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l. Introduction

The global financial and economic crisis presemgmificant challenges for African
countries. It has also exposed weaknesses in tiatidning of the global economy and
led to calls for the reform of the internationaldncial architecture. Although the crisis
was triggered by events in the US housing marketas spread to all regions of the
world with dire consequences for global trade, streent and growth. The crisis
represents a serious set back for Africa becauge tiaking place at a time when the
region is making progress in economic performanog management. Since 2000 the
Africa region has had an average growth rate dfoegput above 5 percent and inflation
has declined to single digits. There have also bsigmificant improvements in
governance and a reduction in armed conflicts wHielve made the region more
conducive to the attraction of private capital floviNet private capital flows to Africa
increased from US$17.1 billion dollars in 2002 t83%31 billion dollars in 2007 (ECA
and APF, 2008). The global financial and economgisthreatens to reverse these gains
in economic performance and management.

The current crisis is also taking place at a tinmemthe region is slowly recovering from
the negative effects of the fuel and food crisigjaist this background, the key
challenge facing African countries is how to man#ue current crisis to ensure that it
does not reverse progress made since the begiohititge new Millennium and reduce
prospects for achieving the Millennium Developmeabals (MDGs). This paper
identifies the key channels of transmission offthancial crisis to Africa as well as the
guantitative impact on the region. It also examinesent policy measures taken by
African governments and regional organizations ushon the effect of the crisis on
economies in the region. Finally, the paper disesig®olicy measures and actions to be
taken at the international level to ensure thatdimeent crisis does not develop into a
humanitarian crisis in Africa.

I. Impact of the crisis on Africa

In the first few months of the financial crisisetk was the widely held view that the
impact on African countries would be minimal be@uo$ their low integration into the
global economy. Furthermore, African countries téndhave very small inter-bank
markets and several countries have restrictionsy@m financial products as well as
market entry which should shield them from the direffects of the global financial
crisis. Recent developments have however shownthieahegative contagion effects of
the crisis are already evident in the Africa regiéior example, available evidence
indicates that in 2009 the crisis will reduce eaoiogrowth in Africa by between 2 to 4
percentage points depending on assumptions mada #te availability of external
finance to the region as well as the effectivenafssneasures taken by the advanced
countries to boost global demand. Given the he@rely of African countries, the crisis
is certainly going to affect some countries muchrenitbhan the others. For example, the
decline in economic growth expected in 2009 willrbere severe in Angola, Botswana,
South Africa, Equatorial Guinea, and Sudan. Thesmitries are expected to lose more



than 4 percentage points in growth as a resulettisis. In Egypt, Kenya, Cape Verde,
Nigeria, Ethiopia, Tunisia, Namibia, Mozambiquegr&a Leone, Lesotho, Ghana, and the
Democratic Republic of Congo, a decline in growfhbetween 2 and 3 percentage
points is expected in 2009.

It is also interesting to note that the crisis fieeting all categories of countries in the
region: those considered to have good economicipsland governance; those with poor
macroeconomic-economic record; fragile states; lsamal large economies; oil and non-
oil exporting countries. A key implication of thiact is that the real effects of the crisis
in the region are not simply due to the nature a€raeconomic policies and governance.
Consequently, there is the need to provide assistancountries in the region to enable
them weather the global slowdown and protect vallergroups.

Stock markets, banks and exchange rates

The impact of the crisis on Africa comes from bdilect and indirect channels. The
direct effect has been felt mostly through thedirial sector. For example, stock market
volatility has increased since the onset of thei€iand wealth losses have been observed
in the major stock exchanges. In Egypt and Nigéhia stock market indices declined by
about 67 percent between March 2008 and March 28i@8ificant losses have also been
observed in Kenya, Mauritius, Zambia, and Botswarfde turmoil in African stock
markets is beginning to have significant negatiffects on the financial sector and
aggregate demand. For example, there is growirdgaee that it has a negative effect on
bank balance sheets and so if present trends cente are likely to see an increase in
non-performing loans in the banking sector witledionsequences for financial stability
in the region. In Ghana, the ratio of non-perforgnioans to gross loans increased from
7.9 percent to 8.7 percent between 2006 and thd thuarter of 2008. In Lesotho it
increased from 2 to 3.5 percent over the same ghéidF 2009).

At the moment, we have not seen any bank failurebe region due largely to the fact
that most African banks do not have any signifieaosure to the sub-prime mortgage
market and asset-backed securities. They are howeleerable to contagion effects
arising from the fact that foreign ownership of kams quite high in several countries in
the region. To the extent that foreign-owned bamekkice their support of local banks or
sell their assets, it will have serious negativeaseguences for the financial sector in
Africa. The countries that are highly susceptildecbntagion from this source include,
among others, Botswana, Cape Verde, Central Afrkepublic, Chad, Cote d’lvoire,
Equatorial Guinea, Lesotho and Zambia. In thesetti®s foreign ownership of banks is
quite high.

The foreign exchange markets of African countriagsehbeen under enormous pressure
since the onset of the crisis. In the first quadef009, the Ghanaian Cedi depreciated
against the US dollar by 14 percent and the NigeNaira declined by 10 percent. The
Zambian Kwacha also lost 13 percent of its vallatixe to the US dollar over the same
period. Table 1 presents data on expected changeshange rates for selected African
countries in 2009. Significant depreciations anpeseted in Ghana (21%), Uganda (22%),



Democratic Republic of Congo (23%), South Africa/¥d, Nigeria (27%), Zambia
(43%), Comoros (45%), and Seychelles (84%). Sewefrdhese countries have high
foreign debt and so the expected depreciation efctirrencies against the dollar will
impose serious debt service burdens in the rediomill also increase the cost of
imported intermediate inputs with consequencegfoduction, output and employment.
Furthermore, since several countries in the regirennet importers of food and food is a
major component of the consumer price index, theeeted depreciation of currencies in
the region will increase domestic prices of constimmpgoods and reduce access to food
by vulnerable groups. Exchange rate depreciatidhalgo increase exchange rate risk
faced by domestic firms and increase the likelihtieat they will default on loans owed
to domestic banks thereby increasing the vulnatglof domestic banks.

Table 1: Exchange rate changes in Africa

Expected depreciation of
Country Currency currency against US dollar in

2009 (%)
Seychelles Rupee 84.2
Comoros franc 45.2
Zambia Kwacha 43.4
Nigeria Naira 27.3
South Africa Rand 27.1
Congo Dem. Rep franc 23.7
Uganda Shilling 22.4
Ghana Cedi 21.1
Ethiopia Birr 19.8
Mauritius Rupee 19.5
Madagascar Ariary 17.9
Tunisia Dinar 171
Kenya Shilling 16.5
Namibia Dollar 15.0
Sierra Leone Leone 14.7
Mauritania Ouguiya 14.3
Cape Verde Escudo 13.8
Botswana Pula 135
Tanzania Shilling 13.3
Guinea Franc 13.1
Lesotho Loti 12.8
Swaziland Lilangeni 12.8
Morocco Dirham 114
Mozambique Metical 10.7

Note: Computed using data from the Economist Intelligedné (EIU).

The financial crisis has also increased risk premsifaced by African countries in
international capital markets. There is evidengg geveral countries in the region have
difficulties obtaining funds from international ¢t markets. For example, Kenya,
Nigeria, Tanzania and Uganda have cancelled ptarside funds in international capital
markets. The drying up of this source of exterrinhrice is a serious setback for



development in the region because the money raigedd have been used to finance
infrastructure development and boost growth. Tineape sector is also facing challenges
in raising funds in international capital markets.

Commodity prices and trade

The financial crisis is also having a negative @ffen African countries through trade
channels. In particular, there has been a sigmifiadecline in the prices of key
commodities exported by African countries since #eeond half of 2008. Figure 1
presents trends in the prices of four major commyagtioups of export interest to Africa.
It shows that there has been a downward trendicegof these commodity groups since
the second half of 2008. The most affected commdulits been crude oil which has
experienced price declines of more than 50 peroetwteen February 2008 and February
2009. The prices of copper, coffee, cotton and isugeve also declined by more than 20
percent over the same period.

Figure 1: Trends in price indices of major commodiy groups
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The volume of exports by African countries has asolined as because of the financial
crisis. The slowdown in economic growth in threey lexports markets--Europe, the
United States and China--has affected the demarekfmorts from Africa. The growth of
Africa’s exports in real terms fell from 4.5 pertem 2007 to 3 percent in 2008. Import
growth fell from 14 percent in 2007 to 13 percemt2008 (Table 2). Although trade
figures for 2009 are not yet available, forecastshe World Trade Organization indicate
that the volume of global trade is expected to idecby 9 percent in 2009. This is
certainly going to have a negative effect on Afsaaxports in 2009.

The declines in commodity prices and export volumage led to a decrease in export
revenues in African countries. For example, in Buliu coffee earnings fell by 36



percent between October and November 2008. In Angslport earnings are expected to
decline from $67 billion in 2008 to $23 billion RD09. In Cape Verde, export earnings
are expected to fall from $90 million in 2008 to4$@illion in 2009. In Cote d’lvoire,
earnings are expected to decline from $10.4 billilp2008 to $7.7 billion in 2009. The
reduction in expected export earnings will consttae ability of governments to finance
imported inputs necessary for production. It woalsb limit the ability of governments
to cushion the negative effects of the crisis andébonomy.

Table 2: Africa’s merchandise trade(annual % change at constant prices)

Exports Imports
2006 1.5 10.0
2007 4.5 14.0
2008 3.0 13.0
Source: WTO

Workers’ remittances

Workers’ remittances have played an important iolelevelopment finance in Africa
since the beginning of the new Millennium. For exéem Figure 2 shows that remittance
inflows to Sub-Saharan Africa increased from $4lgh in 2000 to $20 billion in 2008.
A large part of inflows to Sub-Saharan Africa fiearhousehold consumption and so has
a direct effect on poverty. There is some concerrfrica that the global economic
slowdown will reduce the flow of remittance to ttegion as African migrant workers in
Europe, North America and the Gulf States are tdfdand return home. Recent data
released by the World Bank indicates that the firncrisis will reduce remittance
inflows to Sub-Saharan Africa by between 1-2 hillidollars in 2009 relative to 2008.
Liberia, Lesotho, Gambia, and Seychelles are highlgerable to reductions in workers’
remittances because inflows represent more thampetfent of their gross domestic
product (GDP). North African countries are alsonashble because they receive a
significant amount in remittances although as agraage of GDP the inflows are small.

Figure 2: Remittance inflows to Sub-Saharan Africgbillion $)
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Private capital flows

The financial crisis has diminished prospects fovgie capital flows to the region. In
recent years, there has been a significant incrigapevate capital flows to the region
(Figure 3). Foreign direct investment flows was $88on in 2007 and $61.9 billion in
2008. However, there are indications that FDI flawshe region would decline in 2009
because of the global economic slowdown. FDI ofesponds to growth with a lag and
so it is not surprising that the full impact of ttxesis on flows to Africa will be felt more
in 2009 and beyond. Other forms of private cagltals have also been affected by the
crisis. Prior to the crisis, countries such as Ghamd Gabon successfully issued bonds in
international capital market. As a result of thisist this source of external finance has
dried up and several African countries (for exampléegeria and Kenya) are facing
difficulties issuing bonds in international capitabrkets. Firms in Burkina Faso have
delayed mining ventures because of difficultieoiiaining finance. In the Democratic
Republic of Congo, BHP Billiton, a major foreignvestor, has suspended nickel
prospecting because of low mineral prices. Thendyyip of these sources of external
finance has constrained growth and developmertemegion.

Figure 3: Net private capital flows to developing auntry regions
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Official development assistance

Several African countries depend on official depatent assistance (ODA) to finance
government programs. There has been an increa®@®Mmflows to the region since the
Monterrey Consensus was adopted in 2002. ODA tax#@increased from $21 billion in
2002 to $38.7 billion in 2007. However, there is #xpectation that donors will reduce



ODA flows to the region in response to the finahcigis. While there is no evidence yet
that donors plan to reduce flows, history and eowetac evidence suggest that ODA
flows tend to be pro-cyclical and so it is reasd@ab expect a decline. Furthermore,
pressures to recapitalize the banking sector aodg® support for ailing industries may
force developed countries to cut down on ODA flawsAfrica. Table 3 shows the 23
countries that are highly vulnerable to reduction®DA flows. In these countries, ODA
represented over 10 percent of gross national iecover the period 2000-2007. Liberia,
Burundi, Guinea-Bissau, Sierra-Leone and Eritrea particularly vulnerable with
extremely high ratios of ODA to GNI.

Table 3: Net ODA disbursements to key African re@ients (% of GN

Country Name 2000 2001 2002 2003 2004 2005 2006 20| (2000-07)
Liberia 174 96 114 304 57.1 555 56.2 12( 44.7
Burundi 129 214 280 394 555 46.9 47.8 49 37.7
Guinea-Bissau 395 328 30.8 646 295 228 27.6 35 35.4
Sierra Leone 29.4 429 423 350 36.1 29.6 24.8 32 34.1
Eritrea 277 420 36.8 550 424 36.8 11.9 13 33.2
Congo, Dem. Rep. 4.5 57 224 98.8 29.1 264 25.2 14 28.3
Mozambique 225 255 551 235 232 212 26.1 26 27.9
Sao Tome and

Principe 29.3 18.0 25.( 24.1
Rwanda 18.7 184 221 19.2 253 244 20.5 21 21.3
Malawi 26.1 241 144 216 195 20.6 21.9 20 21.1
Zambia 258 159 223 178 220 173 14.4 9. 18.1
Mauritania 19.8 250 278 186 11.7 9.6 6.9 12 16.5
Uganda 145 148 128 16.3 182 14.0 16.7 15 154
Cape Verde 18.1 142 152 18.3 15.8 16.7 12.2 11 15.3
Gambia 124 132 174 18.0 145 137 16.1 12 14.7
Ethiopia 85 135 16.8 188 181 156 12.9 12 14.6
Niger 11.7 131 139 17.0 18.0 153 13.9 12 14.5
Mali 15,0 145 153 132 124 1338 14.9 15 14.3
Tanzania 116 136 131 17.0 15.8 10.6 12.9 17 14.0
Madagascar 8.4 8.2 8.6 10.1 29.2 184 13.8 12, 13.6
Burkina Faso 13.0 140 145 122 126 129 15.1 13 13.5
Ghana 124 123 109 13.0 16.2 10.9 9.3 7. 11.6
Djibouti 126 96 128 11.7 8.8 9.8 13.7 12. 11.4

Source OECD (for ODA) and World Bank, African Developnténdicators (for GNI).

Social development and the MDGSs

There is no doubt that one of the important coneeges of the financial crisis for Africa
is the reduction in both internal and external ficea The drying up of important sources
of development finance diminishes the ability ofiédn countries to boost growth and
achieve the MDGs. Although data on the key MDG ¢athrs for 2009 are not available
for most countries in the region, it is reasondblexpect that the declines in fiscal space
due to the drying up of traditional sources of depment finance will make it more
difficult for African countries to fund health, ecation, infrastructure and nutrition
programs.



The expected decline in ODA flows will have a ddsting effect on aid-dependent
economies in the region. In several countries Obéoants for more than 30 percent of
the government revenue or budget. Since Africamua@s are heavily depended on aid-
funded social protection programs, any reduction aid could affect the poor
considerably and thus increase their vulnerabilitythis regard, there is the need for
donors to honor existing commitments on aid flow#\frica so that governments in the
region can protect he vulnerable and ensure that people do not fall into poverty.

The financial crisis will also have an indirectexf on poverty through the effect on
unemployment. Figure 4 shows that unemploymens risité&Sub-Saharan Africa were on
a downward path before the crisis. This is truenldot males and females although the
rate is generally higher for females. In Sub-Satakkica, the unemployment rate fell

from 8.5 percent in 2003 to 7.9 percent in 2008er&hare concerns that the crisis will
increase the 2009 unemployment rate as firms reduaguction or shut-down factories.

Preliminary forecasts by the International Labog#&nization (ILO) suggests that in the
worst case scenario the 2009 unemployment rat8dbrSaharan Africa will increase by
about 0.6 percentage points relative to the 208 Tdnis implies an increase of 3 million

in the number of unemployed people between 200728068.

Figure 4: Unemployment rates in Sub-Saharan Africa2003-2008%)
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lll. Policy responses to the crisis

Country-specific responses

African countries have taken several steps to at#ighe impact of the financial crisis on
their economies. These include interest rate réshst recapitalization of financial
institutions, measures to increase liquidity to ksamand firms, fiscal stimulus, trade



policy changes, and regulatory reforms. The measadopted differ from country to
country depending on available fiscal space as aglhe degree of vulnerability to the
crisis. For example, oil-exporting countries in thegion have more fiscal space to
conduct counter-cyclical policies because they amdated huge foreign reserves during
the recent oil price hikes. In the non-oil econamiowever, the ability to adopt counter-
cyclical policies is severely limited and so thee us fiscal stimulus measures is not
widespread in these economies. In addition tcatteve measures, some countries have
set up task forces or committees to monitor tharfamnal crisis and advise the government
on how to respond. Rwanda, Kenya, Nigeria, andDiocratic Republic of Congo are
examples of countries that have adopted this approa

Interest rate changes

Since the onset of the crisis, 18 countries inrdggon, for which we have information,
have made interest rate changes in response wiie For example, in Botswana, the
central bank reduced interest rates by 50 basistpon December 2008. This was
followed by a percentage point reduction on 27 &akyr 2009. In Egypt, the central bank
cut its overnight and lending rates by 50 basisiigoon 26 March 2009. The Central
Bank of Nigeria also cut its interest rate from 2B).percent to 9.25 percent. Other
countries that reduced interest rates include: KenMauritius, BEAC countries,
Namibia, South Africa, Swaziland and Tunisia. ltingeresting to note that while most
countries responded to the crisis by reducing @sterates, the Democratic Republic of
Congo responded by raising its policy rate. In thet central bank has raised its policy
rate four times since December 2008 in an attemfigiht inflation.

Liquidity injections

Some countries have taken actions to increasdlligun the banking system and also to
domestic firms. For example, in Benin, Burkina FaSmte d’'lvoire, Guinea-Bissau,
Mali, Niger, and Togo the common central bank (BCBAnjects liquidity on a weekly
basis in the regional money market. In Cameroon labdria, a support or guarantee
fund has been created for firms. In Tunisia, thetre¢ bank set up new deposit and credit
facilities to improve flow of credit and increasguidity in the banking system.

Recapitalization of banks and regulatory changes

Some countries have taken specific measures tpitaltze domestic banks. In Mali, the
government has decided to recapitalize BanqueHgbitat du Mali (BHM) in order to
increase and improve finance for housing. In Tanigie central bank doubled the capital
of the bank financing Small and Medium Enterprisesorder to boost domestic
investments. The Algerian Credit and Monetary Cdumas also issued instructions to
commercial banks to increase their capital from ADRillion to a minimum of AD10
billion ($142 million) within 12 months. The couhdias also put in place a series of
banking reforms to strengthen the financial syst&éhe government of Kenya has also
enacted legislation that would increase the mininoapital requirement for banks from
250 million shillings to 1 billion shillings by 2@1



Fiscal policy measures

Fiscal stimulus packages have also been unveilachumber of countries with a view to
cushioning the effects of the crisis and boostirmmgh. In Cape Verde, the 2009 budget
projects a 17 percent rise in public spending twigie fiscal stimulus to the economy. In
Egypt a fiscal stimulus package of 15 billion Eggptpounds was announced by the
government. Gabon, Morocco, Namibia, Nigeria, Sam& and Principe, South Africa
and Tunisia have also adopted fiscal stimulus nreasun most of these packages,
infrastructure development has been emphasizedinteresting to note that unlike in the
other countries, the fiscal measures adopted byilNanmvolve a 24 percent public-
sector pay raise. The South African stimulus pamounced in February 2009, is quite
broad and has four aspects: a $69.4 million thess-ypublic investment program;
expansion of public sector employment opportunisincrease in social spending; and
assistance to the private sector. The stimulus gdxpted by Morocco includes measures
to improve access to credit, tax incentives, voceti training for workers, and reducing
red tape and corruption.

Fiscal restraint has also been exercised by seydraln countries in response to the
crisis. For example, in Kenya the government pkansut expenditure to the tune of 25
billion shillings. In Benin, the government plamsdut subsidies on food and oil imports
to free up financial resources. In Botswana, retsbs were imposed on travel budgets,
vehicle purchases and the creation of new post#\nigola, the government plans to
revise its budget downward to take account of titeipated decline in oil revenue.

Trade policy measures

Boosting economic growth through trade has beeningmortant component of the
response plans in several countries. Cameroon eddoc waived import taxes on
equipments, tools, and goods required for reseanchoil exploration. In Liberia, the
President announced plans to reduce trade tasfiwedl as the ECOWAS trade levy.
Tunisia increased allotments for export businemgets and Mali introduced measures to
refund to mining companies the value added tax (VAhd import duty due on
2006/2007 gold operations. In Madagascar, the akebémk devalued the local currency
to restore export competitiveness. The governmientlaunched a drive to boost exports.

Improving domestic resource mobilization

Some African countries have used the current casisan opportunity to introduce
reforms aimed at boosting domestic resource maiitim. In Burkina Faso, the
government intends to undertake a comprehensivemedf its tax policy in 2009 so as
to increase the tax base and boost revenue colledlape Verde, Senegal and South
Africa have also taken measures to boost tax reehloe government of Kenya intends
to privatize some state owned firms. It has alsandhed an 18.5 billion shillings
infrastructure bond in the local capital market.
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Regional responses

Coordination and consensus-building

African Ministers of Finance and Planning and Goees of Central Banks met in Tunis,
Tunisia, on the 12 of November 2008 to discuss the implications &f financial crisis
for Africa and identify appropriate policy respoage cushion its impact in the region.
The meeting was jointly organized by the Economaenghission for Africa, the African
Development Bank, and the African Union Commissibime Communiqué issued at the
end of the meeting emphasized the need for bolddautsive actions to mitigate the
effect of the crisis on African economies. Some gelicy responses that were stressed
by African policymakers at the meeting include:

* The need for countries to undertake a comprehensiiew of their regulatory
and supervisory regimes with the view of identityirareas for further
improvement. In particular, all sectors of the fin@al industry should be
subjected to proper regulation and oversight toichexcessive risk taking by
financial institutions.

* Macroeconomic policy and structural reforms impleted in Africa over the last
two decades have served African countries well. i@k, there is a need to
deepen economic reforms further. This would helpimize the effects of crises
and lay the foundation for sustainable growth m tagion.

* While measures aimed at restoring growth and firsrstability are important,
they must be accompanied by measures to minimgedtential negative social
impact of the crisis in poor countries. Giving pity to social protection and pro-
poor expenditure is important in this regard.

» Official development assistance can also playmaportant role in augmenting
shrinking domestic resource base arising from rfgllexports, remittances and
tourist receipts. In this regard, donors must iasesaid to Africa consistent with
their Monterrey and G-8 summit commitments.

» Strengthening developing countries’ voice and regméation through reforming
the governance of the international financial basibns is also crucially
important. This has become imperative especiallylight of the increasing
globalization of financial markets.

These recommendations were presented and discbysé@drican Heads of State and
Government at their summit in Addis Ababa in Japu2009. At the Tunis meeting,

African Ministers and Governors of Central Banksoatet up a Committee of Ten to
monitor developments, provide regular follow upyiad Ministers and Governors on
proposals and contribute to the international disse in relation to the economic impact
of the financial crisis and mitigating measurese Tommittee had its first meeting in

11



Cape Town, South Africa on 16 January 2009 andgé¢cend meeting was held in Dar es
Salaam, Tanzania, on 11 March 2009. These codiaimaeetings have helped to build

an African consensus on the crisis and how thernat®nal community could assist

countries in the region to respond to it.

Research support

An identification of the potential impact of theisis and the transmission channels are
critical to designing and implementing effectivelipp responses. In recognition of this
fact, the Economic Commission for Africa (ECA) hlsen providing technical and
research support to African countries since theebatthe crisis. ECA has also played a
key role in facilitating an African consensus oe tirisis through organization of high-
level meetings for African countries. For examplECA organized the Ministerial
meeting in Tunis in collaboration with the Afric@evelopment Bank (AfDB) and the
African Union Commission (AUC). ECA, AfDB and AUCealso providing support to
the Committee of Ten Ministers and Governors of t@nBanks. These technical
assistance support and advisory services have layerucial role in ensuring that
African views and concerns are adequately presetttettie international community,
particularly the G20.

Liquidity support

African countries are facing difficulties accessingernational financial markets due to
the drying up of credit and rising risk premium&eTAfDB has taken several measures to
improve access to long-term finance for countmreghe region, particularly for essential
economic infrastructure. For example, the bankdsaablished a $1.5 billion Emergency
Liquidity Facility to provide fast and exceptionslipport to AfDB eligible countries. It
has also set up a $1 billion Trade Finance Fadititymprove access to trade finance.
Some short-term measures have also been put ie ptaanprove access to finance.
These include: the restructuring of portfolio ampletines in favor of faster disbursement
instruments; seeking additional funding throughfin@ncing; review of trust funds to
direct activities and funds towards countries idjeand establishing a catalytic trust
fund for African Development Fund (ADF) countriesstupplement existing resources.

IV.  The way forward

African countries have taken important steps atnthigonal level to mitigate the impact
of the financial crisis on their economies. HoweVgrance constraints limit the range of
policy measures that countries in the region caadpt in response to the crisis. In this
regard, there is the need for the internationalroamity to provide appropriate assistance
to the region to prevent the financial crisis taginto a regional humanitarian crisis.
The main areas where there is the need for interredtaction to help Africa deal with
the crisis are outlined below.

Enhancing resource availability
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Developed countries have adopted fiscal stimulukgges to boost their economies but
very little attention has been paid to the needdost demand in Africa and how to
finance it.Africa needs to be fully integrated into the cooated effort to increase global
aggregate demand. The developed countries’ fisicallkis plans will be a lot more effective
if accompanied by similar fiscal stimulus in lonecome countries. Possible sources of
generating finance to boost demand and growth ricédinclude:

* Rich countries making more effort to meet existcammitments on aid and debt
reduction (ECA 2008)

» Accelerating disbursements and improving accessitiing finance facilities

» Urging the IMF to put in place a new facility witlelaxed conditions to support
African economies during this crisis

* An early capital increase for the African DevelopiBank to enable it further scale
up its interventions in support of African develagm

» Sale of IMF gold reserves to release additionalueses to help developing countries
deal with the financial crisis.

» Issuance of new Special Drawing Rights (SDRs).

Reform of the international financial system

Africa and developing countries in general havece@ditheir reservations and criticisms
of the existing international financial archite@uasnd current aid delivery frameworks
used by donors and international financial ingotug. These criticisms notwithstanding,
the financial architecture has fundamentally remdithe same since the Second World
War. There are a number of key areas that Africamties would like changes made in
the context of the reform of Bretton Woods Instdns and the global financial
architecture.

Increasing policy spacdhe imposition and use of policy conditionalitiasaid delivery
has been a matter of concern to African policymskafrican countries have had their
freedom to choose their own policy mix and pathsst@ined over time. The Country
Policy and Institutional Assessment (CPIA) of theN Bank is an example of an aid
allocation tool or framework which limits the paolicchoices available to African
governments. The CPIA gives a disproportionatetyhhiveight to policy performance
relative to development outcomes. Under the CPbAintries are ranked according to the
quality of their policies and institutional arramgents. This focus on policies rather than
outcomes is problematic because there is no gecenskensus on what constitutes good
policies. African countries would like a redesightbe CPIA to include a category
significantly weighted towards country-specific canes and to use the African Peer
Review Mechanism (APRM) governance indicators as mmeasures of progress in
governance for African countries.

Debt sustainability framework (DSFAfrican countries are also concerned about the
increasing use of the DSF in aid delivery givenriethodological limitations as well as
subjective judgments regarding what constitutesdgpolicy. There is the need for a
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redesign of the DSF to take account of its shortngmand eliminate the judgmental
element of what constitutes good policies and tinsbins.

Voice and participatianAfrican countries are concerned about the faat they are not
represented in key forums where important decisitiad affect their economies are
made. The redesign of the financial architectuviples an opportunity to address this
issue. Africa would like to participate in the Fmteal Stability Forum and to have
increased representation on the Boards of IMF awdid\Bank. There is also the need
for Africa to have permanent representation in@2®, in addition to South Africa which
is there as an emerging economy.

Promoting tradeTrade is an important source of development fiean Africa. Against
the background of creeping economic nationalisndegoinning the rescue and stimulus
packages mobilized by “advanced countries,” the Gf0Qst refrain from trade
protectionism. In this regard, Africa would likespeedy conclusion of the Doha Round
with appropriate provisions and emphasis on theldgwment dimensions.
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