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The Financial Crisis and Developing Countries

1 Myth 1: The Crisis is not a major problem for developing countries
2 Myth 2: The (marginal) effects of the crisis are straightforward
3 Myth 3: Informal sector as safety net in developing countries

4 Lessons learnt
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1) Is the crisis only affecting developed countries? No!

e Emerging and developing economies are projected to grow 1.5% in
2009 —vs. 6% in 2008 (IMF ,WEO update, July 2009)

____ Region | GDPGrowth ____

2009 2008

Latin America -3.6% 4.2%
Asia (ex-China/India) -0.3% 4.8%
Sub-Saharan Africa 1.8% 5.2%

(Source: IMF, July 2009)
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Crisis halves Africa’s growth rates

Real GDP Growth
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Source: OECD Development Centre / African Development Bank, 2009
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The global trade collapse is now hitting Africa

* Many African countries have been dependent on commodity exports for growth
* Nominal export growth raced ahead by an annualised 34% over 2003-07
* After years of boom, World Trade is expected to contract by 13% in 2009
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Source: African Economic Outlook, 2009
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The crisis affects the daily lives of people

e Re-sale Prices Faced by Waste-Pickers in Ahmedabad, India
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Source: WIEGO / SEWA, 2009
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2) Is the impact of the crisis straightforward? No!

“The crisi s I's reaching Afr.I
collapse of world demand; the drop in commodities prices; and the
Indirect effects of the financial crisiSuch as lower aid, foreign
direct investment, and remittances. At the same time, social costs
are rising, as the ranks of the unemployed in many African
countries swell .7
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Complex transmission channels!

e Ethiopia: coffee versus airline; Senegal — supermarkets;
Mozambique aluminium for automotive industries in the West

e Developing countries are integrated and hence negatively
affected,.... but

e .....Increased South — South linkages (China investment in Africa,...)
offset some of the negative effects and....

e |mpact varies on country groups: exporters versus importers,
emerging giants versus poor countries etc
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Myth 3: Informal sector as social safety net? No!

e Un-employment not the main problem in developing
countries

e 1.8 bn workers today work in informal employment (2/3
of global working population) — “Informal is Normal”

e Job losses in the formal sector induce more competition
in the informal sector A wages down
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Job losses in developing countries

e |n Zambia, 25% of mining workers lost their jobs during 2008.

e |n Kenya, the labour-intensive horticultural industry has suffered a
35% drop in exports of flowers, with inevitable knock-on effects for

workers
e More than 20% (ca. 63,000) of jobs within the Cambodian garment
were lost by March 2009 (Source: ODI, 2009)

e |n China, around 700,000 labor-intensive small-and medium-sized
firms closed down in the cities of Guangzhou, Dongguan and
Shenzhen, total job losses of up to 3 million (Source: World Bank, 2009)
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Impact in informal sector ¢ example India

e \Women construction workers in Ahmedabad, India:
decline in days of work and daily earnings

Share of workers (%)
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Lessons learnt

e Developing countries are seriously affected by the crisis, but impact
varies and some are better off than others

e Crisis will accelerate the re-configuration of the world — economy
A shifting economic power and centre of gravity to the east/south

e Employment key concern —in developed and developing countries

e |n developing countries main concern with informal employment:
how to improve social protection for the billions currently un-
protected?
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OECD Development Centre Publications

e |s Informal Normal ¢ Towards More and Better Jobs in
Developing Countries (March, 2009)

e Global Development Outlook 2010 (June, 2010)
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