External Debt
The government has made big strides on the Heavily In-

ports and roads would limit the risk of artificial shortages and
price rises due to inadequate transport infrastructure. The govern-
debted Poor Country program. Liberia’s total external debt ment should fast track the APM terminal concession so the com-
reduced to US$180m in June 2010. This has fallen from a
total of US$4.9bn in June 2007, representing extensive
debt forgiveness including US$1.7bn of commercial debt
and US$896m of bilateral debt. US$20m of commercial

debt remains and will not be forgiven.

pany can begin work improving the port as soon as possible.
Secondly, the red light bye pass project, currently submitted as
project budget bid, should be given high priority. The red light
bye pass will have a significant effect on reducing prices for im-
ported goods up-country and reducing prices for domestically
produced goods in Monrovia.

FUTURE PROSPECTS

Prospects for a continued recovery of the economy remain The banking sector could benefit from a number of growth en-
good. Liberia’s low economic base will present many op- hancing policy interventions. There are many PRS deliverables
portunities for reconstruction, keeping growth high in the that are still outstanding that would greatly increase the flow of
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is likely to reach an agreement between settlements in the

AcelorMittal and BHP Billiton to exploit deposits along the
Nimba-Buchanan corridor in the near future.

event of a default. Finally, credit appraisers need training, espe-
cially in agricultural lending. The government should work with
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POLICY RESPONSES

The government can make the furthest reaching gains by
mitigating the inflationary impact of poor infrastructure
and assisting the banking sector to improve lending condi-
tions. Improving infrastructure and procedures around
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ECONOMIC GROWTH

Reconstruction has continued to drive robust growth, despite
the difficult international environment. Liberia’s gross do-
mestic product (GDP) grew at an estimated 4.6% in 2009
according to the Central Bank of Liberia, slowing from an
estimated 7% in 2008. The global economic crisis had a large
impact on Liberia in 2009, waylaying major foreign direct
investments in the mining and forestry sectors. Faltering
prices for major exports such as rubber, iron ore, and sawn
timber also contributed to the slowdown in production and
investment, impacting formal employment in the rural areas.
Despite the fall in international agricultural prices, output in
the agricultural and forestry sectors remained relatively
robust.

Agriculture grew by 3.5% in 2009, up from 1.6% in 2008, as
favorable weather conditions and improved farm input distri-
bution has supported a post war recovery. Rubber production
fell 28.5% in 2009, the second year of a double digit decline.
The fall in output is consistent with the large declines in the
price (falling 25.6% year on year in 2009) and in demand for
rubber products on the international market. The services
sector continued to expand rapidly, growing 7.2% in 2009.
Financial services, telecommunications, and the hotels and



and supported major growth in the Monrovia area. The
manufacturing sector registered a small 0.3% decline in
2009. However, given the highly estimated nature of national
accounts data, it is difficult to determine if this represents an
accurate picture of the manufacturing sector.

INFLATION

Inflation in 2009 averaged 7.4%, having moderated since its
double digit highs in 2008. Lower international food and fuel
prices explain most of the fall in inflation. Inflation in the
first quarter of 2010 has spiked to 12.5% on food prices ris-
ing by 8.9% year on year. Sharply rising hotel and restaurant
prices have also contributed. Domestically, supply bottle-
necks for both imported and domestically produced goods
will regularly exacerbate inflation. Insufficient infrastructure
at the ports and poor transport links between farming areas
and final markets continue to create regular bursts of infla-
tion through out the year.
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Declines in export earnings and a fall in remittances have put
downward pressure on the exchange rate in 2009. Over the
year, the L$:US$ exchange rate depreciated by 7.1% from
L$:US$63.3 at end-December 2008 to L$:USS$ 67.8 at end-
December 2009. The exchange rate continued to decline in
2010, falling to L$:US$ 71.5 at end March 2010.

THE BANKING SECTOR

Conditions in the banking sector remain difficult despite
recent improvements. In 2009, the banking sector’s balance
sheet expanded strongly, with deposits rising by 80.8%,
loans rising by 43.8% and assets rising by 33.1%. Prudential
indicators also improved. The Capital Adequacy Ratio

(CAR), a measure of the sector’s ability to absorb losses, rose
from 21.9% at end-2008 to 27% at end-March 2010. Non-
performing loans (NPLs) continued to fall in early 2010 com-
ing down from 17.4% at end 2008 to 11% at end-March 2010,
although this remains extremely high by international stan-
dards. Although the extension of new credit facilities has low-
ered the liquidity ratio from 51.1% to 45% at end-March 2010,
liquidity remains high because banks find it difficult to extend

government’s commitments to public policy are
reneged.

FISCAL OUTTURN

Revenue & Expenditure

Total revenue for the first half of FY2009/10 was
US$120.9m. This fell far short of the half year target,
putting the FY2009/10 projection of US$323.7m in doubt.

loans for productive investment. The lack of long term fund-
ing from banks and the limited understanding of agricultural
opportunities by bank credit appraisers has kept total lending
to agriculture low, making up just 4.9% of the banking sec-
tor’s loan book in December 2009 and 3.7% for 2009 as a
whole.

EXTERNAL SECTOR

The trade deficit shrank by 27% in 2009 from US$517.2m
to US$417.2m. The deficit is extremely large, at 52% of
GDP. However, much of the deficit is financed directly by
large income transfers from UNMIL and donor institutions.
Large deficits are normal in a reconstruction setting, as im-

ports are required for construction and replacing missing
domestic
production.

The large trade deficit will not put undue pressure on the for-
eign reserves or the exchange rate. The large degree of dollari-
zation in the economy allows major consumers to pay for im-
ports with hard currency. In the near term, inflows of FDI and
continued donor transfers will finance the import bill until
exports begin to increase substantially.

Aid Flows

According to the Government of Liberia and the IMF, net do-
nor inflows in 2007 & 2008 were above US$200m, rivaling the
size of the government budget. However, commitments often
fall far short of actual disbursements. Although donors report-
ing to the Ministry of Planning pledged US$170m in 2008,
only US$37m was actually disbursed. The largest share of
donor funds has flowed to economic revitalization (US$12.5m)
and donor discretionary projects (US$12.5m). Donors prefer to
directly fund projects, providing only a very small proportion
of direct budget support. The government’s meager fiscal
resources make donor support critical. However, delays in
donor funding can often create political problems, as the
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Total tax income was US$99.5m, broadly staying in line
with projections at 49.5% projected revenue for
FY2009/10. Short falls were concentrated in non-tax reve-
nue, especially delayed concession payments. The tax
structure has broadly mirrored FY2008/09 with import
duties contributing 37% of revenue, US$44.9m, direct
taxes on income and profits contributing 24% of revenue,
US$29m, and taxes on goods and services (including
maritime revenue) contributing 17.3% of revenue,
US$20.9m. Total expenditure on a commitment basis for
the first half of FY2009/10 was US$120.6m, implying a
small US$260,000 surplus. Total spending on wages and
salaries was US$57.5m or 47.7% of total expenditure.
Total spending on goods and services was US$29.8m,
including a US$10.4m transport, fuels and utilities bill.
Capital expenditure was a meager US$5.22m.

The government’s total domestic debt has not yet been
fully verified. At end-June 2009, the total domestic debt
stock was US$914m. However, only US$304m has been
validated, while US$293m has been rejected and
US$317m is contestable. Of the valid claims, US$256m is
owed to the Central Bank of Liberia.




