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Global growth is projected to gradually
recover
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Presenter
Presentation Notes
Commodity prices, notably food, metals and fuel have stopped declining, levelling off causing a pick up in global trade.  At the same time financial markets have recover. 

Thus, after very slow growth in most of 2016, growth is expected to recovery slightly in 2017-18, after some acceleration in Q4 2016. Global growth was 3.1% in 2016, expected to go to 3.5% and 3.6% in 2017 and 2018, and the improvement is reflected across most country groupings. 

Structural problems – low productivity growth, high income inequality, and protectionist policies in advanced economies  – are expected to impede a sronger recovery and risks to the growth outlook are on the downside. 

Forecast is that prices will stay at current levels or slightly higher, but unlikely to return to levels of 2011-12 in the next few years. 
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Global growth projections
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Emerging
Market and
Developing Sub-
Advanced Euro Area China Economies Saharan
World Economies u.s. Africa
2016 3.1 1.7 1.6 1.7 6.7 4.1 1.4
2017 3.5 2.0 2.3 1.7 6.6 4.5 2.6
Change from
Oct. 2016 0.1 0.2 0.1 0.2 0.4 —0.1 -0.2
projections
2018 3.6 2.0 2.5 1.6 6.2 4.8 3.5
Change from
Oct. 2016 0.0 0.2 04 0.0 0.2 0.0 -0.1

projections

Sources: IMF, World Economic Outlook October 2016 Update; and IMF, World Economic Outlook April 2017.
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This table shows how IMF projections have changed over time, for various country groupings and large economies.  

for US, assumes fiscal policy easing (tax cuts).  Outlook in Europe and Japan based on pick up in trade seen in second half of 2016. 
Forecasts marked up for China, reflecting growth-supporting policies, and for Russia, due to oil prices.   
Downward revisions in forecast for emerging markets and development economies, mainly due to weaker outlook in some larger countries in Latin America and the middle East.  

Downside risks for growth outlook include:  more projectionism; monetary policy tightening in US; rollback of financial regulation and deteriorating financial indicators which can cause instability; political factors.  

Let’s look at the last column --- SSA – more carefully. 


Sub-Saharan Africa (SSA)
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SSA growth has weakened substantially
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SSA growth was 5% from the mid-1990’s through 2005. From 2005-2015, growth averaged about 5%, which was just over 2% on a per capita basis (with population growth of just below 3%).   This growth was supported by both commodity exporters and non-commodity exporters alike. 

However, growth was just 1.4% in 2016, the lowest in 2 decades, and negative in per capita terms.  Almost 2/3 of the countries slowed down, accounting for 83% of the subcontinent’s GDP.  Even so, this masks differences:  
Most oil-exporters experienced a strong contraction in growth. 
Conditions in many other resource-intensive countries also remained difficult.
On the other hand, non-resource intensive countries, such as Cote d’Ivoire, Ethiopia, Kenya, and Senegal, generally continued to grow robustly, benefiting from strong domestic demand and high levels of public spending, though in some cases growth eased from 2015.




...and in some cases, compounded by rising

food insecurity.
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While the commodity price slump was the dominant factor across the region in explaining the drop in growth, there were also a number of other factors:
Conflicts
Drought
Fall Army Worm and pest infestations

These have induced in parts of Africa a significant humanitarian crisis, notably with famine declared in South Sudan and looming in Northeastern Nigeria, and elevated risk of food insecurity in several other countries.

Inflation, which had been in single digits in virtually all countries, in recent years, has started to accelerate, reflecting widening macroeconomic imbalances, currency depreciations, and in some countries drought-induced food price increases.
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While hardest-hit countries did implement some fiscal adjustment, for example, cutting public spending, it was not enough to offset the loss in oil revenues, as economic activity slowed down.

Many countries let their exchange rates depreciate to help absorb external pressures.  However, some of the hardest hit countries also resorted to also resorted to exchange rate restrictions to stem declines in reserves (e.g. Angola, Nigeria).  However, these have exacerbated growth and fiscal pressures.  Elsewhere, where the exchange rate could not adjust, e.g. CEMAC, reserves have declined rapidly. 



®

Debt levels are on the rise across SSA.
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Public debt has increased across the region:  with a slowdown of growth and exchange rate depreciation across the region, debt ratios go up automatically, without any change in borrowing.  The medium public debt-to-GDP increased from 48% in 2015 to 50% in 2016, the highest levels since HIPC.  

But this reflects different factors in different countries:  for those avoiding policy adjustment, debt levels have increase rapidly. 
For these countries -- for example, Nigeria, Angola, Ghana – we have been urging strong and immediate policy action to address rising external and fiscal imbalances to avoid excessive debt accumulation.  Where possible, the exchange rate must adjust, making imports more expensive. In all countries, public spending must be contained or even reduced, since it is no longer affordable.� 
In other countries, greater public investment in infrastructure has affected debt ratios. However, this is also becoming more expensive, requiring some modest belt-tightening to ensure that debt burdens are sustainable. �
Over the medium term, domestic revenues will need to be boosted, especially in those cases severly undermined by oil revenue wealth. 
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The growth outlook for SSA shows a modest

recovery.
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We project a modest uptick for 2017 to 2.6 percent, which is better but still far below the growth rates witnessed in past two decades and only enough to catch up with population growth. 
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...and driven by the three largest
economies.
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Even this increase in growth is mostly due to one-off factors in the three largest economies of SSA: 
South Africa (drought impact subsiding)
Nigeria (oil production recovering)
Angola (election-related fiscal impulse)

Falls well below the past and neutral in terms of per capita growth.  

Also, this outlook subject to risks:  

On the external side, uncertainties persist despite the slight improvement in the global outlook and generally accommodating financial conditions. While fiscal stimulus is currently projected in China and the United States, the extent of expansion and the associated path of monetary policy normalization in the United States remain uncertain. Faster-than-expected normalization of monetary policy could imply an even faster strengthening of the dollar than currently expected and a tightening of financing conditions, especially for countries where fundamentals have deteriorated.

On the domestic front, failure to adjust as needed, drought, and further deterioration in security conditions.


Rwanda
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Growth in Rwanda has outpaced peers
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Growth in Rwanda has consistently outpaced the rest of SSA, with an average rate of 7.7% from 2005-2015. 

Although, as elsewhere, there was a growth slowdown in 2016.  Growth went from 8.9% in 2015 to 5.9% in 2016, although that is still far higher than most of Africa. 
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At the same time, inflation has been rising. |
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Inflation increase mainly because of food.  But let’s turn back to growth. 
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With a slowdown in 2016, as elsewhere...
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The slowdown in growth was related to 3 main factors:  (1) drought affecting agriculture (blue line); (2) completion of large investment projections (orange line); and to a lesser extent (3) adjustment policies to reduce growing external deficits, which had been leading to falling reserves.   We’ll discuss these policies on the next slide. 


Policies helped to reduce the trade deficit
and ease foreign exchange shortages
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In the short run, the main tool for adjustment was a flexible exchange rate – and we saw the RWF depreciate by almost 20% over 2015-2016.  This makes imports relatively more expensive and reduces demand for them. This was supported by public spending restraint and prudent monetary policy, both of which also reduce the demand for imports and have a temporary impact on growth. 

These policies have already showed results:  in the 9 months since July 2016, compared to the same period a year before, exports increased by 22% and imports dropped by 8%, causing the trade deficit to narrow by about 18%. 

However, the government also took more decisive action to reverse trade imbalances over the longer term with its “Made in Rwanda” program.  That program aims to encourage domestic production of certain products that were previously imported, and encourage diversified exports. 


Foreign exchange reserves increased
In 2016

1200 6
1000 S
E)
& 800 43
n 7
= =
3 g
é 600 38
= &
400 2
B Stock of reserves (LHS)
—Reserve assets (in months of imports; RHS)
) I I I I I |
0 0

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Sources: Rwandan authorities and IMF staff estimates and projections.

17


Presenter
Presentation Notes
Consequently, after declines in 2014-2015, reserves picked up in 2016 and should stabilize over the next couple of years. 


Tax revenues forecast affected
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However, some of the tax incentives offered by the Investment Code and Made in Rwanda are expected to undermine domestic revenue collection, which had improved dramatically in recent years. 

Underscores importance of passing Fixed Asset Tax and income tax laws, and finding the right balance between tax incentives to encourage investment, on one hand, and domestic revenue objectives on the other. 


infrastructure investment
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public debt has been rising, with large public investments KCC, Rwandair, etc.  Important to keep domestic revenues high to keep from large increases in public debt. 
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Modest rebound in growth is expected in

2017-2018
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Expect a modest pick up in growth over the next two years.  Should get back to averages 7.5% (8.1% with rebasing) over the medium term. 
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Commodity prices have recovered since early 2016,
but remain below their levels in 2011-14
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With good rains in 2017, and some recovery of commodity prices important for Rwanda. 


Murakoze Cyane!
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Global activity has been picking up steam and

commodity prices have stopped declining.

Real Commodity Price Indices
(deflated using U.S. consumer price index;
index, 2014 = 100)
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APSP= Average Petroleum Spot Price
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During 2010-15 commodity exporters

dominated growth in SSA...
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2010-15 period is characterized by a period of strong economic activity by commodity exporters and non-resource intensive countries alike.
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In 2016, growth slowed everywhere, with

commodity exporters hardest hit...

Real GDP Growth, 2016
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In 2016, average growth for the region is estimated to have reached only 1.4 percent, well below the rate of population growth. More worryingly, the deceleration was broad-based, with about two thirds of countries, accounting for 83 percent of the region’s GDP, growing more slowly than in 2015, as you can see here from the shift of the growth distribution.

The degree of the deceleration varied, however:
Most oil-exporters were in recession, as depicted on the left-hand side of the chart that shows mainly oil-exporters.
Conditions in many other resource-intensive countries also remained difficult.
On the other hand, nonresource-intensive countries, such as Cote d’Ivoire, Ethiopia, Kenya, and Senegal, generally continued to grow robustly, benefiting from strong domestic demand and high levels of public spending, though in some cases growth eased from 2015.


Inflation is edging up in many countries in
SSA.
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Inflation, which has been in single digits in virtually all countries, in recent years, has started to accelerate, reflecting widening macroeconomic imbalances, currency depreciations, and in some countries drought-induced food price increases.


The financial sector is feeling the pinch, with
asset quality declining,...
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Asset quality has deteriorated in many countries. 

The sharp slowdown in economic activity, and in some countries, build up of government payment arrears, have caused widespread increases in NPLs, in particular in oil exporters.
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Despite some slowdown in 2016, growth
rates in the EAC were higher than elsewhere...
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The private credit cycles also point to a
downturn recently...
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