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Title: Impact of the World Financial Crisis on Pd@ountries — Examples from Sub-Saharan
Africa
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Because of Africa’s generally weak financial intgwnwith the rest of the global economic
system, it was believed that the financial seabbrmany African countries would not be
directly affected by the crisis.

There are exceptions to the ruleSouth Africa, Kenya, Ghana and some other caestri
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This is largely true: The African Banking Sectdiee on domestic deposits and lending and
usually does not have derivatives or asset-basrdigses among their portfolio.

Even though some banks have significant foreignesalmp, the parent banks are typically
not from the US and the foreign ownership sharatiraly small — 5% compared to 46% for
developing countries.
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But: African Countries were indirectly affected:d?@ountries suffered most from the
consequences resulting from the direct effectb®@QGrisis on advanced or emerging
countries.

In other words: Poor countries suffered not bydiealit crunch and lack of liquidity but
through the recession that followed the crisisdwaaced and emerging countries.

Even though indirect, the impact was neverthelessre because of the general vulnerability
of African Economies to even minor external shocks.

According to the World Bank Chief Economist for Africa, Shanta Devarajan, the most
severe impacts on African countries were in the fldwing areas:

1) “A slow down in private capital flows adversely affecting economies that had been
relying on these flows to finance much needed invesent, particularly
infrastructure investment. Already Ghana and Kenyapostponed sovereign bond
issues worth about $800 million” he said

2) Commodity prices are falling which hurts exporters in poor countries and helps
importers in rich countries. He also adds, “Commody dependent economies are



exposed to considerable external shocks stemminmgim price booms and busts
in international commodity markets”

3) Remittances, which run about $15 Billion a year to Africa arelikely to decline
4) Foreign Aid or Official Development Aid is likely to be downgraded

5) Tourist revenues are likely to substantially decline as recession ideveloped
countries deepens

Consequently,

* The World Bank downgraded the growth prospects of Aica from 7.9% to 0.1%
for 2008 and from 6.9% to -1.1% for 2009.

But: Africa is a large and very diverse continentTherefore it is always worthwhile
looking at individual examples. In our case Ethiop and Kenya.
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Example Ethiopi&

* Very poor: Average income 120US$/person/year (ayefub Saharan Africa is 600
US$). The distance between very poor and veryisictot too bad: The Gini index
was at 0,3% in 2060

* 44-50% of population below poverty line
* Semi authoritarian one party government, but vt lcorruption

* Large state bank (controls 74% of assetdy 6 private banks controlling 21.3% of
the assets, quite outside the global financial sysh

Das Land ist mit einem Pro-Kopf-Einkommen von ef28 US-Dollar (2005) eines der
Armsten der Welt; hingegen liegt der Durchschniggviiir Afrika stidlich der Sahara bei
Uber 600 US-Dollar. Etwa ein Viertel hat ein Einkoen von weniger als einem US-Dollar
am Tag, vier Fiinftel haben weniger als zwei US-&xdiglich zur Verfigun§! Etwa die
Halfte der Bevdlkerung (44-50%) lebt unterhalb Alenutsgrenze

Ethiopia is known as an Empire and as a very represommunist dictatorship which was
toppled in 1991 by the rebel group Ehiopian PeoRkegolutionary Democratic Front
(EPRDF), headed hyieles Zenawafter a lengthy civil war. Now the EPRDF is rulipgrty
and still governs quite authoritarian. In theorthiBpia is a parliamentarian federal

! Country dates taken from Alex Ochumbos lecturdse"Situation of Poor Countries after the World Enoit
Crisis", presented in Nurnberg in May 20b@p://www.steuer-gegen-
armut.org/fileadmin/Bildgalerie/Kampagnen-
Seite/Unterstuetzung_Wissenschaft/Fachkonferen@86/INuernberg/Ochumbo.pdiiso: Wikipedia, also:
Capital Markets Authority, Nairobi: Annual Repoasd Statement of Accounts for the Year ended 38 Jun
2009.

2 GINI 0,3 im Jahr 2000, ahnlich wie Deutschland 20GINI ist Abstand innerhalb der Einkommensveutes
zwischen ganz arm und ganz reich: 0 ist, wenn glieishmaRig verteilt, 1 ist wenn einer alles laa, je naher
zur 1 desto schlechter). Brasilien und Sidafriléa 0,




democracy, but the EPRRDF and its allies won 996%| seats in parliament (545 of 547
seats) at the 2010 election. Just 1 seat beloegspghosition, another seat belongs to an
independent candidate. There are rumors of widaddraud happening at the elections, but
there is no proof.

Even though there are six private banks in Ethiegiach administer 21,3% of the deposits,
the state owned Commercial Bank of Ethiopia adrtenssthe remained 74,17%. Ethiopia is
even today quite isolated from the flows of int¢im@al finance. It truly is a country whose
financial institutions are not part of the globialancial system. Ethiopia therefore is a good
example for a country which is affected indiredifythe World Financial Crisis.
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Largely indirect economic effectsit affected Ethiopia for the following reasons:

* About one third of the governmelntidget is donor dependentAccording to the
2009 budget, grants were about 28.4 % of totalreddmvernment revenue or 4.5% of
GDP. Therefore, even a slight decrease in dongratipould lead to a sizeable
decline in Revenue in Ethiopia. In particular, exéd loans are about 14% of the total
capital expenditure which could constraint compleibf Capital projects underway
(the electric dams in progress, for instance)

» Ethiopia'sexport declined both in volume and value. As recessioaaparound the
developed economies and the emerging ones, it weested thelemand for exports
would decrease. For Example, the world price ofemtlecreased by a significant
margin (about 25 -30%) while volume also decredsedbout 5% in October 2009.

* Further, according to June 2008 investment figus8sl % of the total capital flows
was of foreign origin. Hence a decrease in investraetivity due to recession abroad
has affected both FDI and hence, unemployment

* RemittancesandTourism revenuehad been on the increase, the country got less as
the recession deepeneRemittancesand to a lesser extetaurism were becoming
an important source of foreign exchange. Accordintihe National Bank of Ethiopia
report, remittances from abroad were about $1obilliccording to some sourdes
Both are threatened by the present downturn.

Summing up: Therefore, all the above suggests that even though financial crisisdid not
affect Ethiopia directly (thanksfor itslack of integration to the world) itsindirect impact
through the channels stated above and others has been unmistakable.
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Different is Kenya

* Wide gap between very poor and very rich (GINI gf3), esp. in Nairobi between the
neighbourhoods such as Karen and Kibera

3 East Africa Forum, 23.8.2008 http://www.eastafiocam.net/2008/08/27/remittances-reach-one-bln-usd/
* Not by all: According to a World Bank Study, Retaitces for Ethiopia are around 3,2 billion US$, relas
the National Bank of Ethiopia puts the figure siilaround 1 billion US$
http://www.eastafricaforum.net/2010/10/30/ethiopigh-remittance-figures-from-world-bank-ridiculetimanal-
statistics/



* Multiparty presidential democracy along ethnic des
* Alot of corruption and fraud
» Marked based economy, private banking sector, Skxckange 4th largest in Africa

« _financial hub of Eastern and Central Africa“

"The urban poor are fast being pushed from acogssnic services. A draft

report by the government shows that the gap betwreerich and poor urban residents is
widening at an alarming rate. .. In the poor neaghbods, taps run dry for many days,
coupled with power outages and dusty roads. Thersewus true in affluent residential zones."
[Daily Nation, 28.1.2010]

Kenya is a republic with a strong focus on the idex# who at the same time is head of
government. It is a multi party democracy, andghgies are more often than not aligned
with ethnic or other particular interests, hendeeldike "liberal" or "conservative" don't mean
a lot and parties who strive on the basis of aaogo united people from different ethnic
groups don't really flourish. Whoever is in powees the means provided by the state to
remain there, e.g. by corruption or manipulatirgc8bns. For that reason, the last
presidential elections 2007 were followed by heathnic violence, especially since also
election observers from outside attested widespiread both in the towns and the
countryside. Remarkable on that background is dae@ful adoption of the new constitution
in 2010, which, e.g. limits each president to tewnts in office only.

Kenya's economy isarket-basedwith a few state-owned infrastructure enterprisesl
maintains a liberalized external trade system. ddwentry is generally perceived as Eastern
and Central Africa's hub for Financial, Communicatand Transportation services. As at
May 2010, economic prospects are positive with 4GB growth expected, largely because
of expansions in tourism, telecommunications, fpans construction and a recovery in
agriculture. ThéVorld Bankpredicts growth of 4% in 2010 and a potential 884 growth in
2011.

The government is generally perceived as investinemdly and has enacted several
regulatory reforms to simplify both foreign anddbmvestment. An increasingly significant
portion of Kenya's foreign inflows is froremittancedy non-resident Kenyansho work in
the US, Middle East, Europe and Asia. Comparetstoaighbors, Kenya has a well
developed social and physical infrastructure makiag attractive alternative location to
South Africa, for major corporations seeking ey the African continent.

Nairobi continues to be the primary communicatiod &nancial hub of East Africa. The
Nairobi Stock Exchange (NSE) is ranked 4th in Adric terms of Market capitalization. It
enjoys the region's best transportation linkagesyunications infrastructure, and trained
personnel. A wide range of foreign firms maintaagional branch or representative offices in
the city.

The Kenya banking system is supervised by the @eBank of Kenya (CBK). As of late

July 2004, the system consisted of 43 commerciagkdé&down from 48 in 2001), several non-
bank financial institutions, including mortgage qmanies, four savings and loan associations,
and several score foreign-exchange bur&sus.



For all that reasons is the impact of the Worldrigsuic Crisis on Kenya is both direct and
indirect
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Direct Effects. Capital Market

» Portfolio flows have however adversely affected the stock market, with foreign sales
exceeding foreign buys in many counters, as foreign portfolio investors diversify from
the market (Kibaara, 2008).

» The NSE 20-share index has taken a hit since mid-2008 on the back of the post-
election violence and the global financial crisis. In 2008, the NSE-20 index slumped
by 35%, 25% since July 2008 e.g. because of the slowdown of investments by hedge
funds

* International Investment and Trading was also afflicted by the Strengthening of US
Dollar against Kenya Shilling after the crisis: The Shilling was depreciated and this
had an impact on imports and Foreign Debt Service is more expensive (more Kshs
to pay), exports earn less.
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Indirect Effects
» Exports, especially horticulture (Flowers, tea, coffeegnivdown
* Reduced foreign direct investment

» slowdown of the tourismsector: Revenue from tourism, which is the coustrgain
foreign exchange earner, last year fell by 54 pet compared with 2007, a year
which saw a record two million tourists visit Kenya

- Main source of foreign currency, impacts agairForeign Debt Service which
needs to be paid in US$, i.e. requires more morteghathen lacks in infrastructure,
health and education

¢ Downturn in remittances only 8,4% (Jan-July 20082(®1io US$) compared to Jan-
July 2008 373 Mio US$) and still 10% higher tha®Z)which is also due to the
surge in remittances following the post-electioolemnce. This proves that remittances
remain strong in times of crisis.

- Good news for consumer: Less money comes in lalilesto buy more. Stronger
US$ and depreciation of Kenyan Shilling increasexiRasing Power.
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lllustration on development in net cash flow byeign direct investors, all figures in Million
Kenyan Shilling®

® Central Bank of Kenya, Press Release Septembér 200
® Capital Markets Authority



Summing up: Different from Ethiopia, Kenya suffers directly and indirectly from the World
Economic Crisis

* Theexplained impacts have adversely affected the Kenya growth rate. In 2007, the
country experienced a growth rate of 7%, the highest growth in over two decades.

* In 2008, the growth was expected to be 4% (IMF) due to the post-election violence
in thefirst quarter of the year, drought and the global financial crisis.

* In 2009, growth is expected to be about 3% (Al G).

From the perspective of a developmental agency asicthe Jesuit Mission the really
interesting question is: What is, from our point/adw, the most severe and most enduring
damage the World Economic Crisis has afflicted oargountries? To my mind it is in the
field of employment, decent jobs and opportuniteemake a decent living.
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As far as statistics can capture it, the World Ecoit Crisis deleted worldwide
around 30 million of good, well paid jobs worldwjdsflicting more than 100 000
000 family members. Highest was the drop whereethvare jobs in the first place,
e.g. developed countriésll this seems to be better than originally fe&red

. In poor countries, maybe less good jobs were dgstirdout the overall

consequences of the crisis were still more draktist of all, more young people
are there to look for work. Therefore even thougiplyment is on the up,
unemployment as well. And whatever happens onaberimarket takes place
without any form of social security.

"With more than three-quarters (80%)of workers in Sub-Saharan Africa in
vulnerable employment and around four out of five varkers living with their
families on less than US$ 2 a day, sub-Saharan Addan economies faced
daunting decent work challenges prior to the onsatf the crisis. Gender
inequalities are evident in the much higher sh&rmgamen in vulnerable
employment in comparison to men and with femalekingy poverty rates
exceeding male rates in 22 out of 27 countries awtlable dataEconomic
growth is projected to recover to a precrisis rateof 5.5 per cent in 2011, with
little change expected in the unemployment ratélhe economic outlook is
subject to considerable uncertainty, particulamlyniddle-income countries and oil
exporters, and will be dependent on the recovethi®fjlobal economy.

Most hit were export oriented economies, e.g. Zani2009, 8500 of 30 000 jobs
in the Zambian copper industry were lost, small hamat first sight, but each

" IMF/ILO paper "The Challenges of Growth, Employrnand Social Cohesion", 2010, p.4 and United Nation
World Economic Situation and Prospects 2011 (WESRY. Global Employment Trends 2011, International
Labour Office (ILO), Genf, 24.1.2011. Nachfolgemad Text die Seitenzahlen aus diesem Report.
Internetressource unter http://www.ilo.org/global#fications/ilo-bookstore/order-
online/books/WCMS_150440/lang--en/index.htm

8 BBC 2009



worker sustained around 10-25 people AND ther@isatial security or
unemployment benéfAnd: Good jobs once lost won't necessarily conuk et
may emerge elsewhere, once the economic recovérgrgaspeed. For example:
When the Chinese resumed investment where westeracbenterprises left,
wages were lower, trade unionist influence was les®s and social insurance
contributions were less than in earlier years.

12+13
Global Employment Trends 2011, published 25.1.2@11FN 6)
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In consequence: The situation has an impact onehals and public spending:

» The crisis had an impact on household spendingnlmdustrial country, the
proportion of expenditure for food in a typical lsehold budget amounts to 10% - 20
%, whereas it is between 60% and 80% in the LD@£(E008). According to a U.S.
Department for Agriculture calculatioa,50% price increase on basic food leads to
a mere 6% rise in expenditure for a high income cautry, but it amounts to 21%
for a food importing country of low income (U.S. Deartment for Agriculture.
Economic Research Service. 2008: p. 25).
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« And Food Prices are continuing to rise, as thefdlhg chart shows$' This has to do
with weather and subsequent harvest problems 8,24t also with a new wave of
speculation on "agrar commodities", especiallydwihg the bad harvest in Russia as
a consequences of last years heat wave. That'swwhger worldwide went up to
record heights in January 2011 because of varma ¢rises beginning 2007, the
depreciation of local currencies towards the US$the decrease in household
income. For the first time ever hunger, which skdeg halved by 2015 surpassed
the one billion limit in 2009 and, down to 925 Miv2010 and rising again because
of the record prices in January towards one biligairt®

» There is, however, a silver lining at the horiz8mce jobs in developed countries and
emerging markets improve, the amount of remittaigelegal and illegal migrants
back home is almost back to pre-crisis level. E2@@9, remittances to Ethiopia seem

°Vgl. Green, D. (2009) A Copper Bottomed CrisiseTmpact of the Global Economic Meltdown on Zambia.
Oxfam International Discussion Paper, December 20@9netressource
<http://lwww.oxfam.org.uk/resources/policy/econonaigsis/downloads/impact_economic_crisis_%20zambia.p
df> sowie Global Policy Forum/Terre des Hommes ¢JrBie globale Entwicklungskrise. Auswirkungen —
Reaktionen — Konsequenzen. Bonn, Osnabriick, Deze2dpd, S. 9

19 See: Wahl, P. (2008) Food Speculation: The Maittdfzbehind the Price Bubble in 2008. WEED, Brigfin
Paper. Internetressourbép://www2.weed-online.org/uploads/weed food_spa@mn.pdf

M hitp://www.fao.org/worldfoodsituation/FoodPricesénden!

12 The number of people living in extreme povertylyalccording to estimates from the World Bank, @12
still be 267 million greater at 1.132 billion thewould have been the case without the crisis." Téeshommes,
Deutsche Welthungerhilfe: The Reality of DeveloptaéAid 2010
http://www.welthungerhilfe.de/fileadmin/media/pdfikdichkeit Entwicklungshilfe/Wirklichkeit_englisch
Kurzfassung_18 2010 Internet.pdf

13 Global Hunger Indekittp://www.ifpri.org/sites/default/files/publicatis/ghi10.pdf but also new figures on
http://www.fao.org/worldfoodsituation/FoodPricesénden/




to be higher than expected: Whereas the Ethiopatiohal Bank assumes that the
inflow of remittances right now is back to 1 bilidJS$ per year, the World Bank puts
this figure to 3,2 billion US$? Also in Kenya, remittances slumped not too bad and
were 2008, 2009 and 2010 above the amount of 208 ear when everything
started"® But, as far as remittances are concerned: There isally reliable way of
measuring these flows who are often outside theialffbanking system, especially in
Eastern Africa.
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« The crisis impacted also on state budgets and@sapénding: State Revenues for
LICs fell 60% in 2009, with dire consequences andbility of states to cushion the
crisis impact for their populations or continue gness towards the achievement of the
MDGs, e.qg. its possibilities to invest in educatibealth care, clean water and other
essential things connected with the MBGs
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As a reminder, the Millennium Development Goalsevadopted in 2000 and should bring
worldwide dramatic improvements in the followingas:

1. Eradication of Extreme Poverty and Hunger
Universal Primary Education
. Gender Equality
. Child Health

2

3

4

5. Maternal Health
6. Combat HIV/AIDS

7. Environmental Sustainability
8

. Global Partnership
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Again it is difficult to assess a global tendenmes the implementation of these goals
depends on many factors such as money, governasoejrces available on the ground or
involvement of citizens.

» According to UNDP, mixed progress within regionsndastrates that MDG progress
is country specific. Sub-Saharan Africa, for exaenplas seen volatile fluctuations in

1 EastAfrica Review

15 http://www.centralbank.go.ke/forex/Diaspora_Reasipx

16 »Revenues fell in 60 per cent of LICs in 2009. Rbmost half of them (46 per cent), revenues Wiill lse
below 2008 levels by the end of 2010. Even if i world recovers, the crisis will still be wreaki havoc in
the poorer countries, due to the time lag in traasion.” The Impact of the Global Economic Crisistbe
Budgets of Low- Income Countries. July 2010



poverty: falling in Ghana between 1999 and 2006 jiereasing in Uganda between
2000 and 2003, despite comparable GDP growth.

» Performance varies even among fragile states: pokeas fallen in Ethiopia and
Cambodia, but risen in Niger, Nigeria and ZimbabWee mixed performance on
MDGs reflects a complex combination of specific oy contexts.

Again it is important to look carefully into the mexts before coming up with evaluation.
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But: in one area progress was achieved acrosstviéeyent countries namely in the field of
reaching the goal of Universal Primary Education.

* Burundi, DRC Ethiopia, GhanaKenya, Malawi, Mozambique, Tanzania and
Uganda have abolished school fees which has lacgstoge of enrolment GUESS,
who made up for the money lacking because of abdtigsig school fees? State and
donors! More specifically in the case of Kenya:

* In Kenya 1.2 million additional pupils in 2003, by 2004mabed to 7.2 Million of
which 84% were of primary school age. Challengestex providing sufficient
school building and teachers
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* In Ethiopia (UNDP report) during 2007/2008 total primary emmeht reached 15,
341,121 pupils which brought up the Gross Enrolmatid (GER) to 96.7% from its
level of 91.6% in 2006/2007.

* During the same period 1,992 primary schools haenlronstructed which brought
total number of primary schools in the country 8235.

» This progress is supplemented by the fact that 80#te constructed schools are
located in rural areas and with improved awarenéfise community towards girl
education.
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But, as you might guess: Progress in the fielhefNIDGs is also dependent on the flow of
real money. In the case of our example:

» Although aid directed to basic education for low itome countries increased from
$1.6 billion in 1999 to 5 Billion in 2006, it is esn then still well below the
estimated $11 billion in aid required annually toreach universal primary
education by 2015.

* And, as you might guess: The amount of availaldeusces was of course affected by
the Global financial crisis. In both Kenya and Bfhia the budget had to be adjusted
given the reduction in government revenue.
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Now: What about the road ahead:

Recalling my phrase that money might not be evargtbut without money a lot comes to
nothing, | want to ask: How is it now, after the KMdoFinancial Crisis with the availability of
resources for the achievement of the MDGs unti5201

The Committee of African Finance Ministers and CalBank Governors said in their paper
"Impact f the Crisis on African Economies" in Mar2009

“Although African countries were growing faster biedf the crisis, the growth rates were still
not sufficient to achieve the MDGs. .... At least U billion are needed to propel the
continent on a higher growth path to give it a deato reach the MDGs.”

So much for the needs.
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And what is the reality considering the promised declarations given by the international
community regarding?

“The 2005 Gleneagles Summit committed to raisimgtaiAfrica by USD25 billion per year
until 2010. This is virtually half the amounts neddo only allow African countries to
maintain their pre-crisis growth rates, which isimigely not sufficient to bring the continent
anywhere closer to meeting the MDGs.”

So much so bad. But this was 2009. Maybe thingeldped not that bad after all now, 1 year
later?
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As this OECD slide shows, prognoses in 2005 werelnmuore optimistic than the current
projections. For 2010, OECD members pledged todpedil of their Gross National Income
for ODA, and had, the World Financial Crisis notoeed, most countries would probably
have lived up to this promise. Right now, howewet, too many states are living up to this
pledge.

Germany spent
e 2008: 9,7 billion
e« 2009 8,6
e 20108,9
« 20116,07
25

7 hitp://www. welthungerhilfe.de/fileadmin/media/pdfifdichkeit Entwicklungshilfe/Wirklichkeit englisch
Kurzfassung 18 2010 Internet.@fdhttp://www.tagesschau.de/inland/oecdentwicklundsh®0.html




And that’s where a Financial Transaction Tax cadche handy: Even a 0,01% tax on
financial transactions within the European Unionldaaise billions of US$:

France Germany United Europe

Kingdom

In%of In bil. In%aof In bill. In%of In bil In%_of 'In__bill. In % of In bill.
GDP US§ GDP US§ GDP US$ GDP US$ GDP  US$

010% 0843 188 1488 433 8612 2044 2100 3213 1523 7348

005% 0612 137 1070 312 6352 1508 158 2328 1007 529/

001% 0273 61 0473 138 2901 689 0682 1039 0485 2340
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And that's why the Campaign "Tax Against Povertyll aontinue its labour to get
somewhere near the implementation of this tax withe European Union.



