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Southern Africa Development Community

Review of Regional Economic Performance
· The region to record an average real GDP growth of 5.9 per cent in 2010; 2.9 percentage points above 2009 growth rate of 3.0 per cent.
· Inflation to remain supportive at an average rate of 7.9 per cent in 2010 compared to 10.1 per cent in 2009.

· Average fiscal deficit of GDP is expected to improve to 3.0 per cent in 2010 compared to 4.9 per cent of GDP in 2009. However, some Member States are expected to record deteriorations in their fiscal balances, in particular, Lesotho and Swaziland.
· After widening to an average of 51.2 per cent of GDP in 2009, public debt is expected to average 43.0 per cent of GDP in 2010.

TIFI Directorate

December 2010
OVERVIEW
Despite difficulties experienced by the global economy, prospects for economic performance for SADC region for 2010 remain positive. Average real GDP is expected to rebound to just above the 2008 level. Inflation will remain supportive with most of the Member States recording single digit inflation rates by end-December 2010. Fiscal positions of most Member States are expected to improve with satisfactory performance in fiscal balances and public debts to GDP.
Both external and internal factors have contributed to this outlook. A comeback of the global economy, particularly a return to positive growth by emerging markets; a rebound in commodity prices supported by a sustained appetite for commodities; and sustained financial support by international cooperating partners, are among the external factors supporting the positive economic prospects for the region. Internally, Member States continue to implement policy reforms aimed at mitigating the impact of the global economic crisis, for example policies aimed at improving the business climate of the Member States. Further, inflation has been maintained at low levels supported by an increase in food production with the highest 5-year average of cereal production.

However, downside risks remain, notably: difficulties in sustaining the global economic recovery particularly with respect to rebalancing the internal and external markets. Food price pressures on the international market are building up, mainly in the cereal market. While fuel prices have remained relatively low compared to the July 2008 levels, they are steadily rising.
REGIONAL ECONOMIC OUTLOOK FOR 2010
Newly available data provided by Member States in November 2010 show that economic performance for the region in 2010 is expected to be satisfactory. Most Member States are expected to register improvements in the major macroeconomic indicators.

Real GDP

The region is expected to record an average real GDP growth rate of 5.9 per cent in 2010; 1.3 percentage points and 2.9 percentage points above 2008 and 2009 averages of 4.6 per cent and 3.0 per cent, respectively. Botswana, DRC, Mozambique, Namibia and Zimbabwe are among the Member States that are expected to contribute significantly to this satisfactory performance. All Member States, except for Malawi are expected to register improvements, percentage point-wise, over 2009. Malawi’s real GDP growth is expected to slowdown from 7.9 per cent recorded in 2009 to 7.1 per cent just within the regional target of 7.0 per cent (see Fig 1).
A total of five Member States are expected to record real GDP growth above the target of 7 per cent. These are Botswana, Malawi, Mozambique, Tanzania and Zimbabwe.

Fig 1: SADC – Real GDP Growth, 2008-2010
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Note: Data for Angola & Botswana for 2010; and GDP growth rate for Zambia for 2010 is from IMF WEO October 2010. Data for Namibia is as provided in March 2010.
Source: National Authorities, November 2010 and the IMF WEO October 2010.


Inflation

Regional inflation is expected to continue on the downward trend with an average of 7.9 per cent in 2010 compared to 10.1 per cent in 2009. Except for Mozambique whose inflation rate is expected to increase by 10.6 per cent in 2010 compared to 3.3 per cent in 2009, all Member States are expected to record slowdown in inflation rates in 2010. Of all the Member States Angola, DRC and Mozambique are expected to record inflation above 10 per cent in 2010 (see Fig 2).
Fig 2: SADC – Inflation, 2008-2010
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Note: Data for Angola & Botswana for 2010; and GDP growth rate for Zambia for 2010 is from IMF WEO October 2010. Data for Namibia is as provided in March 2010.
Source: National Authorities, November 2010 and the IMF WEO October 2010.


Fiscal balance

The region is expected to record improvements in the fiscal balance in 2010. Average fiscal deficit to GDP is expected to improve by 1.9 percentage points from a deficit of 4.9 per cent of GDP in 2009 to a deficit of 3.0 per cent of GDP in 2010. A total of seven Member States are expected to record improvements in their fiscal balances for 2010 with Angola and Botswana recording substantial improvements. On the other hand Lesotho, Mauritius, Namibia, Swaziland and Tanzania are expected to register further deteriorations in their fiscal deficits in 2010 with Lesotho and Swaziland recording substantial deteriorations (see Fig 3).
[image: image4.emf]0

50

100

150

200

250

200320042005200620072008

Jan 09

Feb 09Mar 09

April 09

May 09

Jun 09Jul  09

Aug 09Sep 09

Oct 09

Nov 09Dec 09

Jan 10

Feb 10Mar 10Apr 10

May 10

Jun 10

Jul 10

Aug 10Sep 10

Oct 10

Index

Fig 3: SADC – Fiscal Balance as a percent of GDP, 2008-2010
Note: Data for Angola & Botswana for 2010; and GDP growth rate for Zambia for 2010 is from IMF WEO October 2010. Data for Namibia is as provided in March 2010.
Source: National Authorities, November 2010 and the IMF WEO October 2010.
Public debt
After widening to an average of 51.2 per cent of GDP in 2009 from 44.7 per cent of GDP in 2008, public debt is expected to average 43 per cent of GDP in 2010. However, Namibia, South Africa and Tanzania are expected to record increases in their public debt to GDP ratios, though for Swaziland and Zambia the increases expected are marginal (see Fig 4).

In 2009 three Member States, DRC, Mauritius and Zimbabwe recorded public debt to GDP above the regional target of 60 per cent. This position is expected to remain in 2010. However, there may be some improvements regarding DRC after qualifying for the HIPC initiative.
Fig 4: SADC – Public Debt as a percent of GDP, 2008-2010
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Note: Data for Angola & Botswana for 2010; and GDP growth rate for Zambia for 2010 is from IMF WEO October 2010. Data for Namibia is as provided in March 2010.
Source: National Authorities, November 2010 and the IMF WEO October 2010.
FACTORS BEHIND THE 2010 PERFORMANCE
The current regional economic performance is driven by both external and internal factors notably the improvement in the global economy; rebound in commodity markets; and sustained policy reforms aimed at mitigating the impact of the global economic crisis on Member States.
A strong comeback of the global economy
Global economic recovery continued to strengthen in the first half of 2010. Global activity expanded at an annual rate of about 5.25 per cent.  A surge in inventory and lately, fixed investment accounted for a dramatic rise in manufacturing and global trade.
Global output is expected to expand by 4.8 per cent in 2010 compared to a decline of 0.6 per cent in 2009. Output of emerging and developing economies is expected to expand by 7.1 per cent in 2010 compared to an increase of 2.5 per cent in 2009; with developing Asia recording 9.4 per cent and 5.0 per cent for Sub-Saharan Africa. In advanced economies, however, growth is projected at only 2.7 per cent in 2010 with the United States growing at 2.6 per cent and Euro Area increasing marginally by 1.7 per cent.

Household spending in emerging market economies, which expanded by close to 8 per cent has helped to prop up economic activity. This has been supported by investment which is propelling job creation. On the contrary, low consumer confidence and reduced household incomes and wealth are holding consumption down, hence economic activity in many advanced economies.
A rebound in commodity markets
Commodity markets dipped in the first quarter of 2009 as a result of the global financial and economic crisis. The commodity price index fell from an average of 172.3 in 2008 to 99.1 in January 2009. However, by second quarter of 2009, a turn a round was registered as the index rose to 114.7, firming up through to the third quarter of 2010 with the index increasing to 145.3. The improvement in the commodity markets was supported by the sustained demand for commodities by the emerging markets particularly China (see Fig 5).
Fig 5: IMF – All Primary Commodity Index, 2000 – October 2010
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Source: IMF Primary Commodity Database.
Improvement in prices is across all categories of commodities: food, agricultural raw materials, metals and energy. For instance, in the food category wheat and maize rose from an average price of US$223.4/tonne and US$165.7/tonne in the first quarter of 2009 to US$270.3/tonne and US$235.7/tonne in the third quarter of 2010, respectively. In the metal category, copper prices which declined to US$5,165.3/tonne in the first quarter of 2009 rose to US$8,289.8/tonne in the third quarter of 2010.

Official development assistance and financing
Despite the fiscal challenges developed countries are facing, net official development assistance (ODA) in 2009 increased by 6.8 per cent from US$122.3 billion in 2008 to US$123.1 billion. However, this falls short of the commitments of rich countries under the Global Partnership for Development in order to push for the achievement of the MDGs.

In addition to the above the IMF allocated $283 billion in SDRs to supplement its members’ foreign exchange reserves. The allocation helped SADC region to bolster its foreign exchange reserves by SDR 3.8 billion.
Improvement in food surplus

Food production plays a crucial role in the region as it influences economic fundamentals particularly inflation and both internal and external balances. Assessments for 2010-11 marketing year, indicate a regional cereal surplus of 2.18 million tonnes compared to an overall cereal deficit of 0.38 million tonnes during the 2009-10 marketing year. Maize recorded a surplus of 5.92 million tonnes for 2010-11 marketing year compared to a surplus of 3.32 million tonnes during the 2009-10 marketing year. This has partly helped to contain inflation pressures as food represents the largest part of the consumer baskets of most Member States in the region.

Improvement in the business climate

Despite the many challenges presented by the global economic crisis, most Member States continued implementing reforms aimed at making it easier to do business in 2009/10. While a majority of Member States slipped in ranking compared to last year (see Fig 6), a number of reforms were undertaken in the following Member States:

a. Angola reduced the time for trading across borders by making investments in port infrastructure and administration.

b. DRC eased business start-up by eliminating procedures, including the company seal; dealing with construction permits became easier by reducing the cost of a building permit from 1 per cent of the estimated construction cost to 0.6 per cent and a time limit for issuing building permits; and reduced by half the property transfer tax to 3% of the property value.

c. Madagascar continued to reduce corporate tax rates; and improved communication and coordination between customs and the terminal port operators through its single-window system (GASYNET), reducing both the time and the cost to export and import.
d. Malawi eased property transfers by cutting the wait for consents and registration of legal instruments by half; and simplified the enforcement of contracts by raising the ceiling for commercial claims that can be brought to the magistrate’s court.

e. Mauritius speeded up the resolution of commercial disputes by recruiting more judges and adding more courtrooms.
f. Mozambique eased business start-up by introducing a simplified licensing process.

g. Seychelles removed the tax-free threshold limit and lowered corporate income tax rates.

h. Swaziland strengthened investor protections by requiring greater corporate disclosure, higher standards of accountability for company directors and greater access to corporate information for minority investors; and reduced the time to import by implementing an electronic data interchange system for customs at its border posts.

i. Zambia eased business start-up by eliminating the minimum capital requirement; eased trade by implementing a one-stop border post with Zimbabwe, launching web-based submission of customs declarations and introducing scanning machines at border posts; and improved contract enforcement by introducing an electronic case management system in the courts that provides electronic referencing of cases, a database of laws, real-time court reporting and public access to court records.

j. Zimbabwe eased business start-up by reducing registration fees and speeding up the name search process and company and tax registration; and reduced the corporate income tax rate from 30 per cent to 25 per cent, lowered the capital gains tax from 20 per cent to 5 per cent and simplified the payment of corporate income tax by allowing quarterly payment through commercial banks.

Fig 6: SADC – World Bank Ease of Doing Business Ranking, 2011
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Note: A positive (+) change in rank means an improvement in ranking out of the 183 countries.
Source: World Bank Ease of Doing Business Report 2011.
DOWNWARD RISKS
There are still downward risks to the current economic performance for the region mainly bordering on two factors, namely: the global economic recovery and the build up in global food prices. While global economic recovery is proceeding broadly as expected, most developed and a few emerging economies still face large adjustments. Low consumer confidence and reduced household incomes and wealth are holding consumption down in many advanced economies. Their recoveries will remain fragile for as long as improving business investment does not translate into higher employment growth. Further more, financial stability suffered a major setback as indicated by an increase in market volatility and a fall in investor confidence. Prices in many stock exchanges are falling especially in the European markets.
The pressure on prices in the food market is another major factor pausing risk to the sustainability of the recovery of the economies particularly for food importers in the region. The FAO Cereal Price Index averaged 219 points in October 2010, 5 per cent above the September average, but up as much as 32 per cent, or 53 points, from October 2009. However, the Index still falls short of the peak value of 274 points reached in April 2008. International prices of all cereals increased in recent months with export prices of barley, maize and wheat climbing fastest, mostly because of production shortfalls in major producing countries. Between July and October, prices of wheat and coarse grains increased by 35 and 47 per cent, respectively, while rice prices gained 14 per cent (see Fig 7).
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Fig 7: FAO Food Price Index, 2003 - October 2010

Source: FAO Food Outlook November 2010.
Development in fuel prices is one of the factors critical to the economic performance of Member States in the region. Average Petroleum Spot Price has increased from US$75.5 per barrel in the fourth quarter of 2009 to US$81.7 per barrel in October 2010. It is expected that the price will climb to US$85 per barrel by end of 2011. 

The food price build-up together with the steady rise in fuel prices are expected to contribute to inflation pressures especially with regard to food ad fuel importers in the region. In addition, external balances of these Member States are expected to be affected as a result of increases in import bills.
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