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Macroeconomic risks for the African continent

The impact on budget outlook of African countries

How to improve risk management in the budget?

How can countries be supported?

OECD

®<wx

wwwwwww




30

20

10

ems»Traditional
Partners

® @ eEmerging
Partners

Relatively weak financial linkages
BUT

Trade linkages are relatively
important (although less so than
amongst OECD countries).

Things to keep in mind:

* The rise in importance for African
countries of Emerging economies
as trading partners...

» The impact of the global business
cycle depends on the type of
commodities that the country
exports...

Source: AfDB, OECD, UNDP, UNECA (2011)
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*ODA: The most optimistic scenario
one can possibly contemplate is
that ODA flows will remain constant
in nominal terms going forward...

%4 of Africa-bound FDI still
originates from OECD countries.

*Remittances took a severe hit
during the crisis and will be
impacted by a deepening of the
crisis.

Source: AfDB, OECD, UNDP, UNECA (2011)
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* Medium term sustainability of
public finances

 Careful not to undermine hard-
won sustainability of fiscal policy

In fact:

-Countries where the fiscal position
was sound and inflation under
control were better able to cushion
the shocks.

* Discretionary fiscal policy in
countries running larger deficits
tends to be pro-cyclical.
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..............

" 3. Improving Risk Management in the Budget |

* Binding fiscal rules can induce a more counter-cyclical fiscal policy:
> Budget balance rules, debt rules, expenditure rules, structural balance
rules...
» Budget balance targets are widespread, fewer countries also implement
spending rules.
» Spending rules are less likely to give rise to significant pro-cyclicality.
Even so, they also have drawbacks in constraining policy reactions to
sudden cyclical developments.
* Policy-making should be informed by a more accurate assessment of
cyclical developments
* “Fiscal councils” or other independent entities can facilitate public acceptance
of the need for fiscal prudence.
 Existing multi-year expenditure projections could be given greater status:
» make the expenditure envelope for the out-years legally binding;
» legal amendments would be required to revise them;
» expose such amendments to greater public and parliamentary scrutiny.
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The structural budget balance

e is in principle a preferable target over the headline budget balance as it permits
the full working of the automatic stabilisers, which should attenuate the cycle.

e is challenging to use in in practice

e the techniques related to the estimates and forecasting of the structural
balance need to be sufficiently robust for such rules to become effective.

An expenditure rule

e may be useful in restraining fiscal expansion in upturns

e are particularly important in supporting fiscal consolidation

e are relatively transparent and easy to implement and monitor

e are not usually set as permanent, but are renewed through the political process
or on a rolling basis (for the next three years, for example).

¢ should not be viewed as externally imposed targets

e there is no “right” level of expenditure unambiguously associated with better
economic outcomes.

e based on social consensus and reflect the preferences of the society.
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For fiscal rules to be effective, they have to be:

U transparent and easy to monitor

U supported by institutions that enhance transparency and accountability
Q sufficiently flexible to respond to various shocks

U tailored to the needs of the economy

0 backed by political will to maintain prudent public finances

Suspending fiscal rules in the wake of extreme economic shocks begs
the question of how to re-establish credibility:

O Establishing a strong track record helps to anchor expectations that fiscal
policy will return to a sustainable paths.

[ Defining the conditions under which the fiscal rule can be suspended
temporarily and setting out the path for returning to the rule may also underpin
credibility
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rting African coun budget risks... ||

* Stick to commitments and more than ever try to make aid more
predictable...

« Stand by African countries as much as possible, as investment and
trading partners. In particular the temptation of protectionism and
beggar-thy-neighbour policies should be resisted.

* Finally, a special note of caution applies to North African countries...

« Support initiatives that help African countries improve the capacity to
better manage their public finances in general:

« Africa Centre for public debt management

* African Tax Administration Forum

« CABRI (Collaborative Africa Budget Reform Initiative)

(@

OECD

m CENTRE
——

<P



5.0%
4.5%
4.0%
3.5%
3.0%
2.5%
2.0%
1.5%
1.0%
0.5%
0.0%

Share of ODA for Public Finance Management in Africa

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

CNIEDE DIVILOMINT
LOPPEME! <l

(@ <o

OECD




Thank you

Jean-philippe.stijns@oecd.org



Unweighted Average Government Budget - Africa (% GDP)
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Source: Development Centre, based on AEO country survey’s, 2011.
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Source: Development Centre, based on AEO country survey’s, 2011.
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Source: Development Centre, based on AEO country survey’s, 2011.
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Country-by-Country
MNEs reporting...

Being studied as a potential solution <=
CHANGE

GLOBAL RULES
OF THE GAME

Dealing with misuse of transfer
pricing by MNEs => Capacity issues

Participation in Internationalf
: =>0ECD : tax havens...
Tax Dialogue

Regional initiatives: African Tax
Administration Forum

=> OECD : capacity building + peer learning
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* macroeconomic volatility
- aid volatility
° « capital inflows
c |  natural disasters
* political risks
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Internal

e Domestic consumer demand I

* Good macroeconomic policies and management

External

e Commodity prices I
 Prices of agricultural export I
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» Strong demand for more accountability
and good political governance

> Need for more inclusive growth

» The youth bulge deserves urgent
attention

Africa is growing but there are risks

(@

OECD




(Base 100 in January 2000)

’ -\\ .
Ze-

TWai

sl\

. TT-uer
_ 0T-30
- oT-Inr
_ 0T-4dy
_ OT-uer
_ 60-30
_ 60-Inr
_ 60-4dY
_ 60-uer
_ 80-10
_ 80-Inf
_ 80-4dy
_ 80-uer
L0320
- L0-IN(
_ [0-4dy
_ [0-uer
- 90-30
_90-Inr
_ 90-4dy
_ 90-uer
 S0-30
_ SO-Inr
_ G0-4dy
So-uer

450 -

400 -

350 -

300 -

250 -

200 -

150 ..

100 ===~

50




Current Account Balance (% of GDP)
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Source: Development Centre, based on AEO country survey’s, 2011.



Tax effort in countries who need extra resources to
achieve MDG1

CAF PRY GIM COD TIK COL NPL MDG SLE TGO dV PER VEN BFA ZMB BOL BEN PNG GEO CPVY NAM SWZ

Tax effort = Actual tax ratio / Predicted tax ratio
where
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4 cardinal
rules: fiscal
risks should
be
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