2000 $)® 4.3 6.9 4.7 1.1 -5.5 1.5 3.0
Current account bal/GDP (%) -1.4 -6.0 -5.9 -5.6 -1.9 -1.9 -2.0

(Continues)
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Table A.6 (Continued)

annual percent change unless indicated otherwise

Forecast

Country/indicator 1995-2005° 2006 2007 2008 2009 2010 2011
Ukraine

GDP at market prices (2000 $) 2.7 7.3 7.9 2.1 -9.0 1.0 3.5
Current account bal/GDP (%) 2.7 -1.5 —4.2 -7.5 0.1 1.0 -0.8
Uzbekistan

GDP at market prices (2000 $) 4.6 7.3 9.5 9.0 4.5 5.0 6.5
Current account bal/GDP (%) 3.3 14.4 13.3 16.2 11.8 15.2 13.6

Source: World Bank.
Note:

In the current very volatile global environment, World Bank forecasts are frequently updated based on new information and changing assump-
tions. Moreover, the confidence intervals around these point forecasts are larger than usual. As a result, the projections presented here may
differ from those contained in other Bank documents, even if basic assessments of countries’ prospects do not significantly differ at any given

moment in time.

Bosnia and Herzegovina, Montenegro, Serbia, and Turkmenistan are not forecast owing to data limitations.
a. Growth rates over intervals are compound average; growth contributions, ratios and the GDP deflator are averages.

b. GDP measured in constant 2000 U.S. dollars.

Latin America and the Caribbean
Recent developments

Imost six years of improving current account

positions (figure A.7, panel a), marked
terms-of-trade gains (panel b), declines in public
external debt relative to output (panel c), expan-
sions in international reserves (panel d), and
financial sector reforms have strengthened the
ability of many countries in Latin America and
the Caribbean to weather external shocks.
Nevertheless, the region has not been immune to
the global increase in risk aversion and fall in ex-
ternal demand resulting from the financial crisis
and growth has declined sharply in virtually all
countries in the region.

Inflows of external capital from private
sources dropped sharply during 2008, and coun-
tries experienced massive capital outflows in the
last quarter of the year (for example, Brazil’s
recorded portfolio outflows shifted by $30 bil-
lion, and Mexico’s by almost $11 billion, from
the preceding year). Secondary-market spreads
on both sovereign and corporate bonds jumped
(figure A.8). Domestic lending rates to the pri-
vate sector rose by almost 1,400 basis points in
Argentina, 530 basis points in Brazil, 521 basis
points in Chile, and 379 basis points in Paraguay
between September and November 2008, but
have come down since. Domestic financial mar-
ket are deeper and play a bigger role in overall
financial intermediation today contrasted with
the crisis periods of 15-20 years ago.

The drop in external finance was com-
pounded by plummeting trade in goods and ser-
vices. During the fourth quarter of 2008, constant-
price exports fell by almost 14 percent in Costa
Rica, by over 10 percent in Argentina, 8 percent in
Mexico, and almost 7 percent in Brazil and
Republica Bolivariana de Venezuela, (figure A.9,
panel a). The fall in commodity prices depressed
commodity exporters’ terms of trade, while pro-
viding some relief to oil-importing countries
(panel b). However, for the region as a whole, the
fall in commodity prices between July 2008 and
May 2009 reduced incomes by an estimated 2.2 per-
cent of GDP. Workers’ remittances fell as host
countries entered recession: between the first quar-
ter of 2008 and the first quarter of 2009, remit-
tances to Guatemala declined by 5.9 percent, to
Mexico by 4.9 percent, to Panama by 6.3 percent,
and to Colombia by 11.6 percent. El Salvador,
Jamaica, Honduras, Haiti, and Guyana, where
remittances exceed 15 percent of GDP, were also
adversely affected. Tourism receipts also declined
sharply; for example, the number of non-resident
tourists in the Dominican Republic fell 5 percent in
the first quarter (year-on-year).

Heightened uncertainty about the length and
depth of the crisis, increased risk aversion on the
part of international investors, and a drying up
of finance caused a steep slowdown in growth of
fixed investment spending in the fourth quarter of
2008 (figure A.10, panel a). In Chile, the year-on-
year growth of investment fell from 29.9 percent
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Figure A.7 Improved initial conditions are helping Latin America and the Caribbean weather the crisis

a. Improved current account positions
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Source: World Bank.

in the third quarter of 2008 to 10.4 percent in the
fourth quarter; in Brazil it slowed from 19.7 percent
to 3.9 percent, and in Argentina from 8.6 percent to
minus 2.6 percent. In Mexico and Colombia,
investment stagnated. Private consumption slowed
or fell in most economies. Declines in net trade and

Terms of trade impact from changes in international prices
between January 2002 and December 2007

b. Favorable terms-of-trade developments for commodity exporters
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decelerating investment and consumption meant a
dramatic worsening of GDP growth in the fourth
quarter of the year, ranging from a 1.6 percent fall
in Mexico, to gains of 1.2 percent in Brazil,
0.3 percent in Argentina, and 0.2 percent in Chile
(panel b).
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Table A.7 Net capital flows to Latin America and the Caribbean

$ billions

Indicator 2002 2003 2004 2005 2006 2007 2008p
Current account balance -15.7 7.7 19.9 33.5 47.0 15.4 -271
as % of GDP -0.9 0.4 1.0 1.4 1.6 0.4 -0.7
Net private and official inflows 38.0 61.8 59.9 81.7 64.8 215.1 130.9
Net private inflows 25.6 57.0 70.0 112.9 85.0 215.9 127.2
Net equity inflows 54.4 45.6 64.3 83.0 82.8 1371 118.3
Net FDI inflows 53.0 42.3 64.9 70.8 71.6 107.5 124.8
Net portfolio equity inflows 1.4 3.3 —0.6 12.2 11.2 29.6 -6.5
Net debt flows —16.4 16.2 —4.4 -1.3 -18.0 78.0 12.6
Official creditors 12.4 4.8 -10.1 -31.2 -20.2 -0.8 3.7
World Bank -0.6 -0.4 -1.0 -0.7 -3.4 -0.1 2.4
IMF 11.9 5.6 -6.3 -27.6 -12.1 0.0 0.0
Other official 1.1 -0.4 -2.8 -2.9 —4.7 -0.7 1.3
Private creditors —28.8 11.4 5.7 29.9 2.2 78.8 8.9
Net M-L term debt flows -8.5 9.1 0.2 14.1 3.2 45.7 11.6
Bonds -0.8 11.0 -0.5 15.6 -16.2 8.7 -9.4
Banks -6.2 -1.4 0.8 -1.4 19.9 37.0 21.8
Other private -1.5 -=0.5 —0.1 -0.1 -0.5 0.0 -0.8
Net short-term debt flows -20.3 2.3 5.5 15.8 -1.0 33.1 -2.7
Balancing item? —=20.7 —-35.4 —55.6 —82.2 —58.5 -96.3 —-55.3
Change in reserves (— = increase) -1.7 —34.1 —24.3 —=33.1 —-53.4 —134.2 —48.5
Workers’ remittances 27.9 36.6 43.3 50.1 59.2 63.1 63.3

Source: World Bank.

Note:

p = projected.

a. Combination of errors and omissions and net acquisition of foreign assets (including FDI) by developing countries.

Figure A.8 EMBI sovereign spreads surged as the crisis shook investors’ confidence
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The policy response May of 2009, central banks in Chile and Brazil
Several regional governments undertook counter-  cut interest rates by 700 and 350 basis points,
cyclical fiscal policies to fight the recession. And  respectively. Most countries with high inflation
some central banks moved quickly to reduce in-  initially took a cautious approach to monetary

terest rates. For example, from January through  expansion. Since March, however, deteriorating
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Figure A.9 Economic conditions in Latin America and the Caribbean have deteriorated sharply

a. Dismal export performance in
the final quarter of 2008

Percent growth, year-on-year
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economic conditions have spurred a dramatic shift
to aggressive interest rate cuts in Colombia (300
basis points), Mexico (225 basis points), and Peru
(225 basis points). Most governments announced
increased spending on infrastructure, reduced
taxes, increased subsidies, or some combination of

Terms of trade impact from changes in international prices
between July 2008 and March 2009

b. Terms of trade have reversed since July
as commodity prices plunged

Percent of 2008 GDP
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these measures. In Colombia the fiscal stimulus for
2009 is estimated at 4.5 percent of GDP; in Peru,
about 3 percent; in Mexico, about 1.5 percent; in
Argentina, 1.3 percent; and in Brazil, 0.4 percent.
Including the recession-induced impact on tax rev-
enues, automatic stabilizers, and other factors, the

Figure A.10 Sharply weaker investment growth has contributed to GDP slowdown

a. Investment growth plummeted

Percent growth, year-on-year

b. GDP growth declined in the fourth quarter
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region’s fiscal balance is projected to deteriorate
by 2.7 percent of GDP in 2009.

Countries with flexible exchange rates, in par-
ticular those reliant on commodity exports or
tightly integrated with the U.S. economy, absorbed
part of the shock through significant exchange
rate depreciation. Virtually all countries with some
exchange rate flexibility (in the region and else-
where in the world) experienced a sharp deprecia-
tion against the U.S. dollar with investors’ flight to
safety. However, the extent of the depreciation
against other trading partners was more modest.
Of the 18 regional countries with current data on
effective exchange rates, only three experienced a
nominal effective depreciation of more than 10
percent from August 2008 to March 2009. Some
countries intervened to stabilize currencies and
saw a dwindling of reserves; international reserves
excluding gold fell by $12 billion (12.5 percent)
in Mexico, $2.9 billion (8.6 percent) in Peru,
and $10.4 billion (5 percent) in Brazil between
September and December 2008.

Outlook
Regional GDP is projected to fall by 2.2 percent
in 2009, with uncertainty regarding the timing
and strength of the recovery (table A.8). Weak
exports, tight credit conditions and significant
excess capacity are expected to cause fixed in-
vestment to fall by 10.1 percent. Rising unem-
ployment and difficulty in obtaining consumer
finance will continue to take a toll on private
consumption, which is forecast to fall by
0.9 percent in 2009. Net exports are anticipated
to add 0.8 percentage points to growth, as im-
ports fall by 9.0 percent. The import contraction
would be even greater, if changes in reserves or
higher official flows were not available to
finance deterioration in current-account balances
(figure A.11). GDP growth is expected to recover
to 2 percent by 2010, or less than 1 percent in per
capita terms.

Brazil is more resilient to external demand
shocks than many other economies in the region,
given the smaller share of trade in its overall GDP,

Table A.8 Latin America and the Caribbean forecast summary

annual percent change unless indicated otherwise

Forecast

Indicator 1995-2005° 2006 2007 2008 2009 2010 2011
GDP at market prices (2000 $)® 2.8 5.6 5.8 4.2 =22 2.0 3.3
GDP per capita (units in $) 1.3 4.2 4.4 2.9 -3.4 0.7 2.1
PPP GDP¢ 2.8 5.5 5.9 4.4 -2.0 2.0 3.4
Private consumption 3.1 6.4 4.0 4.6 -0.9 2.3 3.5
Public consumption 2.1 4.5 3.5 4.4 31 3.3 3.0
Fixed investment 3.5 13.5 21.3 11.6 —10.1 0.8 4.4
Exports, GNFS¢ 6.4 7.3 5.0 1.6 -7.7 2.3 51
Imports, GNFS¢ 6.6 14.2 12.2 8.8 -9.0 2.9 5.9
Net exports, contribution to growth 0.1 -1.6 -1.9 -2.0 0.8 -0.3 -0.5
Current account bal/GDP (%) -1.7 1.6 0.4 -0.7 -2.3 -2.1 -1.9
GDP deflator (median, LCU) 7.1 6.8 4.5 7.9 10.7 6.0 6.1
Fiscal balance/GDP (%) 0.4 1.4 1.2 0.3 -2.4 -1.6 -0.6
Memo items: GDP
LAC excluding Argentina 2.9 51 5.3 3.8 -2.4 2.0 3.6
Central America 3.6 5.0 3.7 1.7 =5.0 1.7 3.1
Caribbean 4.4 8.7 5.9 3.5 -0.1 2.3 4.6
Brazil 2.4 3.7 5.7 51 -1.1 2.5 4.1
Mexico 3.6 4.8 3.3 1.4 -5.8 1.7 3.0
Argentina 2.3 8.5 8.7 6.8 -1.5 1.9 2.1

Source: World Bank.
Note:

a. Growth rates over intervals are compound average; growth contributions, ratios and the GDP deflator are averages.

b. GDP measured in constant 2000 U.S. dollars.
c. GDP measured at PPP exchange rates.
d. Exports and imports of goods and non-factor services.
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Figure A.11 Output and current account balances
will deteriorate in 2009, improving only modestly
in 2010

Percent change, percent of GDP

& GDP growth
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Source: World Bank.

and has somewhat more room for monetary ex-
pansionary policies. Output is projected to contract
by 1.1 percent in 2009 (after growth of 5.1 percent
in 2008) and to bounce back to 2.5 percent in
2010 as external demand recovers and credit
growth resumes, and as domestic demand remains
resilient.

Declining exports and remittance receipts (the
result of close links with the U.S. market) are ex-
pected to lower Mexico’s GDP by more than 5.5
percent in 2009, after a decline of an estimated 8
percent in the first quarter. The outbreak of in-
fluenza A (HIN1), which reduced tourism and led
to the closure of nonessential business from March
through May 35, is estimated to have reduced an-
nual growth by 0.8 percentage points. In 2010,
the projected 1.8 percent recovery in U.S. GDP is
expected to facilitate an expansion of 1.7 percent
in Mexico.

Sharply weaker domestic demand and falling
exports are expected to lower Argentina’s GDP by
1.5 percent in 2009. In addition to reduced export
volumes (particularly the impact of lower Brazil-
ian demand on the auto sector), lower commodity
prices, tight credit conditions, and the worst
drought in seven decades will cut into exports.
Unsustainable government policies are likely to
further undermine investment, already suffering
as a result of the global economic and financial
crises. The economy is projected to expand

APPENDIX: REGIONAL OUTLOOKS

1.9 percent in 2010, boosted by stronger external
demand and a return to more normal agricultural
output.

In Chile, output is expected to fall by 0.4 per-
cent in 2009, compared with 3.2 percent growth
in 2008, as key exports (such as copper) decline
sharply and fixed investment falls by 11.7 percent
(table A.9). The cancellation of several private
projects is expected to depress imports. The econ-
omy is projected to expand by 2.7 percent in
2010, boosted by a moderate recovery in external
demand and higher commodity prices.

Colombia’s economy is likely to contract for the
first time since 1999 (by 0.7 percent), as exports and
investment plunge, while widening current-account
and fiscal deficits limit the space for countercyclical
policies. Output growth may recover to 1.8 percent
in 2010 with higher external demand.

In other economies, growth in Peru is expected
to decelerate to around 3 percent from a very strong
9.8 percent in 2008. The economy of the Republica
Bolivariana de Venezuela has weakened markedly
with the decline in oil prices and macroeconomic
mismanagement and is the only regional economy
expected to continue to contract in 2010.

In Caribbean countries the number of tourists
and tourism revenues are expected to be affected,
undermining private consumption, and also affect-
ing government revenues substantially. Moreover,
tourism-related construction will stall as occu-
pancy rates decline. Output in the Caribbean
economies is expected to remain flat in 2009,
compared to 3.5 percent growth in 2008, before
rising to a below-trend 2.3 percent in 2010.

Countries in Central America will be hit hard,
as in many economies, remittances account for a
significant share of GDP. Declining remittances
will have marked consequences for private con-
sumption and investment, and the group’s econ-
omy is likely to contract by 5 percent, after a dis-
appointing 1.7 percent advance in 2008, before
returning to a similar pace in 2010 (1.7 percent).

Risks and uncertainties

Perhaps the principal danger facing the economies
of Latin America and the Caribbean is a deeper
and more prolonged recession in advanced
economies than presently anticipated. Further re-
ductions in external demand would mean lower
export revenues, while further deleveraging in
high-income country banks would make it more
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Table A.9 Latin America and the Caribbean country forecasts

annual percent change unless indicated otherwise

Forecast
Country/indicator 1995-2005° 2006 2007 2008 2009 2010 2011
Argentina
GDP at market prices (2000 $)® 2.3 8.5 8.7 6.8 -1.5 1.9 2.1
Current account bal/GDP (%) -0.2 3.6 3.0 2.6 1.0 0.9 1.0
Belize
GDP at market prices (2000 $)® 5.6 4.7 1.2 3.0 1.1 2.3 2.9
Current account bal/GDP (%) -12.1 -2.1 -4.0 -10.7 —6.1 -5.4 -5.2
Bolivia
GDP at market prices (2000 $)® 3.3 4.8 4.6 5.8 1.8 2.6 4.1
Current account bal/GDP (%) -3.0 11.3 13.3 12.1 —-1.4 -0.1 -0.2
Brazil
GDP at market prices (2000 $) 2.4 3.7 5.7 5.1 1.1 2.5 4.1
Current account bal/GDP (%) =2.0 1.3 0.1 -1.8 -1.9 =22 —-2.4
Chile
GDP at market prices (2000 $) 4.2 4.3 4.7 3.2 -0.4 2.7 3.6
Current account bal/GDP (%) -1.5 4.7 4.3 -1.9 —-3.2 -2.9 -2.0
Colombia
GDP at market prices (2000 $) 2.1 6.8 7.5 2.5 —-0.7 1.8 4.0
Current account bal/GDP (%) -2.3 -2.1 -2.8 -2.1 —4.2 —-4.3 -3.4
Costa Rica
GDP at market prices (2000 $)® 4.5 8.2 7.8 2.7 -0.6 1.8 3.1
Current account bal/GDP (%) -4.0 —-4.5 -6.3 —8.8 -5.5 -5.1 -5.3
Dominica
GDP at market prices (2000 $)® 3.1 4.0 0.9 3.1 =2.5 1.3 3.3
Current account bal/GDP (%) -19.8 -17.1 —28.2 —37.3 —25.3 —27.4 -27.1
Dominican Republic
GDP at market prices (2000 $)® 5.6 10.7 8.5 5.0 -0.5 2.3 5.0
Current account bal/GDP (%) -1.0 —4.1 -5.6 -10.9 -6.0 -5.8 -3.4
Ecuador
GDP at market prices (2000 $) 3.2 3.9 2.5 6.5 —2.6 1.8 3.1
Current account bal/GDP (%) -1.4 3.9 2.2 2.4 —-3.4 -2.3 -1.3
El Salvador
GDP at market prices (2000 $) 2.7 4.2 4.7 2.5 -1.0 0.6 2.3
Current account bal/GDP (%) =2.5 -3.6 -5.5 -7.2 —-2.8 —4.0 -5.0
Guatemala
GDP at market prices (2000 $) 3.5 5.1 6.3 3.8 0.6 2.2 4.0
Current account bal/GDP (%) -4.9 -4.9 -5.4 —4.8 —4.4 —4.5 -3.1
Guyana
GDP at market prices (2000 $)® 1.7 51 5.4 4.2 1.8 3.2 4.7
Current account bal/GDP (%) -9.4 -17.9 —18.5 —20.3 -18.4 -16.7 -16.4
Honduras
GDP at market prices (2000 $)® 3.8 6.4 6.3 4.0 0.8 2.1 3.5
Current account bal/GDP (%) —6.6 —-4.7 —11.6 —-14.1 -8.2 -8.6 -7.2
Haiti
GDP at market prices (2000 $)® 0.9 2.3 3.2 1.4 -0.2 1.6 2.8
Current account bal/GDP (%) -3.7 -9.0 -7.9 -9.6 -7.9 -7.6 -7.8
Jamaica
GDP at market prices (2000 $) 0.8 2.7 1.4 —-1.4 —-2.6 0.4 2.3
Current account bal/GDP (%) —6.2 -10.8 —-14.9 —15.6 —-12.7 -11.0 —-8.4
Mexico
GDP at market prices (2000 $) 3.6 4.8 3.3 1.4 -5.8 1.7 3.0
Current account bal/GDP (%) -1.9 -0.3 -0.8 -1.6 2.7 -2.6 -2.3
Nicaragua
GDP at market prices (2000 $) 4.1 3.7 3.2 2.8 —-0.3 1.3 2.1
Current account bal/GDP (%) -20.2 —-12.8 —19.0 —-22.7 —-15.2 —-11.8 -9.9
Panama
GDP at market prices (2000 $)® 4.5 8.5 11.5 9.2 1.3 2.8 5.2
Current account bal/GDP (%) -5.3 -3.1 -7.3 —-12.1 -10.2 —-11.1 -11.3
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Forecast
Country/indicator 1995-2005° 2006 2007 2008 2009 2010 2011
Peru
GDP at market prices (2000 $)® 3.3 7.6 9.0 9.8 3.0 4.3 6.0
Current account bal/GDP (%) -3.3 2.9 1.3 -3.3 -3.6 -3.3 -2.9
Paraguay
GDP at market prices (2000 $) 1.2 4.3 6.8 5.8 -0.9 1.8 3.0
Current account bal/GDP (%) -1.5 2.8 0.7 —-1.4 -2.0 -1.7 -0.7
St. Lucia
GDP at market prices (2000 $) 2.6 5.0 3.2 2.4 -1.4 1.7 3.0
Current account bal/GDP (%) —-13.8 —32.7 —31.4 —-32.0 -26.1 —26.4 —25.8
St. Vincent and the Grenadines
GDP at market prices (2000 $) 4.2 6.9 6.7 2.3 -1.0 2.1 2.8
Current account bal/GDP (%) -18.3 —24.3 —26.4 -27.9 —-23.4 -23.0 -23.3
Uruguay
GDP at market prices (2000 $)® 1.5 7.0 7.6 8.9 0.8 2.3 3.4
Current account bal/GDP (%) -1.0 -1.9 -0.8 -3.8 -1.8 -2.2 -2.4
Venezuela, RB
GDP at market prices (2000 $)® 1.6 10.3 8.4 4.8 =22 -1.4 1.2
Current account bal/GDP (%) 7.5 14.7 8.8 12.0 -0.8 1.2 1.2

Source: World Bank.
Note:

In the current very volatile global environment, World Bank forecasts are frequently updated based on new information and changing assump-
tions. Moreover, the confidence intervals around these point forecasts are larger than usual. As a result, the projections presented here may dif-
fer from those contained in other Bank documents, even if basic assessments of countries’ prospects do not significantly differ at any given mo-

ment in time.

Barbados, Cuba, Grenada, and Suriname are not forecast owing to data limitations.
a. Growth rates over intervals are compound average; growth contributions, ratios and the GDP deflator are averages.

b. GDP measured in constant 2000 U.S. dollars.

difficult for countries to roll over short-term
debt (the region’s external financing needs are
estimated at $268 billion in 2009). Several coun-
tries would be faced with the choice between
even greater contractions in domestic demand to
reduce imports to financeable levels or default-
ing on external debt service obligations, with po-
tentially severe implications for future access to
finance.

Even with the anticipated recovery in ad-
vanced economies, foreign banks are expected to
remain risk averse and reluctant to lend for a
sustained period of time, while bond issuances to
finance fiscal deficits in high-income countries
could crowd out borrowing by both governments
and the private sector in developing countries. The
extent of the decline in foreign investors’ appetite
for claims on regional economies and the size of
high-income government borrowing are particu-
larly difficult to anticipate.

The risk of protectionism has also increased.
As unemployment rises, governments are more
likely to adopt politically motivated protectionist

measures that will attract retaliatory measures,
potentially igniting a trade war. Already, domestic
purchase provisions of some stimulus packages
and other measures indicate the growing risk of
competitive trade restrictions.

The risk of an A(HIN1) flu pandemic re-
mains. Fortunately this flu, which has already had
a sharp negative output in Mexico, is less virulent
than initially feared. Moreover, its rate of spread
has diminished as both Northern and Southern
hemispheres have exited their respective flu sea-
sons. Nevertheless, when flu season returns HIN1
is likely to re-emerge. Should it do so in a more
deadly form, the costs associated with mortality,
illness, and absenteeism, and efforts to avoid infec-
tion could shave off more than 1 percent of GDP
in countries affected. In the event of a pandemic,
economies that rely heavily on tourism, would be
severely affected.

Finally, the steps taken to contain the crisis
raise the risk of macroeconomic instability in the
longer term. Public debt has increased sharply, a
result of fiscal stimulus packages and declines in
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government revenues from plummeting commod-
ity prices and lower domestic activity. Substantial
monetary easing also raises the risk of building
up inflationary pressures in the future if central
banks fail to appropriately retract monetary
stimulus as the output gap narrows. Borrowing
costs for Argentina, Ecuador, and the Republica
Bolivariana de Venezuela have already increased
sharply due to concerns over potential debt service
interruptions.

The Middle East and North Africa

Recent Developments

DP among the developing countries of the

Middle East and North Africa region regis-
tered a strong 6 percent gain during 2008, on the
back of surging oil revenues during the year’s first
half, continued robust non-oil export performance
for the diversified economies, and favorable flows
of remittances, tourism receipts and foreign direct
investment (FDI).” These conditions were not to
persist however, and the onset of the financial cri-
sis in the United States during September 2008
began to exact a toll on regional growth into year-
end 2008 and 2009. GDP is anticipated to almost
halve to 3.1 percent during 2009 as the real-side
effects of the crisis take firmer hold, and a return
to average growth for the region (near 4.5 percent)
is not expected before 2011. In the interim, those
elements which supported growth over the last
five years are anticipated to unwind: oil prices are
projected to rise only modestly, averaging $66 in
2011; the European export market will remain
flaccid; and slowing of services receipts and remit-
tances will exact a toll on growth for both devel-
oping oil exporters and the more diversified
economies of the region.

Initially, the developing countries of the
Middle East and North Africa region were less di-
rectly affected by the financial crisis than those of
many other developing regions. The biggest direct
effect from the crisis was the acceleration in the
decline of oil prices. That decline of about 65 per-
cent from near $150/bbl to near $60/bbl at present
has radically reduced government revenues among
developing-country oil exporters, and especially
for the high-income Gulf Cooperation Council
(GCC) exporters. These economies include
Bahrain, Kuwait, Oman, Qatar, Saudi Arabia

Figure A.12 Middle East and North Africa oil
revenues hit hard by global recession in 2009
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Source: IEA; OPEC; national agencies; World Bank.

and the United Arab Emirates (figure A.12). Over
recent years, these countries have become a key
source of investment financing (through FDI and
other flows) as well as remittances for the diversi-
fied developing economies of the region. The
dampening of these income and investment flows
is an important element contributing to the slow-
down in regional growth.

For the GCC in aggregate, oil and gas rev-
enues dropped from $670 billion in 2008 to an
estimated $280 billion during 2009—a massive
decline equivalent to 38 percent of the group’s
GDP. Revenues for the developing oil exporters of
the region, including Algeria, the Islamic Republic
of Iran, Iraq, the Syrian Arab Republic, and the
Republic of Yemen declined from $320 billion to
an estimated $140 billion, equivalent to 28 percent
of GDP. Such severe revenue declines, against con-
tinuation of expenditures at a fairly rapid pace, has
caused fiscal balances in a number of oil exporters
to go into deficit. As a result, the public sector’s
capacity to mitigate some of the adverse conse-
quences of the crisis through targeted stimulus
packages, and other measures, has been reduced.

The financial elements of the global crisis
have already taken a toll on the region, particu-
larly through equity markets—affecting the cost of
capital for firms and inducing a large-scale loss of
wealth for households and institutions. Some esti-
mates suggest that GCC sovereign wealth funds
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lost 27 percent of their value in the 12 months
ending December 2008, with losses as high as
40 percent among those funds heavily allocated to
emerging markets and private equity placements.'”

GCC equity prices in dollar terms dropped by
some 58 percent between September 15, 2008 and
March 12,2009 (a period during which virtually all
bourses registered sharp declines). Over the same
period, equity prices in UAE plummeted by 70 per-
cent, contrasted with a decline of 55 percent for all
emerging markets (figure A.13). Since mid-March
2009, a global stock market rally has set in,
grounded in improved expectations for the health
of the international banking system (in the wake of
the G-20 London Summit and following measures
undertaken by the U.S. Treasury). Middle East and
North African equities have participated in the up-
turn, with the GCC index gaining 37 percent
through end-May, contrasted with a 52 percent in-
crease in the MSCl-all market index over the pe-
riod. The moderate gains for regional bourses are
nonetheless indicative of improving confidence in
the potential for the global economy to recover
sooner rather than later.

The banking sector in the region has weath-
ered the crisis relatively well, in part because of
limited direct exposure to subprime mortgages
and related asset-backed securities. However, a
Kuwaiti bank suffered significant losses in late
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2008 from trading in currency derivatives. In re-
sponse, many banks across the region tightened
lending standards, and, in some countries, reduced
lending directly. The impact of the crisis on invest-
ment firms in the region is less clear, mainly be-
cause of data unavailability. However, anecdotal
evidence suggests that some firms may have run
into financial difficulties due to maturity mis-
matches on their balance sheets. As elsewhere, ac-
cess to external financing has become more diffi-
cult and borrowing spreads increased for countries
in the region following the eruption of the crisis.
Most countries did not need to borrow during the
latter part of 2008 because they had generally fa-
vorable balance of payments positions and access
to alternative sources of financing, such as remit-
tances, FDI, tourism receipts, foreign aid, and
international reserves.

Table A.10 highlights the general financial
health of the developing region over the period
since 2005, when higher oil prices, generally fa-
vorable terms of trade and export market growth
began to move current account surplus positions
into double-digit shares of regional GDP. Net
additions to reserves accumulated to more-than
$140 billion over the period, as aggregate current
account surplus positions were complemented by
increasing inflows of FDI, which rose from
$7 billion during 2004 to $25 billion in 2006

Figure A.13 Middle East and North Africa bourses hit hard at the worst of financial crisis
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Table A.10 Net capital flows to the Middle East and North Africa

$ billions

Indicator 2002 2003 2004 2005 2006 2007 2008p
Current account balance 6.1 22.4 38.3 59.9 93.1 80.7 97.6
as % of GDP 1.6 5.3 7.9 10.9 16.3 13.0 13.0
Net private and official inflows 7.7 9.8 12.1 15.8 13.4 21.6 23.3
Net private inflows 9.8 11.9 15.8 19.1 24.7 21.0 23.3
Net equity inflows 4.2 7.8 7.6 16.5 26.0 221 24.5
Net FDI inflows 4.7 7.6 6.9 14.1 25.0 24.2 22.5
Net portfolio equity inflows -0.5 0.2 0.7 2.4 1.0 -2.1 2.0
Net debt flows 3.5 2.0 4.5 -0.7 -12.6 -0.5 -1.2
Official creditors -2.1 -2.1 -3.7 -3.3 -11.3 0.6 0.0
World Bank -0.2 -0.3 -0.6 0.0 -0.8 1.0 -0.2

IMF -0.3 -0.6 -0.5 -0.7 -0.2 -0.1 -0.1
Other official -1.6 -1.2 -2.6 -2.6 -10.3 -0.3 0.3
Private creditors 5.6 4.1 8.2 2.6 -1.3 -1.1 -1.2
Net M-L term debt flows 5.4 0.8 2.6 2.8 -1.6 -1.8 -0.8
Bonds 52 0.7 2.8 2.5 0.8 0.1 -0.6
Banks 0.3 -0.5 -0.2 1.1 -1.3 -0.5 1.4

Other private -0.1 0.6 0.0 -0.8 -1.1 -1.4 -1.6
Net short-term debt flows 0.2 33 5.6 -0.2 0.3 0.7 -0.4
Balancing item? -2.5 —-10.4 —36.1 -55.3 —70.2 -58.7 —78.3
Change in reserves (— = increase) —-11.3 —-21.7 —14.2 -20.3 —-36.3 —43.6 —42.6
Workers’ remittances 15.2 20.4 23.0 243 25.7 31.3 33.7

Source: World Bank.
Note:
p = projected.

a. Combination of errors and omissions and net acquisition of foreign assets (including FDI) by developing countries.

(or 4.5 percent of GDP). FDI was increasingly
sourced from the GCC countries and targeted at
a wide range of infrastructure, real-estate and in-
dustrial projects across the region, from Morocco
to Jordan. As global financial conditions began
to deteriorate during 2008, FDI flows receded to
a still-high $22.5 billion. However, worker remit-
tances (bottom panel of table A.10) continued to
increase, helping to support reserve accumulation
at a substantial $43 billion pace in the year.

The collapse in global industrial activity as
well as investment and consumer outlays during
the fourth quarter of 2008 and first quarter of
2009 cut sharply into demand for oil. World crude
oil demand fell a hefty 3.7 percent between the
final quarter of 2008 and the first of 2009, stand-
ing more than 3 million barrels per day (mb/d)
lower than a year earlier. For 2009 as a whole, oil
demand is anticipated to decline by 2.16 mb/d
with continuing large falloffs in high-income coun-
tries and only moderate gains across developing
countries. Oil producers in the Middle East and
North Africa region have responded quickly by re-
ducing supply in an effort to support prices at a
tenable “floor level.”

Output among the GCC exporters has been
trimmed by some 10.6 percent (year-over-year)
over the course of the last months of 2008 through
May 2009, led by large cutbacks in Kuwait
(14 percent) and Saudi Arabia (12.7 percent). Pro-
duction has been reined in by the developing ex-
porters of the region, with Algerian output declin-
ing 11 percent and that of the Islamic Republic of
Iran by 7 percent. This development alone will re-
duce growth in the oil economies of these coun-
tries by substantial margins in 2009, carrying
overall GDP growth lower by an average of some
5 percentage points compared with 2008. Both
Saudi Arabia and Kuwait are projected to slip into
recession during 2009, with growth for all ex-
porters falling from 6.2 percent in 2008 to 2 per-
cent in 2009. Spillovers from this development to
the diversified group of economies are anticipated
to be widespread and adverse, running the scope
from reduced FDI inflows to lower remittances
and reduced tourism from the Gulf to other coun-
tries in the region (earlier a quickly increasing
trend).

For the more diversified economies, export
volumes and values have declined by as much as
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35 percent in nominal terms since September
2008. A key determinant for this development is
the collapse of import demand in the Euro Area
(as well as the United States). For example
French import volume declined 19 percent during
the first quarter of 2009 on the heels of a 12 per-
cent contraction in the previous quarter (saar).
Exports from Morocco dropped 45 percent from
September 2008 through February 2009, from
Tunisia 31 percent, and from Jordan 18.4 per-
cent. However, industrial production has held up
better than in most other developing regions,
with output over the same period down by some
5 percent in most countries in the Middle East
and North Africa compared with 15 or more per-
cent for the world as a whole. For example,
Egyptian production stood 30 percent above year
—earlier levels in November 2008 while in Jordan
it was 26 percent higher in January 2009 than a
year before. As more recent data become avail-
able, they will undoubtedly show substantial
deterioration for countries with important trade
links to Europe.

Countries such as Egypt, Morocco, Tunisia,
Jordan and Lebanon derive both balance of pay-
ments support and needed domestic income
through exports of services, notably tourism and
business services, remittance receipts from workers
abroad (largely from Europe and the GCC coun-
tries), and more recently, strong FDI flows, which
have helped to underpin and catalyze domestic pri-
vate and public capital expenditures. Such flows
amount to substantial proportions of GDP for these
countries. In Egypt, for example, total flows repre-
sented 18.7 percent of GDP in 2007, of which re-
mittances 5.7 percent, tourism 5.5 percent, and FDI
7.6 percent. Given the current global and regional
economic environment, these income and invest-
ment flows are slated to decline both in absolute
terms and as a share of GDP, with negative conse-
quences for current-account deficits and domestic
demand (figure A.14).

A large number of countries within the region
suffered heavily from the food and fuel crisis
which preceded the onset of the global financial
crisis. The Middle East and North Africa is the
world’s largest net food importing region. As food,
notably grains prices escalated at a record pace
over 2006 to mid-2008, and oil prices moved up,
while terms of trade for countries oil-importing
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Figure A.14 Remittances, FDI and tourism revenues
decline as a share of GDP
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countries in the region such as Morocco, Tunisia,
Lebanon, Jordan and Egypt plummeted. Inflation
moved into double digits in several countries
linked to the food and fuel price increases, and au-
thorities undertook measures to offset the more
adverse effects on the poor, including increased
subsidies, measures to boost incomes through
higher civil service wages, and finally a move-up in
interest rates in a number of countries to counter
the inflationary impulse. One brighter aspect of
the current conjuncture is that inflation rates
across the region are easing, as the gains in both
food and fuel prices unwind, serving to boost the
purchasing power of consumers. For example,
Tunisian CPI inflation softened to 3.1 percent in
February 2009 (year-on-year) from 4.9 percent
during 2008, Jordan’s to 1.5 percent from 14.9
percent, while Saudi Arabian inflation has
dropped to 6 percent from 10 percent in 2008.

Outlook

GDP growth for the developing countries in the re-
gion is projected to halve from 6 percent in 2008 to
3.1 percent in 2009 (table A.11). For the broadly
geographic region, including the GCC countries,
the slowdown is expected to be still more pro-
nounced, shifting from growth of 5.6 percent in
2008 to gains of just 1.6 percent in 2009, largely
reflecting the sharp decline in oil output (see Memo
items to table A.11).
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Table A.11 Middle East and North Africa forecast summary

annual percent change unless indicated otherwise

Forecast

Indicator 1995-2005° 2006 2007 2008 2009 2010 2011
GDP at market prices (2000 $) 4.4 5.3 5.4 6.0 3.1 3.8 4.6
GDP per capita (units in $) 2.7 3.5 3.6 4.2 1.3 2.1 2.9
PPP GDP¢ 4.5 5.3 5.5 6.1 3.0 3.6 4.4
Private consumption 4.1 5.8 6.1 7.2 2.8 4.0 4.9
Public consumption 3.4 4.2 3.1 6.6 8.6 7.6 6.8
Fixed investment 6.3 1.2 23.3 19.7 3.8 6.0 7.5
Exports, GNFS¢ 5.1 7.3 8.2 7.6 -2.0 2.9 51
Imports, GNFS¢ 5.8 7.8 19.5 18.2 0.6 5.4 7.1
Net exports, contribution to growth -0.4 -0.5 —4.2 —4.7 -0.9 -1.5 -1.6
Current account bal/GDP (%) 2.9 16.3 13.0 13.0 -1.6 -1.5 -1.8
GDP deflator (median, LCU) 5.2 3.8 4.4 16.9 4.8 9.8 7.6
Fiscal balance/GDP (%) 5.0 -2.7 -0.5 -1.5 —-5.4 -3.6 -3.5
Memo items: GDP
MENA Geographic Region® 4.1 4.8 4.9 5.6 1.6 3.5 4.4
Selected GCC Countries' 3.6 4.0 4.0 4.9 -0.5 3.0 4.3
Egypt 4.4 6.8 7.1 7.2 3.8 4.2 5.0
Iran 4.8 5.7 6.2 6.9 2.5 3.0 4.0
Algeria 4.0 1.8 3.0 3.0 2.2 3.5 4.0

Source: World Bank.
Note:

a. Growth rates over intervals are compound average; growth contributions, ratios and the GDP deflator are averages.

b. GDP measured in constant 2000 U.S. dollars.
c. GDP measured at PPP exchange rates.
d. Exports and imports of goods and non-factor services.

e. Geographic region includes high-income countries: Bahrain, Kuwait, Oman and Saudi Arabia.

f. Selected GCC Countries: Bahrain, Kuwait, Oman and Saudi Arabia.

Across countries in the region, the extent of
the slowdown is expected to vary depending on
trade links to Europe (falling export market
growth), reliance on oil revenues, and initial fiscal
and external account positions. Oil exporters with
large populations (Algeria, the Islamic Republic of
Iran, and the Syrian Arab Republic) are much
more fiscally constrained than oil exporters with
smaller populations; as a result these countries en-
tered the crisis with significantly weaker fiscal and
external positions. Governments, like Algeria,
with sufficient international reserves or large sov-
ereign wealth funds are using fiscal policy to cush-
ion the downturn, while others with limited re-
sources (such as the Islamic Republic of Iran) have
responded to the crisis and declining revenues by
reducing government spending pro-cyclically.
Growth in these countries is projected to decline,
with total output growth decelerating in Algeria
from 3 percent in 2008 to 2.2 percent in 2009, and
from 6.9 percent to 2.5 percent in the Islamic
Republic of Iran.

The projected weak recovery in global de-
mand for oil is expected to restrain the recovery in

these countries, with growth increasing only grad-
ually to 3.0-3.5 percent in 2010 and to 4 percent
by 2011. Because of the sharp falloff in oil prices,
current account balances are projected to deterio-
rate sharply among developing oil exporters from
23.8 percent of GDP in 2008 to 3.5 percent by
2011.

Prospects for several of the more diversified
economies of the region, including Jordan and
Lebanon, are dependent on remittances, FDI
flows, tourism, and foreign aid, and therefore their
prospects will depend on those of the Gulf States
and to a lesser extent those of the international
donor community. Growth in this group of coun-
tries is projected to decline from a relatively robust
5.6 percent in 2008 to 3.9 percent in 2009
(table A.12). Within this group, Lebanon and
Jordan entered the crisis with weak macroeco-
nomic positions—high debt, and current account
and fiscal deficits. GDP growth in both countries
is projected to slow by more than 3 percentage
points in 2009. Reduced remittances, FDI, and
tourism are expected to weigh heavily on exter-
nal balances in both countries, especially given
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Table A.12 Middle East and North Africa country forecasts

annual percent change unless indicated otherwise

Forecast
Country/indicator 1995-2005° 2006 2007 2008 2009 2010 2011
Algeria
GDP at market prices (2000 $)® 4.0 1.8 3.0 3.0 2.2 3.5 4.0
Current account bal/GDP (%) 8.2 49.0 35.8 37.3 4.1 -0.9 —4.6
Egypt, Arab Rep.
GDP at market prices (2000 $)® 4.4 6.8 7.1 7.2 3.8 4.2 5.0
Current account bal/GDP (%) 0.4 2.4 0.3 —6.5 —6.1 -35.8 -5.3
Iran, Islamic Rep.
GDP at market prices (2000 $)® 4.8 5.7 6.2 6.9 2.5 3.0 4.0
Current account bal/GDP (%) 7.2 28.6 28.9 37.4 5.9 7.4 7.2
Jordan
GDP at market prices (2000 $) 4.7 6.3 6.6 5.5 2.5 3.5 4.5
Current account bal/GDP (%) 0.0 -11.3 -17.0 -27.5 —10.1 -10.3 —-10.4
Lebanon
GDP at market prices (2000 $) 3.3 -0.6 7.5 6.5 2.5 4.5 5.0
Current account bal/GDP (%) -19.5 -5.4 -8.0 —-14.7 —6.1 -5.4 —4.8
Morocco
GDP at market prices (2000 $) 4.4 8.0 2.2 6.4 3.2 4.5 5.5
Current account bal/GDP (%) 0.7 2.0 -0.3 —6.1 -2.4 -2.7 -2.5
Syrian Arab Republic
GDP at market prices (2000 $)® 3.2 51 4.2 5.2 3.0 3.5 4.5
Current account bal/GDP (%) 3.0 2.5 2.1 0.9 -7.7 -6.9 -6.7
Tunisia
GDP at market prices (2000 $)® 5.0 5.5 6.3 4.5 3.0 4.0 5.0
Current account bal/GDP (%) -3.0 -2.0 -2.6 —-5.4 —4.7 -3.3 -1.6
Yemen, Rep.
GDP at market prices (2000 $)® 4.9 3.2 3.0 4.0 7.7 5.0 4.0
Current account bal/GDP (%) 3.1 1.2 —8.0 —-6.5 -9.2 -3.4 -1.0

Source: World Bank.
Note:

In the current very volatile global environment, World Bank forecasts are frequently updated based on new information and changing assump-
tions. Moreover, the confidence intervals around these point forecasts are larger than usual. As a result, the projections presented here may
differ from those contained in other Bank documents, even if basic assessments of countries’ prospects do not significantly differ at any given

moment in time.

Djibouti, Iraq, Libya, and West Bank and Gaza are not forecast owing to data limitations.
a. Growth rates over intervals are compound average; growth contributions, ratios and the GDP deflator are averages.

b. GDP measured in constant 2000 U.S. dollars.

expected reductions in capital flows. Current ac-
counts in the two countries in 2008 represented 15
and 27 percent of GDP, respectively. Lower oil
prices and a forced reduction in imports caused by
the lack of available external financing are ex-
pected to bring those deficits down by more than
10 percent in each country in 2009.

The Republic of Yemen is projected to buck
the global trend for slower growth in 2009 with
the coming on-stream of new liquid natural gas
(LNG) plants. In Djibouti, the operation of a new
port facility by Dubai World and spending by
foreign military bases is projected to provide a
cushion and prevent a sharp decline in GDP
growth. The diversified countries of North Africa

(Egypt, Morocco, and Tunisia) entered the crisis
with relatively good macroeconomic positions
and have experienced limited fallout in their own
financial systems. However, the real-side of the
crisis has been keenly felt, because of their close
trade and financial ties to high-income Europe
and their reliance on European tourism and re-
mittance flows. In Egypt, fourth-quarter GDP ex-
panded by only 4.1 percent in 2008 compared
with 7.7 percent a year earlier; monthly job cre-
ation fell by 30 percent and foreign investment
flows by 48 percent. Reflecting the continuation
of these trends into the rest of the year, GDP is
projected to slow by 3 percentage points or more
in Egypt and Morocco, with the former’s GDP

131



APPENDIX:

REGIONAL OUTLOOKS

growth easing to 3.8 percent from 7.2 percent in
2008, and Moroccan output down from 6.4 per-
cent to 3.2 percent in 2009.

Prospects for recovery in the developing coun-
tries in the Middle East and North Africa will de-
pend importantly on the strength of the eventual
revival of growth in Europe and in the GCC coun-
tries. Continued weakness in the price of oil, the
persistent drag of global finance, weak remittance
flows, and strong negative wealth effects from
falling real-estate and equity prices in the region
are all projected to restrain recovery. GDP is
expected to increase by 3.8 percent in 2010 and
4.6 percent by 2011, but because of the amplitude
of the slowdown already experienced, unemploy-
ment and spare capacity, especially in the oil sector,
will continue to be issues even at the end of the
forecast period. This general pattern is expected to
be mirrored in both the resource-rich and resource-
poor countries of the region, with the recovery still
more muted among the oil exporters.

Risks and uncertainties

In many respects, the risks going forward for coun-
tries in the region are the same as for the global
economy. On the downside is the worrying risk
that instead of a slow recovery, as projected in the
baseline, the recession lasts significantly longer and
is associated with secondary crises in countries
with large current account deficits (see chapter 1).
Although many countries in the Middle East and
North Africa region would be affected negatively
by a further drying up of foreign capital flows,
weaker exports, and remittances, Jordan and
Lebanon—two countries with large current-
account deficits—face the largest risk of a balance-
of-payments crisis in a protracted recession sce-
nario. Should a lack of access to foreign exchange
form a binding constraint and official assistance
and remittance flows are unable to fill the gap, the
countries could be forced into a very painful re-
structuring process accompanied by large currency
depreciation and a reduction in domestic demand
in order to restore external balance. Inevitably, this
would lead to much higher unemployment and in-
creased social tensions. Other countries in the region
would be less dramatically affected by a prolonged
recession scenario. Weaker trade flows, lower remit-
tances, and tourism receipts would likely extend the
growth recession further in the region and result in
an even larger buildup in spare capacity.

The outlook for global energy demand and
world oil prices is another key risk for the region.
In the baseline, energy demand is projected to re-
main low and oil prices are unlikely to increase
much beyond current levels. With recent OPEC
production cuts and with Saudi Arabia’s increase
in its production capacity to 12.5 million barrels a
day (thanks to recent investment), there is suffi-
cient slack to absorb any decline in supply that
might be caused by unanticipated supply disrup-
tions in other markets.

South Asia

Recent developments

mid the onset of the global crisis in September

2008, GDP growth in South Asia registered a
relatively resilient 7.1 percent in 2008, albeit down
significantly from the robust 8.7 percent outturn of
2007, on a calendar-year basis. This 1.6 percentage
point falloff in growth compares favorably with
the 3.4 and 2.9 percentage point declines in the
East Asia and Pacific and Europe and Central Asia
regions. South Asia’s economies have been cush-
ioned somewhat from the real-side effects of the
crisis because exports represent a relatively small
share of the region’s GDP and because their finan-
cial market integration is limited. Production is
less specialized in manufacturing or natural
resources—sectors that have been hit particularly
hard by the crisis. Real incomes and consumer
demand in the region have been bolstered by the
collapse in global commodity prices, notably that
of oil. However, employment of migrant workers
and remittances inflows to the region are facing
strong headwinds in the wake of the fall-off in ac-
tivity in high-income host countries. A number of
economies have been forced to undertake sharp
adjustment measures to address macroeconomic
imbalances, which has led to a slowdown in do-
mestic demand. Pakistan faced a balance-
of-payments crisis in the second half of 2008, even-
tually reaching an agreement with the IMF toward
the end of the year. Sri Lanka—currently in discus-
sion with the IMF on a stand-by facility (as of
end-May)—and the Maldives are also struggling
with large imbalances, especially so in the Maldives
where the current account deficit surged to 53 per-
cent of GDP and the fiscal deficit increased to
14 percent of GDP.

132



The immediate impact of the crisis on the
South Asian economy was most apparent in fi-
nancial markets, although the banking sector
was relatively unscathed—given the region’s
minimal exposure to toxic assets and the limited
presence of foreign commercial and investment
banks. Stock markets were buffeted largely in
line with global equities, especially through the
end of 2008. Since that time, equity markets in
the region have stabilized, with some bourses
posting gains as of the end of May 2009. Stock
markets in India, for example, advanced in April
and May, with a surge following recent elections
that boosted market sentiment and underpinned
expectations of an accelerated reform program
and greater openness to foreign investors. Mar-
kets in Bangladesh witnessed less extreme
volatility than other regional stock markets, as
its equity market is not highly capitalized,
trading is thin, and foreign participation is low
(2.5 percent of total assets are held by foreign in-
vestors). Regional bond markets also suffered
from the sharp deterioration in investor senti-
ment and widespread deleveraging by commer-
cial banks in developed countries, which resulted
in a withdrawal of investment funds from emerg-
ing markets in the fall of 2008. Bond spreads
surged for sovereigns in the region, and spreads
for emerging market corporate borrowers effec-
tively barred them from the market—notably for
Pakistan and Sri Lanka. As global markets have
begun to thaw, and after Pakistan and Sri Lanka
began to work with the IMF on stabilization
packages, spreads have narrowed significantly.
As of late May 2009, spreads had declined to
1,298 basis points in Pakistan and 957 points in
Sri Lanka from 2,221 and 2,455 in December
and October of 2008, respectively. Nonetheless,
spreads remain substantially above the emerging
market average of 473 basis points (figure A.15).

Gross capital inflows—international syndi-
cated bank lending, equity placements, and bond
issuance—to South Asia had surged in recent
years, but collapsed in the aftermath of the crisis.
Flows to South Asia fell by 29 percent in 2008,
among the sharpest declines posted among devel-
oping regions. In the first quarter of 2009, inflows
to Bangladesh, Pakistan, and Sri Lanka fell to zero,
while in India they were extremely subdued, down
64 percent relative to inflows recorded during the
first quarter of 2008. In India, gross inflows were
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Figure A.15 JP Morgan Emerging Market Bond
Index (EMBI), stripped spreads
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primarily composed of bank loans, with a trickling
of equity inflows for the first quarter of 2009.
Gross financial flows posted a recovery in India
during April and May, as international investor
confidence improved on early indications of a re-
covery for global growth and on expectations that
the country is well-placed to benefit from an even-
tual turnaround. Markets have also reacted posi-
tively to the decisive election outcomes.

Capital inflows, including recent record-high
FDI inflows, had become a significant source of
finance for the rapid rise in regional investment
(particularly for corporate capital expenditures in
India) and a key driver of regional GDP growth
over recent years (table A.13). As a consequence,
their reversal has contributed to a sharp falloff in
regional investment growth. For example, in
Pakistan, FDI represented 13.4 percent of gross
domestic investment in 2007 but has since declined
by more than half, sapping badly needed capital
for investment programs. In India, FDI inflows fell
from 4.6 percent of gross domestic investment in
the third quarter of 2008 to only 0.7 percent dur-
ing the fourth quarter of the year. In contrast, in
Bangladesh, FDI has been relatively resilient.
Despite the crisis, inflows between July 2008 and
February 2009 were twice as high as in the previ-
ous year and are projected to reach 1.4 percent of
GDP in the current fiscal year.

On a net basis, total private and official cap-
ital flows to the region contracted by one-third
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Table A.13 Net capital flows to South Asia
$ billions

Indicator 2002 2003 2004 2005 2006 2007 2008p
Current account balance 11.4 12.5 -1.0 -12.4 -16.6 -20.5 -59.1
as % of GDP 1.8 1.6 —0.1 —1.2 -1.5 -1.5 -3.9
Net private and official inflows 7.4 13.8 25.4 28.6 76.6 116.5 77.0
Net private inflows 9.7 15.5 24.3 25.4 71.9 112.5 66.5
Net equity inflows 7.7 13.4 16.8 22.7 33.6 66.0 65.5
Net FDI inflows 6.7 5.4 7.8 10.3 23.2 29.9 47.5
Net portfolio equity inflows 1.0 8.0 9.0 12.4 10.4 36.1 18.0
Net debt flows -0.3 0.4 8.6 5.9 43.0 50.5 11.5
Official creditors -2.3 -1.7 1.1 3.2 4.7 4.0 10.5
World Bank -1.0 -0.1 2.1 2.3 1.9 1.9 1.4
IMF 0.1 -0.1 -0.3 0.0 -0.1 -0.1 3.2
Other official -1.4 -1.5 —0.7 0.9 2.9 2.2 5.9
Private creditors 2.0 2.1 7.5 2.7 38.3 46.5 1.0
Net M-L term debt flows 0.2 1.4 4.9 1.1 20.3 27.2 1.8
Bonds -0.7 -3.1 4.1 =29 4.3 9.5 1.5
Banks 1.0 4.5 1.1 4.1 16.0 17.7 5.9
Other private -0.1 0.0 -0.3 —0.1 0.0 0.0 -5.6
Net short-term debt flows 1.8 0.7 2.6 1.6 18.0 19.3 -0.8
Balancing item? 8.2 9.6 3.0 —-10.4 -19.8 5.0 —44.8
Change in reserves (— = increase) -27.0 —35.9 —27.3 -5.8 —40.2 —101.0 27.0
Workers’ remittances 24.1 30.4 28.7 33.1 39.6 52.1 66.0
Source: World Bank.
Note:
p = projected.
a. Combination of errors and omissions and net acquisition of foreign assets (including FDI) by developing countries.
in 2008 from a record-high $116.5 billion in Figure A.16 South Asian exports, values
2007. The contraction was led by a halving of 5.7, s percent change
portfolio equity inflows plunging private creditor 50 -
bond issuance and syndicated bank loans, which Bangladesh
contracted 84 percent and 67 percent, respec- 4
tively. In contrast, during 2008, net FDI inflows 30
Pakistan

grew 59 percent, coming to represent nearly two-
thirds of total net inflows. This sharp increase in
net FDI inflows was driven by surges in FDI to
India and Pakistan—largely accumulated prior to
the onset of the crisis—which registered gains of
52 percent and 59 percent, respectively.
Although less immediate than the transmis-
sion to the financial sector, the crisis has also had a
severe impact on trade flows (figure A.16). This
has become increasingly evident as the collapse in
demand—most pronounced among the high-income
countries—led to a falloff in exports that has be-
come more pervasive across the global economy in
the first quarter of 2009. In the six months
through March 2009, regional merchandise ex-
ports in dollar terms fell by one-third from August
2008 pre-crisis levels. This stands in stark contrast
to the 17 percent boom in export growth posted
in the six months through March 2008. In India,
Pakistan, and Sri Lanka, exports are contracting
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at double-digit annual rates (seasonally adjusted),
down 33 percent, 27.5 percent (both as of March
2009), and 11.6 percent (as of February), respec-
tively. In Bangladesh, exports averaged 3 percent
annualized growth during the three months
through January 2009, down from a peak of
72 percent in July 2008. Regional merchandise

134



imports have also contracted sharply, reflecting
weakening domestic demand and the steep fall in
international commodity prices, particularly oil.
In the six months through March 2009, regional
merchandise import values fell 30 percent from
August 2008 pre-crisis levels, contracting just
slightly less than the 33 percent recorded for ex-
ports over the same period. As the level of imports
is significantly larger than exports in most coun-
tries, this has led to a general improvement in
trade balances.

The marked deterioration in investor confi-
dence, collapse in capital flows and plummeting
external demand and trade are translating into a
significant falloff in industrial production. High
frequency data for South Asia (where available)
show a decidedly sharp slowdown—if not outright
contraction—in economic activity in recent
months. Industrial production in India was down
2.4 percent in March 2009 from a year earlier and
in Pakistan it was down 20.6 percent. In India, in-
dustrial activity has been generally trending down-
ward since late 2006, recording a halving of
growth to 4.4 percent in 2008, compared with
outturns of 10 percent growth in both 2006 and
2007. In Pakistan, industrial production has
posted negative readings since July 2008, now
down 23 percent on an annualized basis as of
March 2009, from an expansion of 5.5 percent
during 2007. In Bangladesh, manufacturing out-
put has slowed markedly, falling to 2.8 percent
in December (year-on-year). During the fourth
quarter of 2008, production slowed to 4.4 per-
cent, nearly one-third the 12.6 percent pace
recorded in the preceding quarter (figure A.17).

Reflecting the collapse in food and fuel
prices since the recent peak in mid-2008 and
falling domestic demand, regional inflationary
pressures have subsided and disinflation is evi-
dent across the region. Indeed, at one extreme,
Afghanistan recently registered sharp deflation
of 9.7 percent at an annual rate in April 2009.
This compares with a recent high rate of infla-
tion of 47.8 percent in May 2008 and reflects a
sharp fall of food prices, as agricultural output
has rebounded dramatically following the severe
drought of last year.!' Elsewhere in the region,
the path of disinflation is particularly marked in
Sri Lanka, where the consumer price index has
come down by 25 percentage points since a re-
cent peak in June 2008, reaching an annual rate
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Figure A.17 Industrial production in South Asia

3-month moving average, y/y % change, seasonally adjusted
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Sources: World Bank; Thomson Datastream.

of 3.3 percent in May 2009. Disinflationary
pressures are less pronounced elsewhere in the
region, although also clearly evident. In India,
wholesale producer prices moderated sharply
(reaching close to a zero annual rate in March),
although consumer price inflation has proven
more sticky downward (at just below 10 percent
in March). In Bangladesh, inflation moderated
to 5 percent in March 2009, down from a recent
peak of 10.8 percent in August 2008. In the
Maldives, inflation has also eased significantly
to 11.2 percent in March, compared with a year
ago, down from over 17 percent in July 2008.
In Pakistan, notably, inflationary pressures have
proven more stubborn. While the consumer
price index in Pakistan is down by a marked
8 percentage points since August 2008, it re-
mains in double digits at an annual rate of
17.2 percent in March 2009—among the highest
rates in the world. Inflation in Nepal also re-
mains at double-digit rates (14.4 percent as of
March), with limited pass-through to consumers
of lower international commodity prices.

In the immediate aftermath of the crisis,
remittance inflows to South Asia rebounded.
However, this was an apparently temporary phe-
nomenon, because migrant workers who have lost
foreign jobs are reported to be returning to their
home countries with accumulated savings. More
recently, remittance inflows have begun to dwin-
dle, if not contract. For example, in Bangladesh,
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although remittance inflows have continued to
grow, the rate of increase has declined sharply
from an annual rate of 50 percent pace in August
2008 to only 9.6 percent in April 2009. In Sri
Lanka, net remittances inflows declined 3.8 per-
cent in March 2009 over a year ago, posting the
fifth consecutive month of decline (on the heels of
an 18 percent decline in February)—compared
with over 22 percent annual growth rate for the
third quarter of 2008.

Tourism, a key source of foreign exchange
and economic growth in a number of regional
economies, has also been negatively affected by the
global crisis. In Bhutan, where tourism recently
contributed 7 percent to GDP growth, tourist ar-
rivals declined 37.8 percent (year-on-year) in
March 2009, compared with growth of 40 percent
in 2008. In the Maldives, tourism activity, which
represents over one-third of GDP, has declined by
about 10 percent. In Sri Lanka, the recently ended
civil war contributed to an 11 percent fall in
tourist arrivals during 2008. In Nepal, tourist
arrivals are mixed, shrinking 17.6 percent in
March 2009 over the previous year and growing
15.8 percent in April. Until recently, tourism rev-
enues in Nepal were rising rapidly, up to 2.3 per-
cent of GDP in fiscal 2007/08 (through June
2008), roughly double the outturn of the previous
year on the improved security situation and
emerging political stability.

The policy response by regional governments
to the slowdown has been mixed. Most countries
have relied on monetary measures, because fiscal
space is highly constrained. Monetary policy has
been eased in line with significantly lower infla-
tionary pressures in most countries. In some cases,
central banks rapidly introduced cuts to their
benchmark rates after the credit crunch took hold
in September 2008. Regional exchange rate poli-
cies have also shifted (notably in India, and more
recently in Sri Lanka), where countries relatively
quickly shifted from defending their currencies to a
posture of conserving international reserve hold-
ings. Currencies across the region depreciated
against the dollar—a pattern evident across most
developing countries—with international investors
shifting to ‘safe-haven’ assets. Against a trade-
weighted basket of currencies, in nominal terms,
the extent of depreciation was more modest. For
example, the Indian rupee depreciated by close to

20 percent against the US dollar from August 2008
to March 2009, but by only 6.6 percent against the
trade-weighted basket of currencies over the same
period. Adjusting for inflation rates across trade
partners, the pattern is more mixed. For instance,
the real effective exchange rates (REER) for the In-
dian rupee depreciated close to 9 percent between
August 2008 and March 2009. In contrast,
whereas Pakistan’s rupee depreciated by 13.5 per-
cent from August 2008 to March 2009 against
the US dollar, the REER for the Pakistani rupee
appreciated by just over 9 percent over the same
period—in part reflecting its significantly higher
inflationary pressures compared with its trade
partners.

Among developing regions, South Asia entered
the crisis with the least fiscal space. Before the onset
of the crisis, general government fiscal deficits ex-
ceeded 5 percent of GDP in India, Pakistan, and
Sri Lanka, and in the Maldives it exceeded 10 per-
cent. In Bangladesh the deficit represented close to
4 percent of GDP. Despite limited resources, India,
and Bangladesh have introduced fiscal stimulus
packages to support domestic demand. In India,
where fiscal policy had already become much more
expansionary before the crisis, the government in-
troduced a fiscal stimulus package in late 2008. The
fiscal 2008/09 stimulus measures, geared at boost-
ing demand, are equal to about 3.5 percent of
India’s GDP. As a consequence, the public sector
deficit is projected to have increased from 5.8 per-
cent of GDP in 2007 to 9.8 percent in 2008 and to
over 12 percent as of early-2009. In Bangladesh, the
government announced a stimulus package in late-
April 2009, focused on providing assistance to the
export sector, remittance flows, the annual develop-
ment program, and investment projects. For the
final quarter of fiscal 2008/09 ending in June 2009,
stimulus spending from the package comes to 34 bil-
lion taka (or about 0.7 percent of 2007/08 GDP).

Meanwhile, in the Maldives, where the deficit
has surged to an estimated 14 percent of GDP, the
government is facing a fiscal crisis. The problem
began building in 2005 in the aftermath of the
December 2004 tsunamij as the government hiked
outlays for reconstruction, many recurrent expen-
ditures were increasingly unrelated to the recon-
struction effort. While less extreme, fiscal pressures
in Sri Lanka are also rising, in this case because of a
steep decline in tax revenue. During the first two
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Forecast

Indicator 1995-2005° 2006 2007 2008 2009 2010 2011
GDP at market prices (2000 $) 6.0 9.0 8.4 6.1 4.6 7.0 7.8
GDP in calendar year basis® 6.1 9.3 8.7 7.1 5.5 7.1 7.7
GDP per capita (units in $) 4.1 7.3 6.8 4.6 3.2 5.7 6.4
PPP GDP¢ 6.0 9.1 8.5 6.1 4.6 7.1 7.8
Private consumption 4.7 6.3 7.3 3.8 3.7 5.6 6.3
Public consumption 4.9 10.4 6.3 17.5 8.9 4.7 4.0
Fixed investment 8.0 14.7 13.6 11.4 6.3 10.6 11.5
Exports, GNFS¢ 10.9 17.4 8.1 10.4 -2.6 7.1 10.8
Imports, GNFS¢ 10.5 22.4 8.0 15.2 0.4 6.9 9.5
Net exports, contribution to growth -0.2 -1.8 -0.4 -1.7 -0.7 -0.4 -0.4
Current account bal/GDP (%) -0.6 -1.5 -1.5 -3.9 -1.7 -2.4 -2.5
GDP deflator (median, LCU) 6.3 6.7 7.8 12.0 9.7 5.1 5.5
Fiscal balance/GDP (%) -7.7 -5.6 —6.4 -8.9 -10.9 -11.3 -9.2
Memo items: GDP
South Asia excluding India 4.5 6.8 6.3 5.9 2.6 3.4 4.8
India 6.4 9.7 9.0 6.1 51 8.0 8.5
Pakistan 4.1 6.9 6.4 5.8 1.0 2.5 4.5
Bangladesh 5.3 6.6 6.4 6.2 5.0 4.5 5.0

Source: World Bank.
Note:

National income and product account data refer to fiscal years (FY) for the South Asian countries with the exception of Sri Lanka, which
reports in calendar year (CY). The fiscal year runs from July 1 through June 30 in Bangladesh and Pakistan, from July 16 through July 15 in
Nepal, and April 1 through March 31 in India. Due to reporting practices, Bangladesh, Nepal and Pakistan report FY2007/08 data in

CY2008, while India reports FY2007/08 in CY2007.

a. Growth rates over intervals are compound average; growth contributions, ratios and the GDP deflator are averages.

b. GDP measured in constant 2000 U.S. dollars.
c. GDP measured at PPP exchange rates.
d. Exports and imports of goods and non-factor services.

months of 2009, customs revenues are estimated to
have shrunk by an annual rate of 50 percent.

The government of Pakistan is pursuing fiscal
consolidation under the new IMF program reached
in November 2008, with the burden of adjustment
falling primarily on expenditures. As of Decem-
ber 2008 (halfway through the fiscal year), the gov-
ernment is on track to reduce the deficit to 4.3 per-
cent of GDP from 7.4 percent a year earlier. Nepal is
also bucking the trend of growing deficits and is ac-
tually expected to register a budget surplus, attribut-
able to improved tax receipts (up 38 percent) and
reduced capital expenditures.

Outlook

The outlook for regional growth remains highly
uncertain, given the synchronized nature of the
slowdown in growth across the globe. There are
significant uncertainties tied to potential negative
feedback loops between the real and financial sec-
tors within and among countries and about how

massive swings in commodity prices and exchange
rate will ultimately affect different industries.

In the baseline scenario of a deep global reces-
sion followed by a slower-than-normal recovery,
GDP growth in South Asia is projected to slow
sharply to 5.5 percent in 2009, compared with
7.1 percent in 2008, on a calendar-year basis (table
A.14). This compares favorably with the decelera-
tion in growth of 4.7 percentage points projected for
all developing countries and especially with Europe
and Central Asia, Latin America and the Caribbean,
and the OECD economies where output is projected
to decline. All components of demand are being hit,
with investment growth in particular being com-
pressed by a contraction in external demand—with
world trade projected to contract 10 percent in
2009. Private consumption is projected to decelerate
in the wake of job losses, weaker remittance inflows,
and heightened uncertainty. Government consump-
tion is also projected to ease significantly, as a result
of falling revenues and higher borrowing costs.
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The regional fiscal balance is projected to dete-
riorate in 2009 to a deficit of 10.9 percent of GDP
from an estimated 8.9 percent in 2008. On the
expenditure side, higher borrowing costs will also
come into play. Interest payments represent over
20 percent of total outlays for South Asia, by far the
highest share among developing regions. India,
Pakistan, and Sri Lanka are most vulnerable in this
respect, with interest payments accounting for
20 percent, 26.3 percent, and nearly 29 percent of
central government expenditures, respectively. On
the revenue side, the collapse in trade activity is dis-
proportionately hitting the revenue stream because
taxes on international trade represent nearly 15 per-
cent of revenues for the region, more than double
the share for developing countries as a group.
Bangladesh and the Maldives are particularly reliant
on taxes on trade, which represent 33 percent and
30 percent of their total revenues, respectively.

In response to the collapse in external demand,
regional exports of goods and services are proj-
ected to contract in 2009. All export categories are
facing downward pressures; information technol-
ogy industries (India) are considered especially vul-
nerable to the downturn in financial sector activity,
and textile exports (Bangladesh, Pakistan, Sri Lanka)
and tourism (Bhutan, Maldives, Nepal, and Sri Lanka)
are vulnerable to cuts in discretionary spending.
However, the regional current account deficit is
projected to shrink to 1.7 percent of GDP in 2009
from 3.9 percent in 2008 because import expendi-
tures are projected to slow sharply with weaker
domestic demand growth, given the projected im-
provement in the terms of trade.

Weak economic conditions in high-income
countries are projected to reduce remittances in
labor-exporting countries in 2009. For example,
foreign employment of Bangladeshi workers de-
clined 27.4 percent in the eight months ending
March 2009, compared with the same period in
the preceding year. Inevitably this decline will
result in a significant downward adjustment in
remittance inflows to the country over the coming
period. Although remittances are typically
countercyclical—expatriates tend to send more
money to their country of origin in times of
need—the synchronized character of the global re-
cession has made them procyclical. They represent
a key supply of foreign exchange for regional
economies—equivalent to 18 percent of GDP in
Nepal, and 9 percent in both Bangladesh and

Sri Lanka (2007), 4 percent in Pakistan, and 3 per-
cent in India. In dollar terms, India received
$27 billion in remittance inflows 2007, the highest
level of inflows among developing countries. In
Pakistan, remittances are estimated to have cov-
ered 47 percent of the surging current account
deficit in fiscal year 2007/08.

Given the region’s strong underlying growth
dynamics, the negative impacts of the crisis are ex-
pected to begin to unwind in 2010 and 2011, with
a projected rebound in GDP growth to 7.1 percent
and 7.7 percent, respectively (table A.15). The rel-
atively rapid recovery in regional activity to close
to potential output growth comes despite the weak
recovery projected elsewhere and reflects the
lagged impact of recent monetary policy easing—
with some potential for further interest rate cuts.
Fiscal stimulus measures, where they are being
pursued, should also provide a boost to household
income and spending. Nevertheless, given the ex-
tent of the slowdown already absorbed, over the
forecast period GDP growth will persist below the
8.3 percent average outturn in the five years
through 2007.

Risks and uncertainties
Given the recent extremely high degree of volatil-
ity and massive shifts in demand across global
markets, the outlook remains highly uncertain,
particularly with respect to the timing of nega-
tive impacts and the rebound in activity. On the
upside, some industries could benefit from shifts
to lower-cost providers, such as for low-end
textiles (Bangladesh) and outsourcing (India). In
India, the reform agenda of the newly elected
government has already improved investor senti-
ment and could yield an even stronger recovery
in investment demand. In Sri Lanka, the recent
end of the decades old civil war has buoyed
domestic sentiment, which could also provide a
fillip to growth and stronger than envisioned
outcomes. A recovery of global growth that is
stronger and more rapid than currently antici-
pated would support higher growth outcomes for
South Asia, primarily through stronger external
demand leading to higher export growth, and an
improved risk appetite translating into higher
capital inflows.

Although such upside outcomes are possible,
downside risks are more pronounced. More nega-
tive growth outturns could be driven by a deeper

138



Table A.15 South Asia country forecasts
annual percent change unless indicated otherwise

APPENDIX: REGIONAL OUTLOOKS

Forecast
Country/indicator 1995-2005° 2006 2007 2008 2009 2010 2011
Bangladesh
GDP at market prices (2000 $)® 5.3 6.6 6.4 6.2 5.0 4.5 5.0
Current account bal/GDP (%) -0.6 2.0 1.2 0.9 0.9 0.6 0.4
India
GDP at market prices (2000 $)® 6.4 9.7 9.0 6.1 5.1 8.0 8.5
Current account bal/GDP (%) -0.4 -1.0 -1.0 —-3.4 —-1.4 -2.3 -2.5
Nepal
GDP at market prices (2000 $)® 4.1 2.8 3.2 4.7 3.0 3.5 4.0
Current account bal/GDP (%) -3.5 0.0 —2.6 1.1 2.5 2.0 1.3
Pakistan
GDP at market prices (2000 $) 4.1 6.9 6.4 5.8 1.0 2.5 4.5
Current account bal/GDP (%) -1.1 -5.4 -5.8 —-8.4 -5.2 —-4.5 —4.3
Sri Lanka
GDP at market prices (2000 $) 4.5 7.7 6.8 6.0 2.5 4.0 5.5
Current account bal/GDP (%) -3.2 -5.7 —4.5 -9.3 -3.6 -3.8 -3.7
Memo items: GDP on calendar year basis
South Asia 6.1 9.3 8.7 7.1 5.5 7.1 7.7
Bangladesh 5.0 6.3 6.5 6.3 5.6 4.7 4.8
India 6.6 9.9 9.3 7.3 5.9 8.1 8.5
Nepal 3.9 3.0 3.0 4.0 3.8 3.3 3.8
Pakistan 3.7 7.3 6.6 6.1 3.3 1.8 3.5

Source: World Bank.
Note:

In the current very volatile global environment, World Bank forecasts are frequently updated based on new information and changing assump-
tions. Moreover, the confidence intervals around these point forecasts are larger than usual. As a result, the projections presented here may
differ from those contained in other Bank documents, even if basic assessments of countries’ prospects do not significantly differ at any given

moment in time.

Afghanistan, Bhutan, Maldives are not forecast owing to data limitations.

National income and product account data refer to fiscal years (FY) for the South Asian countries with the exception of Sri Lanka, which
reports in calendar year (CY). The fiscal year runs from July 1 through June 30 in Bangladesh and Pakistan, from July 16 through July 15 in
Nepal, and April 1 through March 31 in India. Due to reporting practices, Bangladesh, Nepal and Pakistan report FY2007/08 data in

CY2008, while India reports FY2007/08 in CY2007.

GDP figures are presented in calendar years (CY) based on quarterly history for India. For Bangladesh, Nepal and Pakistan, CY data is
calculated taking the average growth over the two fiscal year periods to provide an approximation of CY activity.
a. Growth rates over intervals are compound average; growth contributions, ratios and the GDP deflator are averages.

b. GDP measured in constant 2000 U.S. dollars.

and more protracted global recession as outlined in
chapter 1. This would lead to weaker external de-
mand and a slower rebound in investment growth
in South Asia. A protracted global recession would
translate into a sharper decline in remittances than
forecast, where Bangladesh, Nepal, and Sri Lanka,
in particular, would be vulnerable. Additionally, in
such a scenario, foreign assistance could be curbed,
as high-income countries face their own mounting
fiscal pressures. Afghanistan, in particular, would
be exposed to significantly reduced aid flows,
where aid accounts for two-thirds of central gov-
ernment expenditures. However, given its geopoliti-
cal importance, a falloff appears unlikely. Reduced
aid would force a further contraction in fiscal
spending especially in countries like Bangladesh,

Pakistan, and Sri Lanka, where aid represents 21, 9,
and 9 percent of central government expenditures.
On the domestic front, downside risks are tied
in particular to the region’s large fiscal obligations
and relatively high reliance on taxes on trade and
large subsidy programs, both of which would lead
to heightened fiscal pressures in the event of a pro-
tracted global recession (figure A.18). Ongoing
budgetary pressures are also likely to lead to cuts
in development spending. Large fiscal deficits also
represent a threat to long-term growth, weighing on
potential output by crowding out private invest-
ment through the increased call on capital by the
public sector (by foreign and domestic agents) and
higher interest rates. Growing public sector obliga-
tions also are likely to translate into increased debt
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Figure A.18 Government revenue in South
Asia is very dependent on trade

Taxes on International Trade
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Source: World Bank.

ratios, raising the risk of default. Central gov-
ernment debt represents 85 percent of GDP in
Sri Lanka, over 70 percent in Bhutan, and close to
55 percent in India, the Maldives, and Pakistan.

With slower growth outturns and rising un-
employment, higher poverty is a significant politi-
cal, humanitarian and economic risk. South Asia’s
social protection spending is less developed than in
East Asia and the Pacific and the Middle East and
North Africa where social insurance spending rep-
resents 2.9 percent and 3 percent of GDP, respec-
tively. In South Asia it is less than half that amount
at 1.4 percent.

Separately, security threats, civil strife, and
political uncertainties remain of concern across
much of the region.

Sub-Saharan Africa

Recent developments

Ithough many countries in Sub-Saharan

Africa have only weak links to international
financial markets and relatively small manufac-
turing sectors, the financial crisis had immediate
consequences for countries in Sub-Saharan
Africa. Output and incomes in the region have
been negatively affected by falling commodity
prices, falling volume demand for metal and

mineral exports, and declining remittances and
tourism.

Partly because of increased uncertainty and
the generalized flight to quality that immediately
followed the outbreak of the crisis, but also because
lower commodity prices have reduced the attrac-
tiveness of private investment in the region, capital
flows to the region declined sharply (table A.16).
Some $5.7 billion in portfolio investment left South
Africa during the fourth quarter of 2008, up from a
$1 billion outflow in the third quarter. In Uganda
the outflow was much smaller—$119 million—but
contrasted even more sharply with a $9 million in-
flow in the third quarter of 2008. In South Africa,
foreign direct investment fell to 3.3 billion rand in
the fourth quarter from 22.4 billion rand in the
third quarter.

The same factors that precipitated the reversal
in capital flows also saw borrowing costs rise
sharply for those few countries in the region that
have access to international bond markets. Initially,
sovereign spreads jumped as high as 1,900 basis
points in the case of Ghana, but have since de-
clined (figure A.19). Nevertheless, sovereign
spreads for Ghana and Gabon remain between
220 and 375 basis points above their pre-September
15th level. For South Africa, spreads remain
50 basis points higher. Partly as a result of sharp
increases in external borrowing costs and unwill-
ingness to lend, many countries and firms post-
poned issuing new bonds, with emerging frontier
economies in the region being the most affected.
While official assistance to the region has in-
creased, the additional aid has not been sufficient
to close the widening financing gap. For the region
as a whole the financing gap is expected to lie be-
tween $30 billion and $45 billion in 2009 (see
chapter 3).

Responding to the outflow of capital, curren-
cies of countries in the region depreciated sharply
against the dollar, as did those of virtually
every other country in the world, with the average
depreciation in countries in the region amounting
to 25 percent. However, on a trade-weighted basis
the depreciations were milder, precisely because all
countries depreciated. Of the countries with avail-
able data only Lesotho, South Africa, and Zambia
depreciated by 10 percent or more.

The rapid drop in global demand for indus-
trial products accelerated the decline in global
commodity prices (see chapter 1). For African
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Table A.16 Net capital flows to Sub-Saharan Africa

$ billions

Indicator 2002 2003 2004 2005 2006 2007 2008p
Current account balance -6.2 -9.2 -1.0 6.4 6.9 -23.2 -18.7
as % of GDP -1.7 -2.1 -0.2 1.0 1.0 -2.7 -1.9
Net private and official inflows 9.6 15.0 23.2 31.8 38.0 60.4 38.7
Net private inflows 6.9 13.5 20.9 32.8 40.3 55.5 35.9
Net equity inflows 9.8 13.6 16.6 24.2 33.5 42.1 35.6
Net FDI inflows 10.2 12.9 9.9 16.8 18.5 28.6 32.4
Net portfolio equity inflows -0.4 0.7 6.7 7.4 15.0 13.5 3.2
Net debt flows -0.2 1.4 6.6 7.6 4.5 18.3 3.1
Official creditors 2.7 1.5 2.3 -1.0 -2.3 4.9 2.8
World Bank 2.2 2.2 2.5 2.4 2.0 2.4 1.7
IMF 0.5 0.0 -0.1 -0.4 -0.1 0.1 0.7
Other official 0.0 -0.7 -0.1 -3.0 —4.2 2.4 0.4
Private creditors -2.9 -0.1 4.3 8.6 6.8 13.4 0.3
Net M-L term debt flows -1.1 0.9 2.7 4.9 -2.1 7.9 1.3
Bonds 1.5 0.4 0.6 1.3 0.3 6.6 -1.0
Banks -1.9 1.2 2.4 3.8 -1.7 1.9 2.7
Other private -0.7 -0.7 -0.3 -0.2 —0.7 -0.6 -0.4
Net short-term debt flows -1.8 -1.0 1.6 3.7 8.9 5.5 -1.0
Balancing item?® -3.2 =2.0 -0.6 —18.6 -13.2 -11.0 -0.9
Change in reserves (— = increase) -0.2 -3.8 —-21.7 —-19.5 -31.7 —26.1 —-19.0
Workers’ remittances 5.0 6.0 8.0 9.4 12.9 18.6 19.8

Source: World Bank.

Note:

p = projected.

a. Combination of errors and omissions and net acquisition of foreign assets (including FDI) by developing countries.

18 of 44 countries in the region between July 2008
and May 2009, with income losses in excess of
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commodity exporters, these lower prices repre-
sented a significant loss in incomes and induced a
sharp deterioration in their current account posi-
tions. For oil importers, however, lower fuel prices
represented a favorable terms-of-trade develop-
ment. Overall, the terms of trade deteriorated in

2 percentage points between September 2008 and
March 2009, mainly because of falling oil prices.
Internationally traded food prices have also de-
clined, but food prices in individual countries have
responded with a lag, and year-over-year measures
of food inflation remain high in many countries.
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Figure A.20 Terms of trade losses since July have
been significant in some countries as commodity
prices plunged

Terms of trade impact of changes in international prices
between July 2008 and May 2009

Percent of 2008 GDP
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For countries in west Africa, both overall in-
flation and food inflation came down sharply. For
example in Cote d’Ivoire, consumer price inflation
decelerated to bel\ow 4 percent in March (year-on-
year) from almost 9.6 percent in September, as
food inflation eased to 5.4 percent from close to
15 percent. Similarly in Mali, consumer price in-
flation diminished to 5.4 percent from 12.3 per-
cent as food inflation eased to 6.4 percent from a
peak of 17.5 percent in July.

Food price inflation accelerated or remained
high in many east African countries, including
Kenya, Rwanda, Tanzania, and Uganda. In
Ethiopia, food price inflation slowed sharply
to 26.5 percent in March from 80 percent in
September, bringing overall inflation down to
23.7 percent from 60 percent.

In southern Africa, food inflation remains
above 20 percent in Botswana, keeping overall
inflation high at 11.7 percent. In Zambia food in-
flation contributed 7.9 percentage points to the
14.7 percent inflation rate in May. In South
Africa, overall inflation also remains high at
more than 8 percent, pushed by a 15.7 percent
surge in food and nonalcoholic beverage prices
that contributed 2.4 percentage points to overall
inflation in January 2009 and by rising housing

and utility costs that contributed a similar
amount to headline inflation.

The credit squeeze, coupled with a rapid drop
in consumer and investor confidence, was reflected
in a quick decline both in world demand for the
exports of African countries and in domestic de-
mand for investment and for consumer durable
goods. The fall in investment activity was espe-
cially pronounced in extractive industries, both be-
cause of reduced commodity prices and because
of reliance on external financing sources. The
sharpest decline was recorded in spending on
durable goods (transport equipment in particular).
In South Africa, growth in investment activity
more than halved to 3 percent (on a seasonally
adjusted annual rate) from 7.3 percent, mainly
because of government restraint. Private sector in-
vestment (mainly reflecting mining sector activity)
continued to expand at a brisk 2.9 percent pace,
about the same rate as in the third quarter.

In South Africa, tighter credit conditions and
rising interest rates coupled with increasing unem-
ployment have been reflected in declining consumer
confidence. This, together with cuts in consumer
wealth due to falling house and equity prices
yielded a 2.7 percent (saar) contraction in house-
hold consumption expenditure in the fourth
quarter of 2008 (figure A.21). This followed a

Figure A.21 External trade and private
consumption deteriorated markedly in the fourth
quarter of 2008 in South Africa
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0.9 percent contraction the previous quarter and
marked the first time since 1992 that consumer
spending contracted for two consecutive quarters.

The sharp decline in global trade during the
fourth quarter of 2008 and into 2009 was reflected
in much weaker export growth or outright contrac-
tion for Sub-Saharan African countries, in particu-
lar for countries with large mining operations like
Botswana, Namibia, and Zambia. In South Africa,
merchandise exports declined 6.3 percent in the
fourth quarter (year-on-year).

Weak demand, especially for durables and
cars, caused industrial output to fall in many
countries. Industrial production fell by an annual-
ized 22.1 percent in the first quarter in South
Africa, while in Angola it fell by more than10 per-
cent between September 2008 and January 2009.
Mining sectors also contracted markedly as exter-
nal demand plunged. In South Africa the mining
sector contracted at an annualized 32.8 percent
pace in the first quarter. In Zambia weaker de-
mand for copper led to mine closures. In Namibia
and Botswana (long a star performer in the re-
gion), low demand for diamonds forced mine clo-
sures, leading to sharp declines in fourth-quarter
output. In Lesotho, the contraction in the U.S.
economy has badly affected the manufacturing
sector, which benefited under the African Growth
and Opportunity Act in previous years. Exports
from Lesotho, Namibia, and Swaziland were also
hit hard by the contraction in South Africa, which
resulted in a reduction in workers’ remittances
that accounted for 30 percent of GDP in 2008 in
the case of Lesotho.

In Mozambique, the rehabilitation of roads
and bridges continues to be a major growth stimu-
lus for the country’s secondary sector; construc-
tion output accelerated to 20.1 percent, from
18.7 percent (year-on-year) in the second quarter
of 2008. However, the sharp fall in aluminum
prices and in demand from the auto sector is cut-
ting into industrial output. Cote d’Ivoire contin-
ued its economic recovery in 2008, with growth
accelerating to 2.5 percent from 1.5 percent previ-
ously, pushed by a strong rebound in the construc-
tion, food output, and telecommunications sectors.
Other countries in the West Africa Economic and
Monetary Union recorded an acceleration in
growth, helped by improved weather conditions
that bolstered output in the primary sectors, as well
as by improvements in sociopolitical conditions in
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Cote d’Ivoire. Some fragile countries are continu-
ing to enjoy a peace dividend.

Fiscal balances in oil-importing countries dete-
riorated during the course of 2008 as governments
took a series of measures to delay the pass-through
to domestic prices of higher prices for food and
fuel imports in the first half of the year. The fiscal
costs of these policies may have averaged 1 percent
of GDP in 2008.'2 Sharply falling activity
beginning in the fourth quarter of the year led to a
further deterioration in fiscal balances, as falling
industrial and trade activity and declining com-
modity prices disproportionately affect the formal
sectors from which most tax revenues derive. The
deterioration in fiscal positions in oil-importing
countries averaged 1.1 percent of GDP and is now
limiting the fiscal space for countercyclical policies.
In Ghana, expansionary fiscal policy in an election
year caused the budget deficit net of grants to al-
most double. Despite rising non-oil budget deficits,
the fiscal positions of oil-exporting countries im-
proved by about 3 percent of GDP in 2008,
boosted by high oil prices. However, the sharp de-
cline in oil prices is now undermining government
revenues in oil-exporting countries. For example,
tax revenues in Nigeria were well below the gov-
ernment’s target in the first quarter of 2009, reduc-
ing the space for fiscal stimulus.

Current account positions in oil-importing
countries other than South Africa deteriorated by
3.4 percent of their GDP in 2008 as a result of
terms-of-trade losses, sharp drops in exports in the
last quarter of 2008, lower remittances, declining
tourism revenues, and lower aid inflows. Despite
lower oil prices in the second half of 2008, oil ex-
porters in the region saw their current account
surpluses improve by 2.6 percentage points to
6.2 percent of their GDP. In South Africa, the cur-
rent account deficit narrowed to 5.8 percent of
GDP in the fourth quarter of 2008, from 7.8 per-
cent of GDP in the previous quarter, as the trade
deficit almost halved.

Outlook

Growth in Sub-Saharan Africa is expected to decel-
erate markedly in 2009, to 1.0 percent from an es-
timated 4.8 percent in 2008. GDP in South Africa
will actually contract by 1.5 percent (table A.17).
Growth in oil-importing countries other than
South Africa is projected to decelerate to 2.7 per-
cent from an estimated 5.3 percent in 2008, while
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Table A.17 Sub-Saharan Africa forecast summary
annual percent change unless indicated otherwise

Forecast

Indicator 1995-2005° 2006 2007 2008 2009 2010 2011
GDP at market prices (2000 $) 3.9 6.0 6.2 4.8 1.0 3.7 52
GDP per capita (units in $) 1.3 3.5 3.8 2.8 -0.9 1.8 3.2
PPP GDP* 3.9 6.3 6.6 51 1.1 3.9 5.4
Private consumption 2.7 6.5 7.1 3.3 0.8 3.5 4.7
Public consumption 5.3 6.0 6.2 5.8 5.5 6.1 5.8
Fixed investment 7.4 18.7 20.5 12.4 -2.6 3.9 7.7
Exports, GNFS¢ 4.8 5.1 4.1 4.7 -3.2 4.2 6.4
Imports, GNFS¢ 6.2 12.7 11.9 6.6 -3.0 4.7 7.3
Net exports, contribution to growth -0.4 -2.9 -3.2 -1.2 0.2 -0.6 -0.9
Current account bal/GDP (%) -1.8 1.0 =2.7 -1.9 —8.1 =7.0 —6.2
GDP deflator (median, LCU) 7.3 7.7 7.3 10.2 5.5 5.0 4.5
Fiscal balance/GDP (%) -3.0 1.5 -0.8 0.5 =5.0 -3.4 -1.9
Memo items: GDP
SSA excluding South Africa 4.5 6.2 7.0 5.9 2.4 4.3 5.7
Qil exporters 4.4 7.1 7.9 6.3 2.2 4.4 6.3
CFA countries 4.1 2.2 3.5 4.2 2.3 3.6 4.8
South Africa 3.3 5.3 51 3.1 -1.5 2.6 4.1
Nigeria 4.6 6.2 6.3 5.3 2.9 3.6 5.6
Kenya 2.9 6.1 7.1 1.7 2.6 3.4 4.9

Source: World Bank.
Note:

a. Growth rates over intervals are compound average; growth contributions, ratios and the GDP deflator are averages.

b. GDP measured in constant 2000 U.S. dollars.
c. GDP measured at PPP exchange rates.
d. Exports and imports of goods and non-factor services.

for regional oil exporters growth is expected to
ease to 2.2 percent, down sharply from the robust
6.3 percent pace in 2008 (figure A.22).

Much of the decline in growth for 2009 re-
flects the sharp deceleration in investment and

Figure A.22 Economic growth decelerated abruptly
in 2009 to the lowest level in almost a decade in
Sub-Saharan Africa
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consumption activity that has already occurred,
and growth should strengthen in most countries
during the second half of 2009. The projected re-
covery is expected to be relatively slow, partly
because of a muted recovery in global export de-
mand, but also because mounting unemployment,
lower incomes, and continued financial sector
weakness will prevent consumer and investment
demand from rebounding quickly. Government
spending, although projected to rise, is not ex-
pected to have a major offsetting influence on do-
mestic demand, except perhaps in oil-exporting
countries where fiscal surpluses provide additional
scope for a more expansionary course. Indeed, in
many oil-importing countries automatic stabilizers
are small given the small share of government rev-
enues in total GDP, and the fiscal space for discre-
tionary spending is limited by tight financing
conditions.

Some of the biggest slowdowns are projected
to occur in smaller open economies like Botswana,
Mauritius, and Seychelles. In Botswana, contrac-
tion in mining output is expected to cause an 8 per-
cent decline in overall GDP, while Seychelles’ econ-
omy will contract by more than 10 percent.
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Cote d’Ivoire is expected to buck the trend to-
ward growth deceleration, because growth is
slowly returning after several years of conflict-
induced slowdown. GDP is projected to accelerate
slightly in 2009, as exports rise, and construction,
food production, and government spending on
basic infrastructure, poverty reduction, and other
post-conflict needs will make significant contribu-
tions to growth.

Current account positions in oil-exporting
countries are expected to deteriorate sharply due
to lower commodity prices in 2009. These will
cause large swings in trade balances, only partially
offset by profit repatriation by oil companies
(figure A.23). Oil-importing countries in the re-
gion stand to gain from lower prices for imported
fuel, although lower remittances, services rev-
enues, and current transfer inflows will keep the
current account balances at relatively high levels
(figure A.24).

Current transfers to the region are projected to
weaken further, as remittances and aid flows suffer.
In Ghana, for example, net official transfers aver-
aged $17.6 million in the last two quarters com-
pared to $223.5 million in the first half of the year.
In Uganda, current official transfers were down
7.8 percent year-on-year in the last quarter of
2008. Globally, remittances, which in Sub-Saharan

Figure A.23 Large terms of trade losses expected
in countries exporting minerals and oil
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Figure A.24 Terms of trade gains expected among
oil-importing countries in 2009

Estimated terms of trade impact from changes in international
prices between 2008 and 2009

Percent of 2008 GDP
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Africa were equal to about two-thirds of FDI and
about half of ODA in 2008, are projected to de-
cline by about 4.4 percent in 2009, before recover-
ing in 2010. Countries like Lesotho, Sierra Leone,
Cape Verde, Senegal, and Togo, where remittances
account for more than 8 percent of GDP will suffer
the most.

Fiscal balances throughout the region are
projected to weaken further in 2009 due to low
activity levels. While output growth will pick up in
2010 and 2011, the slow pace of the recovery will
mean that spare capacity, heightened unemploy-
ment and weak government revenues will continue
to characterize the economic situation throughout
the projection period. Oil exporting countries will
see their fiscal balances turn to deficits in 2009, to
the tune of 4.0 percent of their GDP, as oil prices
are markedly lower and as export volumes decline.
Meanwhile in oil importing countries fiscal deficits
will rise by 2.5 percentage points to close to 6 per-
cent of GDP in 2009, before narrowing moder-
ately over the next two years.
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Prospects for 2010 and 2011 are for a slow
recovery in Sub-Saharan Africa with growth
picking up to about 3.7 percent in 2010 and
5.2 percent in 2011, as both domestic and exter-
nal demand begin to recover. The overall pattern
is similar for both oil-exporting and oil-import-
ing countries (excluding South Africa), with
growth in 2010 projected to reach 4.4 percent for
each group, accelerating to 6.3 percent and 5.2 per-
cent in 2011, respectively (table A.18).

The recovery in South Africa should follow a
similar profile as for the rest of the continent, with
output projected to increase by 2.6 percent in
2010 and by 4.1 percent in 2011, as weak finan-
cial conditions and excess capacity in many sectors
mitigate against a sharp rebound in either invest-
ment or consumption. In Nigeria, one of the coun-
tries in Africa hit the hardest by the global financial
crisis, the banking system is under stress, with
some estimates suggesting as much as half of bank
capital ($10 billion) is tied up in questionable

Table A.18 Sub-Saharan Africa country forecasts
annual percent change unless indicated otherwise

assets.!® Credit conditions are therefore expected
to be particularly tight there and will likely further
undermine growth in the non-oil sector. Only
higher government spending is projected to pre-
vent the economy from sliding even further.

Risks and uncertainties
The risks for the Sub-Saharan Africa region are
heavily tilted to the downside. A deeper and pro-
longed global recession would slow the recovery in
external demand, prevent a recovery in commod-
ity prices, and further depress tourism revenues,
remittances, aid, and private capital flows. Such a
scenario (described in chapter 1) would imply ad-
ditional widening of the output gap in the region
by about 3 percentage points and a continuation
of recession-like conditions beyond the projection
period.

Sharp contractions in remittances and official
aid flows also represent a risk for the region be-
cause many Sub-Saharan countries depend heavily

Forecast

Country/indicator 1995-2005 2006 2007 2008 2009 2010 2011

Angola

GDP at market prices (2000 $) 8.3 18.6 23.4 14.3 -1.9 6.5 10.7

Current account bal/GDP (%) 2.4 16.9 15.3 19.4 -35.8 -0.1 2.2

Benin

GDP at market prices (2000 $) 4.6 3.8 4.6 4.9 2.9 3.7 5.5

Current account bal/GDP (%) -7.2 -7.1 -10.9 -12.3 -10.7 -9.9 -9.1

Botswana

GDP at market prices (2000 $) 6.9 3.4 3.8 3.0 -8.0 4.8 3.1

Current account bal/GDP (%) 8.1 18.0 18.0 5.2 -7.7 -2.5 -2.2

Burkina Faso

GDP at market prices (2000 $)® 5.2 5.5 4.0 4.7 3.6 4.8 5.9

Current account bal/GDP (%) -10.1 -13.1 -13.6 -14.5 -13.9 -13.4 -13.8

Burundi

GDP at market prices (2000 $) 1.0 5.1 3.6 4.4 2.6 3.7 5.1

Current account bal/GDP (%) -10.8 —-35.9 -29.6 —-33.3 —-27.8 —26.6 —-26.0

Cape Verde

GDP at market prices (2000 $) 5.2 10.7 7.8 5.9 3.8 4.4 5.4

Current account bal/GDP (%) -10.0 —3.4 —-13.4 —-17.8 -19.2 -17.9 -18.4

Cameroon

GDP at market prices (2000 $) 4.2 3.2 3.3 3.9 2.0 2.7 3.5

Current account bal/GDP (%) -3.5 -0.8 -5.0 -1.2 —6.1 -5.6 -5.1

Central African Republic

GDP at market prices (2000 $)® 0.7 4.0 4.2 3.4 2.7 3.4 4.3

Current account bal/GDP (%) —4.4 -7.6 -8.5 -9.0 -7.7 -8.0 -8.3

Chad

GDP at market prices (2000 $)® 8.6 0.2 0.2 0.2 0.4 2.1 3.0

Current account bal/GDP (%) —24.2 —-7.2 —-11.5 -9.0 -11.5 -9.7 —10.2
(Continues)
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Table A.18 (Continued)

annual percent change unless indicated otherwise

Forecast
Country/indicator 1995-20052 2006 2007 2008 2009 2010 2011
Comoros
GDP at market prices (2000 $) 2.1 1.2 -1.0 0.6 0.2 2.1 2.5
Current account bal/GDP (%) —6.3 =5.5 —8.1 -12.9 —-8.4 -9.6 —10.8
Congo, Dem. Rep.
GDP at market prices (2000 $) -0.1 5.6 6.3 7.1 3.0 5.3 7.1
Current account bal/GDP (%) -1.3 -9.8 —-12.2 -19.8 -27.9 -27.9 =273
Congo, Rep.
GDP at market prices (2000 $) 3.4 6.2 -1.6 6.1 7.4 9.7 10.7
Current account bal/GDP (%) -2.2 1.7 —25.4 —6.4 -17.7 -6.4 -0.0
Cote d’Ivoire
GDP at market prices (2000 $)® 1.5 -0.3 1.5 2.5 3.1 4.2 4.9
Current account bal/GDP (%) -0.2 2.8 1.0 0.9 0.7 -1.6 -3.2
Eritrea
GDP at market prices (2000 $)® 2.6 -1.0 1.3 1.2 1.7 4.2 4.4
Current account bal/GDP (%) -14.7 —24.1 -17.8 -18.2 -9.3 -8.6 -8.2
Ethiopia
GDP at market prices (2000 $) 5.5 10.9 11.5 11.1 6.0 7.0 7.3
Current account bal/GDP (%) -3.3 -12.0 -10.0 -10.5 -9.9 -9.4 -8.6
Gabon
GDP at market prices (2000 $) 1.0 1.2 5.6 3.0 0.2 2.3 3.5
Current account bal/GDP (%) 10.6 15.6 16.2 16.8 —-2.4 -1.6 -0.2
Gambia, The
GDP at market prices (2000 $) 4.2 6.5 7.0 5.3 4.5 5.1 5.4
Current account bal/GDP (%) =53 —14.2 —-12.1 -15.2 —15.8 -16.2 -16.3
Ghana
GDP at market prices (2000 $)® 4.7 6.4 6.1 7.1 4.1 4.6 5.4
Current account bal/GDP (%) -5.4 -8.1 -14.3 -20.5 -14.1 -13.7 —14.5
Guinea
GDP at market prices (2000 $) 3.7 22 1.8 3.0 2.0 2.6 4.8
Current account bal/GDP (%) —4.8 -1.8 —6.8 -10.3 =5.7 —4.4 -3.5
Guinea-Bissau
GDP at market prices (2000 $) -0.3 1.8 2.7 2.9 2.1 3.4 3.4
Current account bal/GDP (%) -13.4 —-19.1 —10.0 -12.9 -16.5 -15.1 -15.1
Kenya
GDP at market prices (2000 $) 2.9 6.1 7.1 1.7 2.6 3.4 4.9
Current account bal/GDP (%) -7.5 -2.0 —4.7 —6.8 —4.8 -5.0 —4.5
Lesotho
GDP at market prices (2000 $)® 3.0 7.2 4.9 4.1 0.9 2.2 3.6
Current account bal/GDP (%) -20.6 4.4 -8.4 -17.0 -16.4 -16.9 —16.7
Madagascar
GDP at market prices (2000 $)® 3.1 4.9 6.5 6.0 3.5 4.8 6.2
Current account bal/GDP (%) —8.6 -9.6 —14.0 —20.6 -13.8 -13.0 —-11.4
Malawi
GDP at market prices (2000 $) 2.4 7.9 7.4 6.9 6.6 5.6 4.6
Current account bal/GDP (%) =5.7 -16.7 -15.5 -17.5 —13.5 —13.4 —-12.2
Mali
GDP at market prices (2000 $) 5.8 5.3 4.3 5.0 3.7 5.1 5.3
Current account bal/GDP (%) -8.7 -5.7 -8.3 -9.9 -8.3 -10.2 -11.3
Mauritania
GDP at market prices (2000 $)® 4.3 11.7 1.0 2.2 2.7 4.1 5.0
Current account bal/GDP (%) -6.3 2.8 -7.0 -11.0 -11.4 -16.2 —16.4
Mauritius
GDP at market prices (2000 $)® 4.8 3.5 4.2 5.8 2.4 2.8 3.7
Current account bal/GDP (%) 0.1 -9.5 —-8.4 —8.8 -10.0 -10.9 -84
Mozambique
GDP at market prices (2000 $) 8.0 8.0 7.0 6.4 4.5 4.9 5.9
Current account bal/GDP (%) —15.1 -11.3 —16.1 -19.3 -19.7 -16.0 —-11.5
Namibia

(Continues)
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Table A.18 Sub-Saharan Africa country forecasts (Continued)
annual percent change unless indicated otherwise

Forecast
Country/indicator 1995-20052 2006 2007 2008 2009 2010 2011
GDP at market prices (2000 $) 4.1 2.9 5.9 2.7 -1.7 2.1 3.3
Current account bal/GDP (%) 3.2 3.6 -2.3 -10.6 -11.8 -10.5 -10.9
Niger
GDP at market prices (2000 $) 3.5 5.2 3.2 6.9 3.6 4.9 5.3
Current account bal/GDP (%) -7.1 -8.6 -10.0 -13.3 -16.3 -15.9 -16.6
Nigeria
GDP at market prices (2000 $)® 4.6 6.2 6.3 5.3 2.9 3.6 5.6
Current account bal/GDP (%) 5.4 20.6 4.7 6.1 —8.7 —6.2 —4.6
Rwanda
GDP at market prices (2000 $) 8.3 7.2 7.9 8.4 5.1 5.5 5.8
Current account bal/GDP (%) —4.1 -12.3 -12.7 -17.6 -13.4 -13.2 —-12.9
Senegal
GDP at market prices (2000 $) 4.4 2.3 4.8 4.5 3.1 3.8 5.0
Current account bal/GDP (%) -5.7 -9.4 -10.0 -12.2 -13.6 -13.8 -14.3
Seychelles
GDP at market prices (2000 $) 2.2 5.3 8.3 0.1 -10.5 2.7 3.7
Current account bal/GDP (%) -13.8 -18.7 -22.2 -32.0 -29.7 —24.0 -20.4
Sierra Leone
GDP at market prices (2000 $)® 4.5 7.4 6.5 5.8 4.0 5.5 6.5
Current account bal/GDP (%) —-12.4 -9.5 —8.0 —-11.2 —6.6 —6.9 -7.6
South Africa
GDP at market prices (2000 $) 3.3 5.3 5.1 3.1 -1.5 2.6 4.1
Current account bal/GDP (%) -1.7 —6.6 -7.2 —-7.4 —6.1 —-6.4 -5.9
Sudan
GDP at market prices (2000 $) 6.2 11.3 10.2 6.1 4.1 5.3 6.2
Current account bal/GDP (%) —6.6 —14.3 -5.9 —4.4 -7.5 —6.6 -5.7
Swaziland
GDP at market prices (2000 $) 1.9 2.8 2.4 2.2 0.8 1.2 1.5
Current account bal/GDP (%) -1.0 -14.0 -21.3 -27.4 -23.2 -22.7 -22.3
Tanzania
GDP at market prices (2000 $)® 5.4 6.7 7.1 7.5 4.8 5.5 6.4
Current account bal/GDP (%) -6.3 -8.3 -11.1 -12.0 -10.0 -10.3 -10.9
Togo
GDP at market prices (2000 $)® 3.3 4.1 2.0 0.8 2.2 2.4 3.3
Current account bal/GDP (%) -10.7 -9.9 -7.5 -9.6 -9.3 -9.8 -9.5
Uganda
GDP at market prices (2000 $) 6.1 10.8 8.6 9.5 5.0 5.6 6.6
Current account bal/GDP (%) =7.0 -7.1 —-6.9 -7.7 -9.5 -9.3 -9.4
Zambia
GDP at market prices (2000 $) 3.8 6.2 6.3 6.0 3.0 4.9 5.5
Current account bal/GDP (%) -12.8 -0.7 —6.1 -9.8 -11.5 -12.5 -12.0
Zimbabwe
GDP at market prices (2000 $) -2.4 —4.2 -6.3 —-4.9 —4.6 -3.1 -2.1
Current account bal/GDP (%) 0.5 30.7 42.1 28.3 16.3 13.5 15.6

Source: World Bank.
Note:
In the current very volatile global environment, World Bank forecasts are frequently updated based on new information and changing assump-
tions. Moreover, the confidence intervals around these point forecasts are larger than usual. As a result, the projections presented here may
differ from those contained in other Bank documents, even if basic assessments of countries’ prospects do not significantly differ at any given
moment in time.

Liberia, Mayotte, Somalia, and Sio Tome and Principe are not forecast owing to data limitations.
a. Growth rates over intervals are compound average; growth contributions, ratios and the GDP deflator are averages.
b. GDP measured in constant 2000 U.S. dollars.
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on aid flows for budget support and because re-
mittances represent an important cushion against
poverty. The shortfalls in aid would intensify the
fiscal problems, limiting further the fiscal space for
countercyclical policies at a time when they are
especially needed.

An uncertainty clouding the medium term de-
rives from the sharp increase in developed-country
borrowing following the crisis and the possibility
that such borrowing crowds frontier economies in
the region out of international capital markets,
leaving countries with the large external financing
needs such as Ghana, Kenya, Mauritius, Nigeria,
South Africa, and Tanzania vulnerable.

Among countries with relatively developed
financial markets,'# the sharp slowdown (or even
outright contraction in economic activity) could
result in a big increase in the number of non-
performing loans—especially in countries where
credit to domestic commodity exporters represents
a large share of total credit extended. This in
turn may require government support to financial
institutions and depositors adding further pressures
on government finances.

Plummeting government revenues heighten
the risk of large increases in public debt to unsus-
tainable levels. This will have long-term conse-
quences for growth, causing interest rates to rise,
crowding out the private sector, and undermining
long-term growth potential. This risk should be
balanced against the acute need for fiscal stimulus
in the short term to help boost domestic demand
and safeguard growth at a time of extremely weak
external demand. It is very important that at a
time of scarce resources, spending undertaken by
governments be the most efficient in terms of
supporting growth, addressing bottle-necks, and
increasing long-run productivity.

Notes

1. Migrant remittances are defined as the sum of
workers’ remittances, compensation of employees, and
migrant transfers.

APPENDIX: REGIONAL OUTLOOKS

2. International Organization for Migration 2008
survey.

3. Migrants return home to Tajikistan, BBC, April 28,
2009.

4. Short-term debt due in 2009 is calculated based on
the Bank of International Settlements reporting system and
data released in May 2009.

5. In consistency with the methodology explained in
chapter 3, the financing gap is defined as the difference be-
tween total external financing requirements (current-account
deficit plus scheduled principal payments on both short-
term and long-term private debt coming due in the year)
and private capital flows (new loans on private debt, net eq-
uity flows, and net unidentified capital outflows).

6. Georgia, which signed a $740 million stand-by
agreement in September 2008, is excluded from this total
because the package was mainly targeted at helping eco-
nomic recovery after the Russian war.

7. The output gap is defined as the difference between
the actual and potential GDP as a share of the potential
GDP in a given year.

8. See GDF 2008, chapter 3.

9. The low- and middle income countries of the Mid-
dle East and North Africa region include Algeria, the Arab
Republic of Egypt, the Islamic Republic of Iran, Jordan,
Lebanon, Morocco, the Syrian Arab Republic, Tunisia, and
the Republic of Yemen. Several developing economies are
not covered in this report due to data insufficiencies, includ-
ing Djibouti, Iraq, Libya and the West Bank and Gaza.
High-income economies of the broader geographic region,
including Gulf Cooperation Council (GCC) members
Bahrain, Kuwait, Oman, and Saudi Arabia are covered in
this report under the category of “other high-income
countries,” but the importance of GCC developments for
the broader economic region should be underscored.
Among the GCC, insufficient data exits for inclusion of
Qatar and the United Arab Emirates.

10. Council on Foreign Relations (2009).

11. Wheat production in Afghanistan is projected to
rise by 40-50 percent over 2008, given improved weather
conditions, and the UN Food and Agriculture Organization
has reported that the country is likely to be self-sufficient in
wheat this year.

12. International Monetary Fund, Regional Economic
Outlook Sub-Saharan Africa, April 2009.

13. Estimate of Eurasia Group. According to Bank of
America Corp., banks have provided at least 1 trillion naira
($6.8 billion) of margin loans.

14. African countries with more developed financial
markets are Botswana, Cape Verde, Ghana, Kenya, Mauritius,
Mozambique, Namibia, Nigeria, Seychelles, South Africa,
Tanzania, Uganda.
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