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	HIGHLIGHTS

· The consumer price index rose by 0.921% in October and year/year rate declined for the third consecutive month to 13.55%.
· The Budget Proposal for 2010: Pursuing  Fiscal Balance   
· IMF approves a 27-month Stand-By Arrangement of around US$1.4 billion 
· Miscellaneous
RECENT DEVELOPMENTS
Year-over-year inflation, as measured by the CPI, declined for the third consecutive month, although accumulated inflation in the first ten months of the year remains above levels registered in the past two years. Chart 1. The year-over-year (y/y) inflation decreased once again in October (13.55%), registering the lowest rate since February when the rate was 13.48%, despite the recent devaluations of the Kwanza. The slow down of the economy this year from very high levels of growth in recent years seem to have eased somewhat supply constraints, especially in the ports.  Lower international prices of imports have also contributed to the slow down of price increases. The y/y “Core-inflation,” meaning CPI excluding “food and non-alcoholic beverages”, decrease from 9.39% in September to 9.0% in October.
 As it has been noted before, the recent devaluations of the Kwanza (above 11% in the last two months in the primary market) are to continue to pressure prices of imported goods upward and pushing inflation up. 
The Budget Proposal for 2010: Tight fiscal policy.
The government delivered the new Budget Proposal for 2010 to the National Assembly for discussion and approval.
 The proposal assumes the IMF current forecasts for the world economy in 2010 such as 3.1% for global real rate of GDP growth.  For the Angola’s economy, the budget forecasts the following for 2010:  real GDP growth rates – 8.6% total GDP; 3.4% oil sector and 10.5% non-oil sector; annual inflation of 13%; total oil production of 693.5 million barrels at a conservative assumption of US$58 average oil price per barrel. The table below summarizes the estimated growth for revenues and expenditures in nominal and real terms as presented for 2008, 2009 and 2010 in the budget proposal (using the forecasted inflation of 13% for 2010 and 14% for 1009). As shown in the table, the Budget Proposal for 2010 continues the fiscal tightening implemented by the government in 2009 as a response to the strong negative shock resulting from the dramatic decline in oil prices and consequently in government revenues in 2009. Total revenues is forecasted to grow 20.3% in 2010 compared to 2009, as oil tax revenues increase by 20.6% and non-oil by 19.8%.  Despite the substantial increase, total revenues remain 29% below 2008 level, as the 34% increase in non oil taxes from 2008 to 2010 was not enough to compensate for the 44% decline in oil taxes in the same period. One must take into consideration that average price of oil declined from US$94 in 2008 to US$55 in 2009 and assumed to be US$58 in 2010.  It is likely that oil prices will be over the US$58 assumed for 2010, unless a new economic crisis hit the world economy next year. When an inflation of 13% in 2010 is taken into account, total revenues will grow by just 6.5% (6.7% for oil and 6.0% for non-oil) from 2009 to 2010.  In real terms from 2008 to 2010(29% accumulated inflation from 2008 to 2010); total revenues experience a decline of 45% including a 56.5% decline in oil and an increase of 4.3% in non-oil revenues. On the expenditure side, total expenditures, in billions of Kwanzas, decline from 2653.8 in 2008 to 2649.7 in 2009 and further to 2479.6 in 2010. In percentage terms representing a decline of –0.2% from 2008 to 2009 and -6.4% from 2009 to 2010.  The composition of the decline reverses in 2010 compared to 2009.  In 2009 the large decline was observed for capital expenditures (-26.3%) compared to a positive growth of 13.1% for current expenditures.  In 2010, the budget proposal shows a decline in current expenditures of 13% and an increase of 13.5% for capital expenditures.  In real terms, these numbers point to a very sharp decline of 23% in current expenditures in 2010 compared to 2009 and an increase of 0.5% in capital expenditures.  In dollar terms (using the exchange rate Kwanza/American Dollar of 75, 78 and 88 for 2008, 2009 and 2010, respectively as in the budget proposal), total revenues decline from 42.88 billion in 2008 to 24.6 in 2009 and recuperates a bit to 25.98 in 2010 as oil revenues decline from 34.68 billions in 2008 to 15.69 in 2009 and increase to 16.59 in 2010.  Total expenditures decline from 35.37 billions in 2008 to 34.36 in 2009 and further decrease to 28.18 in 2010, including an increase from 23.47 billion in 2008 to 25.83 in 2009 and a sharp decline to 19.70 in 2010 in current expenditures; while capital expenditures declined from 11.90 billions in 2008 to 8.5 in 2009 and 8.48 in 2010.  Overall, forecast of revenues are conservative in the budget proposal and, unless the world economy experiences a new crisis in 2010, oil prices should stay substantially above the average US$58 used in the proposal and total revenues growth should be way beyond the 20% increase in nominal terms.  That would be welcomed as total expenditures are likely to be over the estimations in the budget.  Given the increasing demand for public goods, it is very unlikely that a the sharp decline of 13% in nominal terms and 23% cut in real terms in 2010 compared to 2009 would materialized.
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   Capital

-26.3
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0.5
The IMF Stand-By Arrangement (SBA) with Angola: US$1.4 billions and a positive credibility shock. The SBA has two main goals: (i) an immediate one to deal with the negative impacts of the global crisis (restore macroeconomic balances and rebuild international reserves), and (ii) a medium-term goal to implement a reform agenda related to   structural issues to contribute to the non-oil sector growth. According to the IMF press release, “the key pillars of the program are: i) a determined fiscal effort that aims to reduce the non-oil primary fiscal deficit significantly in 2010 and that still provides adequate resources for social spending and vital infrastructure projects; ii) an orderly exchange rate adjustment backed by tight monetary policy to normalize conditions in the foreign exchange market; and iii) measures to safeguard the financial sector.” With respect to the first pillar, the SBA suggests spending of 30% of total central government expenditures on social issues over the duration of the program and adequate resources for vital infrastructure projects in 2010. (See discussion above on Budget Proposal for 2010).  Additionally to the SBA, Angola can withdraw up to 100% of her quota from the Fund without any program, resulting in a total of around US$1.8 billion resources available from the IMF.
Miscellaneous
· BNA continues to auction foreign exchange, and by the end of November, the Kwanza has depreciated 13% since auctions resumed and 17.6% since the beginning of the year. However, the gap between reference and parallel market has declined substantially. 
· BNA increased the daily limit to be withdrawn at ITMs from 18 to 36 thousand Kwanzas.

· The Council of Ministers has authorized the constitution of a new bank, The Standard Bank of Angola, SA, to operate at the retail and investment levels.

· The World Bank and the Government of Angola signed a credit agreement for an agriculture project. The amount of financing from IDA is around 30 million dollars.

· The Council of Ministers approved the water program, already approved by the Board of Directors of the World Bank. The credit agreement should be signed soon. 
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Chart 2: [image: image2.emf] Oil Price - US$/b - 2007/ 2009
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Chart 3: [image: image3.emf]Oil Production - Angola and Nigeria (2006 - 2009, million barrels/day)

1.2

1.4

1.6

1.8

2

2.2

2.4

2006Jan-08

Mar-08

May-08

Jul-08Sep-08

Nov-08Jan-09

Mar-09

May-09

Jul-09Sep-09

Angola Nigeria


Chart 4: [image: image4.emf]Nominal Exchange Rates
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Chart 5:

[image: image5.emf]OPEC Reference Basket Daily Price - 2007, 2008, 2009
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Chart 6:
[image: image6.emf]Exports, Prices and Oil Tax Revenues
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Chart 7
[image: image7.emf] Net International Reserves - US$millions
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Chart 8
[image: image8.emf]Exchange Rates and Spread, October 2009
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� In this brief “core inflation” is the CPI index after excluding the “food and non-alcoholic beverages” component from the consumer basket, which represents 46.09% of total consumption.  The core-inflation was calculated by creating a series of all the other components, recalibrating their respective shares of the consumption basket to sum 100%, and creating the new “core-inflation” index.


� For the second year, the Ministry of Finance published the budget proposal in its site before approval by the National Assembly, allowing the opportunity for those who want to analyze and discuss the proposal by society in general.





