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EXPLANATORY STATEMENT

Introduction

1. Globalisation has made the world’s economies very interdependent. While it has many 
advantages it also has disadvantages linked, inter alia, to the deregulation of the financial 
markets. 

2. The current economic and financial crisis clearly reflects the characteristics of globalisation. 
It started in 2007 in the US with  a crisis in the high risk ‘subprime’ bank loans which then 
became a worldwide financial crisis and then a global recession.

3. Essentially, the crisis originated in the deregulation of the financial markets and the 
accumulation of serious macroeconomic imbalances in the world economy. Unsteady 
monetary policies, inadequate regulation and negligent supervision of the financial markets 
led to the financial instability at the heart of the crisis. 

4. Centred on developed economies, the crisis primarily affected these economies before 
spreading to developing countries.

5. In spite of what analysts predicted at first, there today the economic and financial crisis is 
having a serious impact on ACP countries. These countries, which did not cause the financial 
crisis, will be hardest hit by its consequences.

I. The impact of the crisis on ACP countries

1. Financially

6. The financial impact in ACP countries should be limited. Most ACP financial systems do not 
have strong ties to the international financial markets. However, the risk of financial 
contagion cannot be totally dismissed.

7. Almost all the banks in ACP countries are controlled by banking groups with parent 
companies in developed countries. This could become a vector for contamination by the 
crisis, as there might be financial transfers branches towards cash strapped parent companies, 

8. Furthermore, the crisis could exacerbate clients' problems in repaying bank loans, thereby
creating liquidity problems for credit institutions. 

2.  Economically

9. In spite of economic progress in recent years, the economies of ACP countries are still 
vulnerable to external shocks, as shown by the recent food and energy crises.

10. In addition to reduced growth, the consequences of the crisis include: 
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11. Economic recession hits trade, especially commodities. Prices and volumes of export 
products have collapsed, leading to a very steep decline in export earnings. Services, 
especially tourism, are also hard-hit.  These problems are exacerbated by protectionist trends
emerging in developed countries.

12. Latest figures show official development aid is still increasing, but less fast than before1. 
However, past experience shows there is a real risk of a short term decline in aid flows, with 
some donors possibly axing their aid budgets. For ACP countries, ODA is essential for 
progress towards the MDGs. 

13. The credit crunch and the fall in demand in developed countries have inevitable impacts on 
foreign direct investment, which is also prejudiced by unsatisfactory regulatory and 
institutional frameworks in most ACP countries. The World Bank expects a 40% fall in 
capital flows towards developing countries between 2007 and 2009. Equally important is the
risk of capital flight to countries less exposed to the crisis. This could exert pressure on 
exchange rates, budgets and external current accounts of many ACP countries.

14. Remittances from ACP nationals working abroad are declining. Eurodad says remittances 
have declined by 12% to 40%. In some ACP countries this affects a high percentage of GDP.

15. The financial crisis may compromise the ability of many ACP countries to sustain their 
external debts. A decline in export based revenue and in growth rates, as well as exchange-
rate changes, could seriously reduce their ability to repay their debts.

II. How to address the global economic and financial crisis

1. At national level

16. The crisis puts pressure on public spending, so expenditure may have to be to meet priority 
needs (social expenditure, investments).  Tax incentives may be needed to protect some 
social and economic sectors from the effects of the crisis. 

17. However, ACP countries will also have to increase the mobilisation of domestic financial 
resources (taxes and savings) as the main source of development funding. The 2002 
Monterrey Consensus enjoins the developing countries better to mobilise national financial 
resources for development.

18. Increased mobilisation of domestic resources results in: (i) fewer constraints associated with
external sources (conditions, lack of predictability, volatility, etc.) and less vulnerability to 
external shocks, (ii) greater room for manoeuvre and strengthened state capacity as countries 
have more control of the development process, (iii) positive image for donors, which could 
lead to an increase in external financial contributions.

19. Good commodity prices in the last few years have increased ACP trade but intra-ACP trade 
remains negligible. Trade barriers and low economic diversification hinder intra-ACP trade.

                                               
1 Total net ODA contributions amounted to US$ 103.5 billion in 2007, falling from 0.31% of accumulated GNI in 
DAC countries in 2006 to 0.28% in 2007. If debt relief is excluded, these contributions are only increasing by 2%.
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20. The Cotonou Agreement  promotes regional integration, seeking to develop intra-ACP trade 
and integrate these countries in the international trade system. Gradual opening of trade, 
development of regional infrastructure, mobility of the factors of production, diversification 
of economies, etc. will help to protect against external shocks.

21. Due to the global financial down turn, currencies of most ACP States are facing appreciation 
against the foreign currencies. This has temporarily resulted in increases in export earnings 
though accompanied with a rise in import prices. The rise in import prices would have been 
absorbed by the higher export earnings. However, it is expected that in-flows on account of 
export receipts and transfer from remittances may decline. This will in the medium-term 
widen the ACP balance-of-payment deficit, resulting in scarcity of foreign exchange and the 
weakening of ACP’s currencies

22. Suitable monetary policies and reinforcement of banking regulation may help maintain 
public confidence and credit availability, but financial sectors in many ACP countries are 
among the least developed in the world. Much of the population has no access to financial 
services, which limits the growth of savings. Financial development leads to economic 
growth, so reform is needed in ACP financial sectors. 

23. Private sector development, and attracting private financial flows, requires security and 
strong institutions. In order to maintain a continuous flow of foreign private investment, 
ACP Countries should improve the business environment and procedures; and implement 
policy reforms and refine the regulatory framework.

24. Most ACP commodity-exporters are small countries, so price movements have major 
impacts - and prices are often volatile, worsening terms of trade and increasing economic 
vulnerability. Processing of the products adds value and leads to improved terms of trade.

2. At the international level

25. Immediate action is needed as part of a concerted, global approach. Measures must aim to:
 restore confidence, growth and employment; 
 protect the poor and the vulnerable; 
 provide additional support to safeguard economic gains and progress; 
 rebuild confidence in the financial sector and restore credit; 
 promote world trade and investments and reject protectionism; 
 encourage sustainable development; 
 reform the global financial and economic architecture.

26. The decisions of the G201 London Summit providing additional resources for the IMF, 
multinational development banks and commercial funding institutions to finance world 
development are an important step for the global economy. Likewise, the Commission's 

                                               
1 The G20 decided to allocate US$ 1100 billion to address the crisis: 750 billion for the IMF, 100 billion for 
multilateral development banks, including the World Bank, and 250 billion for funding trade.



DR\790674EN.doc 5/6 AP100.510/B/rev3

EN

communication1 of April 2009 unveiled measures to assist ACP countries. But more 
international efforts are needed.

27. MDG 8 calls for the creation of a global partnership for development. During the Doha 
conference in Financing for Development in 2008, major donor countries and institutions 
reaffirmed their commitment to give aid to developing countries to help them progress 
quickly towards the MDGs.

28. The international community must honour its commitments to increase aid, while respecting 
the principles of aid effectiveness. The financial crisis must not become an aid crisis.  Aid 
programmes, including programmes for reducing public debt (HIPC, MDRI) have allowed 
beneficiary countries to allocate more resources to basic social sectors (health, basic 
education) and the production sectors (infrastructure, water, agriculture) as part of the fight 
against poverty. Faced with this crisis, this could help to mitigate its effects.

29. It is equally important to reach a successful conclusion of the Doha trade negotiations in the 
WTO, allowing for greater market access, balanced rules and an assistance programme for 
poor countries. 

30. The ACP group is a significant group of low- and middle-income countries. At a time when 
calls for reform of the international financial architecture and global governance are 
becoming increasingly vocal, the global economic and financial crisis provides an ideal 
opportunity to involve ACP countries as a group once more in process.  Greater ACP 
participation in the international financial and economic system will ensure greater 
legitimacy and effectiveness and make it more representative in the light of the present 
economic and political context.

Conclusion

31. The global economic and financial crisis has confronted ACP countries with a major 
challenge which requires the adoption of a common strategy, particularly at international 
level. Those responsible for development policy must mobilise and take swift action  to find 
effective solutions to mitigate the effects of the crisis and prepare the way for a return to 
economic growth. 

32. Action must be taken to ensure that ACP countries can not only weather the crisis but also to 
continue to make progress without interruption towards achieving their development 
objectives and the MDGs. 

33. The economic crisis must not be viewed solely as a problem. It can also provide an 
opportunity to stimulate the necessary reforms at national level with a view to constructing a 
stable and lasting macro-economic framework, able to withstand shocks and building a new 
international financial system which is more representative, more effective and more 
conscious that development must mean development for all.

                                               
1 For ACP countries, the Commission it provides a new funding instrument, the vulnerability FLEX endowed with € 
500 million under the 10th EDF.
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34. If there is a bank failure, government intervention should be via preference shares and loans 
and not via tax payer’s money that should rightfully be used for the interest of nationals and 
poverty alleviation.


