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Presenter
Presentation Notes
To complement the PM’s presentation, I will start with a look at the global environment. 



Picture shows successive revisions in the IMF’s world growth projections. Next reiviosn in April likely to result in another downward revision.



Despite the substantial fiscal stimulus provided by advanced economies and China, the picture is getting gloomier and gloomier in large because expansionary fiscal packages have not succeeded in turning around consumer and investor confidence. 



Much of the problem lies with the poor state of the banking sector in advanced economies. Problems with banks triggered the crisis but now the contraction of economic activity is aggravating problems in the financial sector, which in turn is responding by cutting back credit, thus creating a perverse feedback loop. 
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…and the neighborhood is looking even worse: advanced economies, CIS countries and emerging market economies of central and eastern Europe are being hit hard, all moving into severe contractions in 2009. Again these figures refer to March projections, and I expect the new outlook to be issued in a couple of weeks, to look even worse.



In Georgia, the sharp economic slowdown started earlier (in the wake of the conflict) and therefore 2009 looks more positive in comparison. Still the cumulative GDP loss is comparable to that of other countries in the region. 



I should stress that there remains considerable uncertainty over the growth outlook for 2009 (let alone 2010).
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Presenter
Presentation Notes
Slide shows Georgia’s relative resilience to the crisis compared with 



Ukraine, which started experiencing a slowdown mixed with serious financing problems in the second half of 2008, but which now has entered into an even more severe contraction. In terms of total loss of GDP since 1006-07, Georgia is expected to be close to Armenia. 



Turkey, with an expected 5 percent contraction in 2009, follows closely the pattern of Ukraine, with GDP in 2009 close to 2006 level


Millions of USD

Private External Financing

15,000 - AU

GEO

10,000 - e [JKR
5,000 -

\ \ N— —
2006 2007 2008 2009

(5,000)
(10,000)
(15,000) -

(20,000) -


Presenter
Presentation Notes
The other critical factor in the unfolding international crisis is the drying up of private capital flows to emerging and developing countries. By some estimates, private capital flows to emerging market countries could decline from US$1 trillion in 2007, to around $150 billion in 2009. 



Countries that relied on external borrowing (like Ukraine and much of Eastern Europe) are particularly vulnerable to this credit crunch, as they find themselves unable to rollover existing debt, let alone find new financing. For instance, Ukraine is being hit by a massive reversal of private capital flows in the form of loan repayments to foreign lenders. 



In Georgia, private capital inflows have been mostly in the form of FDI, rather than external borrowing, which places it in a much stronger position visi-a-vis the international credit crunch. 
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Presentation Notes
Looking now at the external financing need of the same 3 countries, we see that, with a bit of a lag, the decline of imports due to the economic contraction and exchange rate depreciations is leading to very substantial reductions in current account deficits—with Ukraine actually projected to run a small surplus in 2009.
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Presenter
Presentation Notes
Putting these two pictures together highlights the nature of the financial shock faced by Georgia in the wake of the war and now from the international crisis. 



Until July 2008, private  capital inflows (mostly in the form of FDI) had been the main engine of growth and were also key to the financing of the large current account deficit on goods and services. 



The sudden drop in these inflows depressed growth but also created a large external financing gap, which is likely to persist despite the very large expected contraction of imports. 
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So how is this gap between the country’s external financing need and private capital financing being met?



Explain bars and adding up constraint



Ukraine shown in 1/10 the scale (so each column should be ten times as high)



A few observations:

 In GEO, the financing gap is expected to be lower in 2009 than in 2008, unlike ARM and UKR

 Public borrowing (from donors) fills a much larger share of the financing gap, reflecting the fact that (for better and for worse) Georgia was able to get more support because of the war, because capital inflows did not decline as much and imports started contracting already



 Unlike Georgia, ARM and UKR will have to dip into their gross international reserves in 2009 to fill part of the financing gap. This is explained by the fact that they had a bigger cushion than Georgia to begin with, and that the financing shock in 2009 was much worse for them. By contrast, under the program with the IMF, one of the targets is to increase resevres to a more confotrable leve in 2009



IMF support is proportionately much larger for Ukraine because of the severity of the crisis there ($16 billion)




Georgia’s exposure to the
International crisis

 Channels of transmission of the international crisis:
Contraction of export markets

Lower remittances

Freeze of credit markets (debt rollover problem)
Repatriation of hot money

Falling commodity prices

* Resilience factors:
 low public and external debt
* large donor financial package
« diversified export markets and FDI sources

* track record of pro-growth structural reforms and sound
macro-economic policies
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To summarize, Georgia is clearly exposed to the world problems through trade and remittances and lower FDI



However, our assessment is that, on the positive side, a number of factors should make Georgia more resilient to the crisis than other emerging market economies. 

First, the low level of public debt going into the crisis means that, unlike other countries, Georgia can afford to take on some debt to support demand at this stage; and the large package of loans and grants made available by partner countries and international institutions after the war provides a larger buffer than is available to many other countries. 

Second, low private external debt, means that Georgia is not as exposed to the problem of rolling over its debt obligations. Banks had resorted to external borrowing to expand domestic credit (much like in Eastern Europe) but to a much smaller extent and foreign obligations for 2009 have been mostly covered

Third, its exports are well diversified geographically, more so than other countries in the region which depend primarily on the Russian market. 

Finally, Georgia has the advantage of a solid track record of reforms and sound economic management which, in our view, should places the country in a good position to take advantage of the global recovery when that takes hold. But of course you are better placed to judge this.


IMF Approved a $710 Stand-By Arrangement
(Credit Line) in September 2008

Duration: 18 months

Objectives:

« Stabilize the economy, restore confidence and meet external
payment obligations with least disruption

Policies:
« align public spending to available external resources

 allow the exchange rate to adjust flexibly to market pressures and
thus protect international reserves

* maintain close vigilance over banks to pre-empt possible problems

$240 million released upfront

 to replenish the international reserves of the central bank, which
had declined by $343 million in August alone (to $1,122 million)
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To conclude, a few words on the relationship between the IMF and Georgia. That relationship was scaled up considerably with the SBA approved after the conflict with Russia, which provided an exceptional amount of financing to help Georgia cope with the consequences of the conflict. Money is disbursed in quarterly tranches based on an assessment that policies remain consistent with achieving the program objectives. 




Progress under the program

« $190 million released in March upon completion of
2"d Review:

— all December 2008 targets (e.g., budget deficit and
international reserves of NBG) were met

— Policies remain on the right course to achieve the
program objectives and weather the crisis.

— But uncertainty and risks remain very elevated due to
International environment
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How is the program going? The latest assessment of the IMF was conducted on March 23. The review concluded that not only were all the targets for December 2008 met, but that policies put in place by the government as part of the agreement with the IMF remain on the right course to achieve the program objectives.



At the same time, at the IMF we think that the world remains a very dangerous place (financially speaking) and that in this environment policies need to remain very flexible to respond to unexpected events.


Thank You
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