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now openly acknowledge that corruption is pervasive
and that better public management is key to reducing
it. As the country approaches its first elections since
1992, policy choices will come under closer scrutiny
although, after three decades of external intervention,
Angola’s government is sensitive to close monitoring
by the international community and has preferred to
negotiate a Policy Support Instrument (PSI)! with the
IME, allowing it to retain a higher degree of control
over macroeconomic policies. In order to foster
sustainable long-term growth, it is crucial to include
structural reforms in the PSI with clear medium-term
deliverables and to demonstrate strong commitment
to implementation. Should this be achieved, there
appears to be support within the international

community for organising an investors’ conference.

Recent Economic Developments

Developments in the oil sector are driving the
currently high rate of GDP growth. Although this
sector has little direct impact on employment, creates
few direct linkages to other sectors of the economy
and relies on imports of capital equipment and
specialised services, the pace of oil growth is bringing
about a construction boom. Moreover, new actors are
challenging the traditional dominance of the western
majors and modifying the bargaining power of national

authorities.

Production in offshore fields, mostly in the Congo
river basin opposite the Cabinda enclave, totalled
1.2 million barrels a day in 2005 and is expected to reach
2.1 million barrels in 2008. In 2005, oil accounted for
more than 52 per cent of GDD, 78 per cent of
government revenues and 93 per cent of exports. In mid-
2005, extraction started at the Kizomba B facility, the
world’s largest floating production, storage and
offloading vessel. With international prices rising,
exploration is moving to ultra-deep fields, where both

technical difficulties and costs are much higher.

Government has traditionally intervened in the oil
industry through a state-owned enterprise, Sonangol,
which retains responsibility for contract negotiations,
is sole owner of the fields and has entered into
production-sharing agreements with major western oil
companies, led by Chevron and Total. Sonangol recently
created a separate joint venture with China’s Sinopec
to operate a deep-water field and invested in Gabon
with Ireland’s Tullow Oil. The decision was also made,
allegedly owing to political tension with France, not
to renew a concession to Total and instead to transfer
the licence to a Chinese-led consortium. In an effort
to increase local participation in the industry, the
government is in the process of introducing new
procurement and employment clauses in the
production-sharing agreements, and is also considering
a policy to promote local oil companies. Foreign
investors, which have already resisted a previous proposal
to route all industry payments through the domestic
financial system, are now opposing these moves,
claiming that the Angolan business community lacks

the necessary skills.

Diamond mining is the second-largest source of
export revenues (about 6 per cent of total exports),
with 2005 output equal to $892.7 million. It is
difficult to estimate the increase in real production,
as a larger share of informal mining has recently been
included in official statistics. There are extensive
kimberlite and alluvial projects, the latter both formal
and informal. In 2005, De Beers re-entered Angola
through an agreement with state-owned Empresa
Nacional de Diamantes de Angola (Endiama), in
which it will hold a 49 per cent stake, to explore a
3 000 sq km kimberlite concession. In November
2005, the first polishing and cutting factory was
opened in Luanda, capable of processing $20 million
worth of diamonds per month. Diamond mining is
expected to increase in the short term, as a
consequence of the 296 licences granted in 2004 and
2005. Oil, diamond and other mining projects
together employ an estimated 20 000 people.

1. PSls are designed to address the needs of low-income members that may not need IMF financial assistance, but seek Fund endorsement

and assessment of their economic policies.
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Figure 2 - GDP by Sector in 2004 (percentage)
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Figure 3 - Sectoral Contribution to GDP Growth in 2004 (percentage)
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The year 2005 saw a long-delayed recovery of the
domestic non-mining economy, which has finally
exceeded the level prevailing in the early 1990s. Despite
the presence of land mines and devastated infrastructure,
which continue to restrict the availability of seeds and
fertilisers and to impede marketing, agricultural
production has begun to recover. Improved rainfall, the

return of refugees to the Planalto rural areas and an

increase of about 9.5 per cent in the area under
cultivation in 2004 led to a 17 per cent increase in the
2004/05 harvest, including both staples (maize, cassava,
sorghum) and export crops such as coffee (of which
Angola was once the world’s fourth-largest producer),
sisal, tobacco, cotton, palm, sugar, citrus fruits and
sesame. According to the World Food Programme,

however, the rise in production is smaller than
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government estimates, and Angola still suffers from a
huge food deficit of 625 000 tonnes per year, partly
owing to the inefficiencies of the distribution system.
As a result, the country has to import three-quarters
of its food requirements. The livestock situation suffered
less from the war, as cattle were not decimated, and
investment from Israel and Russia has begun to support

the development of this sector.

Manufacturing, a thriving sector before the civil war,
is now reduced to light industries such as food
processing, beverages and textiles. The sector recorded
9 per cent growth in 2005, compared to 13.5 per cent
in 2004. Firms that are shielded from international
competition by either transport costs or trade barriers

are benefiting from the growth, as testified by the

results of cement and beverages producers. Petroleum
refining, on the other hand, is operating well under
maximum capacity, due to bottlenecks in provisioning
the only existing facility. The pace of infrastructure
rehabilitation is accelerating, with the emphasis mostly
on roads. This activity, together with a mini-boom in
residential and office buildings in Luanda (including
a few skyscrapers built for oil companies), has sustained
the construction sector, which expanded by an estimated
10 per cent in 2005. In services, the communications
sub-sector grew by 35 per cent in the first half of 2005,
reflecting the launch of a second cellular phone operator
and increased traffic volumes, and financial services
also developed at a brisk pace, particularly in Luanda
where the number of bank branches more than doubled
in 2005.

Table 1 - Demand Composition (percentage of GDP)

1997 2002 2003 2004 2005(e) 2006(p) 2007(p)

Gross capital formation 25.5 13.3 12.8 9.2 6.7 5.7 5.5
Public 4.7 71 7.7 5.0 3.4 2.8 2.7
Private 20.8 6.1 5.1 4.3 3.3 2.9 2.8
Consumption 75.2 74.8 80.6 75.3 57.5 51.9 52.5
Public 53.8 36.9 34.0 29.4 22.5 19.9 20.2
Private 214 37.9 46.7 45.9 35.0 32.0 32.2
External sector -0.7 12.0 6.6 15.5 35.8 42.4 42.0
Exports 68.5 77.6 70.2 70.5 74.8 72.5 69.3
Imports -69.2 -65.6 -63.7 -55.0 -38.9 -30.1 -27.3

Source: : IMF and National Institute of Statistics data; estimates (e) and projections (p) based on authors’ calculations.

Table 1 provides some detail on the historical structure
of final demand, clearly revealing the economy’s
dependence on exports and its reliance on imports for
most consumer goods. Oil and mineral development
continue to dominate Angola’s economic growth
prospects. In 2006 and 2007, mineral exports will
improve the external sector balance, adding further
stimulus to growth. Import volumes are expected to
grow by 12 per cent, in tandem with an increase in
private investment of 17 per cent in real terms; this new
investment, almost entirely foreign, is concentrated in
minerals. Public investment will also rise by 10 per cent
in real terms in 2006 and 2007, reflecting poverty
alleviation programmes and infrastructure reconstruction.
The positive sectoral developments mentioned above

are also expected to increase household incomes, raising

the rate of growth in private consumption to 9 per cent
in real terms in both 2006 and 2007.

Macroeconomic Policies

Fiscal Policy

Success in the fight against inflation, which
consistently exceeded 100 per cent a year throughout
the civil war, is one of the Angolan authorities’ major
achievements. As illustrated below, inflation fell to
18.5 per cent at end 2005. Previous price stabilisation
efforts were undermined by large fiscal imbalances and
sizeable central bank operating deficits caused by the

use of oil revenues and expensive oil-backed loans from
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international commercial banks to finance sustained
expenditure increases (such as a large army and civil
service payroll, arms purchases and consumer subsidies).
Progress in tackling these issues has been slow, although
the government has reformed the fiscal accounts to
reflect reality more accurately than in the past. These
accounts now include most off-budget expenditures,
including transfers to the military, the quasi-fiscal
operations carried out by Sonangol on behalf of the
government and the central bank’s operating deficit.
Moreover, the government has made considerable
progress in consolidating and unifying the reporting

of government revenue and expenditure.

In 2004, the fiscal deficit fell to 1.5 per cent of GDP
as a result of tighter control of current expenditure,

higher oil revenues and measures to improve budget

execution procedures. Efforts to contain and monitor
expenditure continued in 2005, notably through the
phasing out of price subsidies on petrol (from 3.8 per
cent of GDP in 2004 to 0.8 per cent in 2005) and public
utilities. Increased oil production combined with high
world oil prices resulted in a 7.9 per cent surplus in 2005.
Substantial surpluses are expected in 2006 and 2007

as well.

The 2006 draft budget gave higher priority to
transport infrastructure, with allocations increasing by
10 per cent in real terms to reach 10 per cent of total
outlays. Infrastructure rehabilitation will be financed
with oil-backed credit lines provided by foreign partners
such as China, Brazil, Portugal and Spain. Defence
and security spending is expected to consume 12 per

cent of total receipts in 2006, down from 17.9 per

Table 2 - Public Finances (percentage of GDP)

1997 2002 2003 2004 2005(e) 2006(p) 2007(p)

Total revenue and grants® 39.6 40.5 38.3 37.4 38.5 37.3 35.8
Tax revenue 4.9 8.0 7.8 6.9 5.6 5.0 4.9
Oil revenue 33.9 325 29.7 30.1 32.6 32.0 30.7
Total expenditure and net lending® 55.0 49.7 45.7 38.9 31.0 26.7 26.9
Current expenditure 51.1 36.9 37.3 31.8 25.1 22.7 23.5
Excluding interest 45.4 33.6 34.8 29.5 23.0 20.9 21.8

Wages and salaries 9.6 11.3 12.5 10.5 7.8 6.7 6.6
Interest 5.7 3.3 2.4 2.4 2.1 1.8 1.7
Capital expenditure 4.6 71 7.4 4.5 3.1 2.6 2.5
Primary balance -9.6 -6.0 -4.9 0.9 9.5 12.4 10.6
Overall balance -15.4 -9.3 -7.4 -1.5 75 10.6 8.9

a. Only major items are reported.

Source: IMF and Ministry of Finance data; estimates (e) and projections (p) based on authors’ calculations.

cent in 2005. The shares of the 2006 budget allocated
to health and education, however, have been reduced
to 4.4 and 3.8 per cent respectively, from 4.9 and
7.1 per cent in 2005. In response to donors” concerns
regarding these low allocations to the social sectors, the
authorities argue that the limited absorption capacity
of these sectors, and in particular their shortage of

human resources, militate against increasing resources.
Monetary Policy

Since September 2003, the rapid accumulation of

foreign exchange earnings has allowed the government

to intervene through open-market operations, stabilise
the kwanza’s nominal exchange rate against the dollar
and dampen inflationary pressures. Year-on-year
consumer price index inflation fell to 18.5 per cent in
December 2005, from 31 per cent one year earlier,
despite a 40 per cent increase in the retail price of
petroleum products. Inflation averaged 22 per cent in
2005 and is expected to average 20 per cent and 16 per
cent in 2006 and 2007 respectively.

The improvement in fiscal outcomes thus far has
been due to increases in oil revenue. The government

continues to undertake substantial expenditure that
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