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Executive summary  

The impact of the financial crisis on emerging markets like South Africa has been 
quite different from its impact on developed economies, and so too have been the 
responses to the crisis. This paper presents an overview of the policy responses which 
have been employed to counter the effects of the crisis in Brazil, Malaysia, Mexico 
and Turkey, countries which each share certain characteristics with South Africa. 
Using the examples found in these countries, the paper then aims to identify themes 
in the emerging market response to the crisis so far and to summarise the key 
questions facing South African policymakers at this time.  
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1.  Introduction 

This paper is a mini-survey of responses to the global crisis, focusing on four 
emerging market countries as a means to raise questions about some of the policy 
alternatives to be considered and the decisions to be made. 

1.1. The international context 

Just as the impact of the crisis on emerging markets has been different, in key 
respects, from that on advanced markets, so the responses have been different. Other 
than in Eastern Europe and the CIS (Commonwealth of Independent States) the 
crisis has been a real-economy one, rather than a banking or financial one. The 
fortunes of emerging market economies have been hit, particularly since September 
2008, through trade and capital flows, as commodity prices have declined, export 
demand from advanced economies has fallen sharply, and the global pool of capital 
has contracted, particularly for riskier assets. 

Much of the policy intervention in advanced countries has focused on efforts to 
rescue banks and restore stability in the financial system more broadly. By contrast, 
while some emerging markets have put measures in place to assist their banks, their 
interventions have on the whole been economy-wide efforts to boost economic 
growth or assist the most vulnerable victims.  

The International Monetary Fund’s (IMF’s) most recent update for the G20 on fiscal 
stimulus and financial sector measures (IMF 2009c) puts support for the financial 
sector in the G20 countries at 32.1% of 2008 GDP, but the ratio for advanced 
economies is almost 50% while for emerging economies it is a mere 2.4%. The 
upfront government financing needed is 5.3% of GDP in advanced economies, but 
only 0.1% in emerging economies. 

On the fiscal front, the IMF calculates the value of discretionary fiscal measures 
implemented by the G20 at 2% of GDP this year and 1.5% in 2010. Emerging 
markets such as China, Russia, Korea and Saudi Arabia are spending more, relative to 
GDP, than are any of the advanced countries, and South Africa ranks fairly high on 
the scale at 1.7% of GDP for this year. However, in most emerging markets the fiscal 
response has been relatively muted, and is still only in its very early stages. 

Emerging markets are, however, as likely to use a wide range of fiscal instruments as 
are advanced countries, as a survey by the International Labour Organisation (ILO) 
shows (ILO 2009). The ILO’s survey of 22 countries finds that 16 of them have 
announced spending on infrastructure projects, and close to one-third of economic 
stimulus packages are directed towards such spending. A further 21% of global 
stimulus packages are in the form of tax cuts, which have been put in place by more 
than half the countries. However, fewer than half of the countries have announced 
transfers to low-income households or measures to boost employment. A broader 
analysis of 40 countries by the ILO shows that the composition of rescue packages 
varies considerably, but almost all the efforts are in three main areas: increased spending 
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on public goods and services, fiscal stimulus aimed at consumers (such as tax cuts or 
cash transfers), and fiscal stimulus aimed at firms (such as corporate tax cuts). 

1.2. The countries 

The four countries chosen for the present study are Brazil, Malaysia, Mexico and 
Turkey. All are sizeable emerging markets with well developed financial systems and, 
with the exception of Malaysia, all are G20 members, as is South Africa.  There are 
other comparisons to be drawn: for example Brazil, like South Africa, is a commodity 
exporter; Turkey has in the past often been listed with South Africa as one of the few 
large emerging markets with a deficit on the current account of its balance of 
payments; Malaysia is often looked to by South Africans as an example of a country 
which has explicitly promoted affirmative action policies. A detailed comparison of 
the five economies is given in Table 1. 

Table 1 – Selected data for focus countries, 2007 

 
South 
Africa 

Brazil Malaysia Mexico Turkey 

Real GDP growth rate (%) 5.1 5.2 6.3 3.2 4.6 
GDP per capita (USD) 5 914 6 855 7 033 14 100 8 877 
Current account balance  
(% of GDP) –7.0 0.1 15.6 

–
1.0 

–
6.0 

Public debt (% of GDP)* 29.9 40.4 42.7 20.3 37.1 
Merchandise exports 
contribution to GDP  
(% of GDP) 

24.7 12.2 94.4 26.6 16.3 

Exchange rate regime Rand – 
floating 

Real – 
floating 

Ringgit – 
floating 

Peso – 
floating 

Liras – 
floating 

Nominal exchange rate  
(per USD) 7.0 1.9 3.5 10.8 1.3 

Inflation (CPI %) 7.0 4.0 2.0 4.0 9.0 
Manufacturing sector value added 
(% of GDP) 18.0 18.0 28.0 19.0 19.0 

Mining sector value added  
(% of GDP) 7.2 

No 
data 

14.0 1.2 
No 

data 
Unemployment (%) 23.0 9.3 3.0 3.0 10.0 

Sources: Banco Central do Brasil 2009; CIA 2009; World Bank 2009b 

Note:  * 2008 figures 

All the countries have banking sectors that have remained stable in the face of the 
crisis, though there have been concerns about liquidity, particularly foreign funding. 
Two of the four –Brazil and Mexico – have put in place precautionary credit facilities 
with the IMF, even though they have not run into balance of payments problems; 
Turkey’s balance of payments is considered much more at risk and it is negotiating a 
standby facility with the IMF. Malaysia is a useful case study because it has put in 
place a comprehensive and well documented stimulus package. 
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1.3. The structure of the paper 

The first part of the paper comprises brief case studies of the four countries, how they 
have been impacted upon by the global crisis and how they have responded. We 
distinguish policy responses that are targeted specifically at the financial sector from 
those that are economy-wide, and we look at both fiscal and monetary policy 
responses. 

However, a caveat is in order. Policy details for some of these countries are sparse and 
the stimulus package in three of the four cases is still very much a work-in-progress, 
making it too early for any sort of evaluation of their efficacy to be undertaken. The 
four case studies are not intended to be comprehensive accounts of what these 
countries are doing and why. Rather, their aim is to provoke some thinking on what 
kinds of policy responses might be appropriate for South Africa. 

The final section of the paper therefore aims to synthesise the case study material in 
the form of a series of questions, or decision points, that arise in devising policy 
responses. Should policies be temporary or permanent, for example? Should they 
target firms or households? Should they be sector-specific or economy-wide? How is 
the balance to be found between stimulus and sustainability?  

One final point to note concerns what might be called the “spin” on stimulus 
packages. Some governments have announced their packages with great fanfare and in 
great detail – Australia, for example, has an official website devoted to its “Nation 
Building Economic Stimulus Plan”. Others have tended to downplay their efforts, 
even though these may be significant. Researchers would have to search hard to find 
the South African government’s February “Framework for a response to the global 
crisis” document on the internet, for example, yet South Africa ranks fairly high on 
the IMF’s table of fiscal stimulus. Whether they publicise these or not, however, most 
countries’ stimulus packages seem to contain a mix of new measures and existing ones 
and it is often difficult to establish just how much is really new. Arguably, that is as it 
should be, but how much the crisis should prompt new directions and how much it 
should simply be an opportunity to fast-track or tweak policies that are already in 
place is one of the questions for policymakers to think about, and is considered in 
more detail in Section 6 of this paper. 
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2. Brazil 

2.1. Overview of economic performance 

In the period prior to the financial crisis and even during the subsequent contraction 
of global demand, Brazil experienced fairly strong domestic demand-driven economic 
growth. The average real GDP growth rate between 2006 and 2008 was 4.8% (World 
Bank 2009a).  

Credit extension to both firms and individual consumers increased rapidly during this 
period: by 180% and 260% respectively between January 2004 and September 2008. 
Throughout the credit expansionary period however, banks maintained low levels of 
leveraging. Inflation peaked at 12.53% in 2002, falling to 4% in 2006, and rising again 
to 5.8% in 2008 (Banco Central do Brasil 2009).  

Table 2 – Selected data for Brazil, 2006–2008 

 2006 2007 2008 

Real GDP growth rate (%) 4.0 5.2 5.4 

Current account balance (% of GDP) 1.3 0.1 –1.8 

Government debt-to-GDP ratio (%) – – 40.4 

Exchange rate regime Reals (BRL) – floating 

Exchange rate movements (%) 8.7 17.2 –32.8 

Inflation (average CPI, %) 4.0 4.0 5.8 

Resource-based exports (% of GDP) 4.8 5.6 6.0 

Manufacturing sector value-added  
(% of GDP) 

18.0 18.0 – 

Manufacturing sector  
(% of merchandise exports) 

54.4 52.2 46.8 

Unemployment (%) 10.0 9.3 7.9 

Sources: Banco Central do Brasil 2009; CIA 2009; World Bank 2009b 

Since the crisis hit, Brazil’s economic performance has worsened, although not too 
drastically so far. GDP growth was still strong in 2008 but is expected to be 
substantially lower in 2009. The Brazilian government is more optimistic than the 
IMF, however, about performance in 2009 – the Central Bank is projecting GDP 
growth of 1.2% for the year, whilst the IMF suggests a contraction of 1.2%. Similarly, 
the government is still expecting to run a budget surplus this year, whilst other 
sources (for example the Economist Intelligence Unit) have projected a more 
pessimistic outcome. Unemployment increased to 9% in March 2009 from a low of 
7.9% in 2008. 

The Brazilian government responded to the financial crisis and the subsequent global 
economic contraction by intervening directly in the financial sector, and stimulating 
the broader economy through the use of fiscal and monetary policy instruments. 
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2.2. Financial sector interventions  

As at February 2009 the level of intervention of the Brazilian government in the 
financial sector was substantially less than that of governments in the North 
American, EU and advanced Asian and Pacific countries (Japan, Korea, and 
Australia). The Treasury had not capitalised any financial institution, nor had they 
guaranteed any financial sector liabilities (IMF 2009). 

As yet, there have been no major banking sector failures in Brazil. Interventions in the 
financial sector have not focused on bailing out failing financial institutions, but rather 
on boosting liquidity in the market to encourage lending. Interventions have been 
limited to liquidity provisions and other non-Treasury backed support from the Banco 
Central do Brasil (Brazilian Central Bank), amounting to 1.5% of GDP, compared to 
the average intervention of this nature for the G20 countries of 9.3% of GDP (Banco 
Central do Brasil 2009). Hence the Brazilian Central Bank intervention in this regard 
has been relatively slight. 

The Central Bank stimulated liquidity in the financial system by firstly reducing 
reserve requirements by R$99.8 billion (off a total of R$260 billion). In addition to 
this, incentives totalling R$35 billion were provided to private banks, public banks and 
the Deposit Insurance Fund to buy off portions of the books of small- to medium-
size banks. Finally, funding to the Brazilian Development Bank was increased (Banco 
Central do Brasil 2009). 

2.3. Fiscal interventions 

Brazil is expected to undertake fiscal stimulus programmes amounting to 0.4% of 
GDP in 2009 and 0.2% of GDP in 2010. This is small relative to the average of the 
planned G20 stimulus packages of 1.5% and 1% of GDP for 2009 and 2010 
respectively. Fiscal stimulus programmes in Brazil have been planned on both the 
revenue and expenditure sides in response to a slowing economy, as a result of 
contracting domestic and international demand (IMF 2009). 

A significant proportion of the funds budgeted for the stimulus will be used on the 
revenue front, where the government has announced permanent cuts in personal 
income tax and company tax, and temporary cuts in indirect taxes.  Significant tax cuts 
were introduced on the purchase of new vehicles, as much as 100% for some vehicle 
classes. These cuts had a strongly positive impact on domestic motor vehicle sales, 
which increased for four consecutive months to March 2009. In March 2009, vehicle 
sales were up 17% year-on-year. This has helped bolster the struggling motor vehicle 
manufacturing industry, which was suffering because of reduced international demand 
(exports were down 47% year-on-year in March 2009 (Moura & Raszewski 2009)).  
There have also been tax cuts on household appliances (amounting to R$173 million) 
and tax incentives for the construction sector (amounting to R$88 million). 

On the expenditure side, temporary safety nets, housing and construction support 
programmes and infrastructure development programmes have been implemented.  
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The infrastructure programmes are aimed at speeding up and facilitating the spending 
of the substantial infrastructure expenditure allocation of R$235 billion announced in 
2007 as part of the government’s economic growth strategy. The infrastructure 
expenditure will consist of spending on roads, bridges, railway lines and airports, 
amongst other things.1 

In March 2009, R$15 billion was allocated to finance the building of one million 
homes for the poor and lower-middle classes. This was done to stimulate the slowing 
economy and address the shortage of low-income housing. Of the 1 million homes 
planned, 400 000 will go to the poorest Brazilians, who will be required to repay a 
portion of the financing through the payment of 10% of their monthly salaries to the 
government over a 10-year period.2  

Brazil, as a major commodity exporter, is expected to suffer a reduction in fiscal 
revenue of 2.8% of GDP in 2009 as a result of falling commodity prices. This, 
coupled with the planned fiscal stimulus programmes, will result in an expected fiscal 
deficit of –1.3 and –1.2 of GDP for 2009 and 2010 respectively (IMF 2009).  

2.4. Monetary interventions  

The Brazilian Central Bank follows a programme of inflation-targeting, with a target 
inflation band of 2.5–6.5%. In January 2009, following an inflation rate of 5.9% in 
2008, the Central Bank dropped its Selic rate for the first time in 17 months from 
13.75% to 12.75% with the objective of stimulating domestic demand. Prior to this 
interest rate cut, the interest rate had risen steadily from 11.25% to 13.75% over the 
preceding 17 months. A further rate cut of 150 basis points was announced in March 
2009, dropping the Selic rate to 11.25% (Banco Central do Brasil 2009). 

3. Malaysia 

3.1. Overview of economic performance 

Malaysia also experienced some years of strong growth prior to the crisis, driven 
primarily by domestic demand. Real GDP growth averaged 5.6% between 2006 and 
2008. Inflation peaked at 12.53% in 2002, falling to 3.14% in 2006, and rising again to 
5.9% in 2008. The export sector in Malaysia is a significant contributor to GDP, more 
so in fact than in any of the other countries studied. Between 2005 and 2008, exports 
constituted an average of 109.5% of GDP (Bank Negara Malaysia 2009).  

Following the global financial crisis, economic growth fell sharply from 4.7% in the 
third quarter of 2008 to 0.1% in the fourth quarter (Bank Negara Malaysia 2009). This 
fall was largely on the back of a massive decline in total exports, which fell by a total 

                                                      

1 Time Online, accessed 22 April 2009 
2 Time Online, accessed 22 April 2009 
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of 54.9% in the second half of 2008 as a result of a contraction in global demand. As 
shown in Error! Reference source not found., a number of other indicators of 
economic health have also performed poorly since September 2008.  

Table 3 – Selected data for Malaysia, 2006–2008 

 2006 2007 2008 Q1* Q2 Q3 Q4 

Real GDP growth 
rate (%) 

5.8 6.3 4.6 –1.8 2.3 3.1 –3.6 

Current account 
balance  
(RM millions) 

93 504 100 410 – 23 778 37 047 38 714 – 

Current account 
balance  
(% of GDP) 

16.3 15.6 – – – – – 

Growth in total 
exports (%) 

9.3 2.7 – –7.2 15.5 5.7 – 

Exchange rate 
regime 

Ringgit (RM) 

Exchange rate 
movements (%) 

3.53 3.31 3.46 – – – – 

Inflation  
(average CPI, %) 

4.0 2.0 5.8 – – – – 

Mining sector 
contribution to 
GDP (%) 

14.6 14.5 17.2 – – – – 

Change in mining 
sector value-added 
(%) 

11.7 10.6 37.2 –0.6 23.1 8.3 –25.2 

Manufacturing 
sector contribution 
to GDP (%) 

29.6 28.0 26.3 – – – – 

Change in 
manufacturing 
sector value- 
added 

9.8 5.8 8.6 -0.4 5.6 3.5 -12.4 

Unemployment 
(%) 

– 3 3.7 – – – – 

Sources: CIA 2009; World Bank 2009b 

Note:  * Quarterly data are provided for 2008. 

The Malaysian government has responded emphatically in the face of contracting 
domestic demand, rising unemployment and faltering industries. Its response has 
consisted primarily of a fiscal stimulus package first conceived in the months 
immediately following the financial crisis, and which has recently been expanded in 
size and scope. The stimulus package is aimed at maintaining and creating 
employment and assisting key industries that are struggling to deal with the sudden 
and drastic drop-off in global demand.  In terms of monetary policy, action has been 
taken to reduce interest rates and encourage lending by banks in an attempt to combat 



centre for poverty employment and growth 

HSRC 

14 

declining domestic demand. Importantly, it appears that, unlike a number of 
developing and developed nations, none of the fiscal and monetary interventions have 
been applied exclusively to the financial sector.  

3.2. Fiscal interventions 

The Malaysian government implemented a small initial stimulus package valued at 
RM7 billion in the months following the 2008 financial crisis. A few months later, 
realising that this was not going to be sufficient to meet the challenges arising from 
the global economic slowdown, the government announced an expanded stimulus 
package in March 2009 (Malaysian Government 2009).   

The expanded stimulus package is set to cost a total of RM60 billion or 9% of GDP 
and will be implemented over a two-year period. The RM60 billion is to be divided up 
between fiscal injections (RM15 billion), Guarantee Funds (RM25 billion), equity 
investments (RM10 billion), Private Finance Initiatives and off-budget projects 
(RM7 billion) and tax incentives (RM3 billion). The money will be spent in four 
existing broadly defined policy areas: employment creation, poverty alleviation, private 
sector assistance, and capacity-building. Details of some of the projects being 
implemented in each of these areas follow in the remainder of this section.3  

3.2.1. Increasing job and employment opportunities and reducing unemployment 

Due to the contraction in global demand a number of firms, particularly those 
operating in the manufacturing sector, have had to reduce operational productive 
capacity. The impact of these shut-downs on employment is estimated to be 
significant, with the unemployment rate expected to increase to 4.5% in 2009 from 
3.7% in 2008. In response to this, the government has implemented a number of 
strategies valued at RM700 million aimed at creating job and training opportunities for 
approximately 163 000 Malaysians. 

One hundred thousand of the 163 000 opportunities will be created through an 
alliance between the government and the private sector. Under the alliance, the 
government aims to increase the number of participants enrolled in existing skills 
training programmes. The government, with the co-operation of the private sector, 
also aims to introduce new training programmes in the industrial sector with a specific 
emphasis on skills relevant to the technology-intensive industrial sectors (robotics, 
electronics etc.). In addition to skills training programmes, 1 000 unemployed 
graduates will be employed in traineeship programmes at the Securities Commission 
and the Central Bank, and a further 2 000 will be employed in similar programmes in 
various other sectors of the economy. Additional resources will be allocated to 
existing institutions which assist and finance young entrepreneurs. In addition to this, 
the private sector will assist in providing relevant experience to young graduates 

                                                      

3 All details have been obtained from Malaysian Government (2009). 
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aiming to become entrepreneurs. Finally, the government will incentivise the private 
sector to employ newly retrenched workers, by allowing the private sector to reflect 
for tax purposes twice the salary of any retrenched worker employed.  

The remaining 63 000 job placement and training opportunities will be created in the 
public sector. Government will accelerate the recruitment of individuals to fill the 
50 000 vacancies currently available in the public sector. The final 13 000 jobs 
required will be created on a contract basis in areas such as education (where 1 000 
graduates are to be employed as school teachers), health care, and statistical data-
gathering (4 500 contract workers are to be employed to assist the Department of 
Statistics to conduct a population census).  

3.2.2. Poverty alleviation 

The government has a number of social expenditure programmes in place to assist the 
poorest Malaysians in obtaining basic necessities. The government aims to continue 
the existing social expenditure programmes and plans to bolster these programmes by 
providing subsidies amounting to RM674 million to food suppliers, in an effort to 
limit the prices of basic food necessities. Furthermore, in order to increase individual 
income, the government will issue RM5 billion worth of Shariah bonds to the public 
with a yield of 5% per annum, paid quarterly, with a maturity of three years.  

As a result of the housing slump in Malaysia, the government has allowed home 
buyers to access tax relief on up to RM10 000 of interest paid on housing loans for a 
period of three years. Furthermore, newly retrenched workers will be allowed to defer 
the payments on their home loans for a period of one year. In addition to this, 
RM200 million has been allocated to the building of government housing for the poor. 

Finally, to assist farming communities (some of the poorest in the country) 
RM300 million will be allocated to existing micro-credit institutions that lend to small 
producers in the agricultural sector.   

3.2.3. Assisting the private sector though the crisis 

A number of key sectors have been earmarked for government intervention to assist 
them through the financial crisis. These include the automotive, tourism and palm oil 
and rubber sectors.  

As a result of poor sales, a number of automotive manufacturers and retailers are 
facing difficulties. Due to the large number of people employed in the automotive 
sector and the presence of domestically owned manufacturers (PROTON and 
PERODUA), the automotive sector is of strategic importance to the Malaysian 
economy. To assist PROTON and PERODUA, the government will finance a portion of 
a discount of RM5 000 which will be granted to individuals who trade in their vehicles 
which are 10 years or older for a new PROTON or PERODUA vehicle. To assist the 
industry as a whole, RM200 million will be allocated to the existing Automotive 
Development Fund. 

The tourism industry has been identified by the government as a key sector which has 
potential for significant growth. In order to attract foreign tourists, and thereby 
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stimulate the tourism industry, the government will offer a rebate of 50% on landing 
charges to airlines flying routes from Malaysia to international destinations. A further 
RM200 million will be spent on infrastructure development at tourist hotspots and on 
the hosting of international conventions.  

The palm oil and rubber farming industry is made up of a number of smallholding 
owners. Due to falling commodity prices, the smallholding owners have been 
especially affected and the government has made provisions to include them inthe 
social welfare net if necessary. They are also trying to facilitate a shift in smallholding 
production towards livestock and other farming production. 

Economy-wide, a number of companies which are in a strong financial position are 
unable to access capital. To assist the access of these companies to bond markets, the 
government will set up a Financial Guarantee Institution to provide credit enhancement 
to companies seeking funds from the bond market. The Institution will be allocated 
start-up capital of RM1 billion.  

3.2.4. Capacity-building  

The government aims to enhance the country’s productive capacity during the 
downturn to ensure that it is well positioned once the global economy recovers. This 
process will involve developing high-growth areas and facilitating the move of existing 
industries towards higher value-added production. 

The Khazanah Nasional Berhard (a government investment agency) will be provided 
with RM10 billion to be invested over a two-year period in domestic projects with 
high multipliers, and which will create a large number of job opportunities. Sectors 
that have been targeted for investment include the telecommunications, technology, 
agriculture and tourism sectors. Part of the investment in the telecommunication 
sector will be directed at enhancing the country’s broadband capacity. In addition to 
the money granted to the Khazanah Nasional Berhard, a further RM2 billion will be 
made available for the private sector to bid for. 

 The government’s capacity-building objective also involves policy reform in the 
services sector. With the aim of positioning the services sector for rapid growth in the 
future, the government is currently undertaking a process of liberalising the sector. 
The liberalisation process, it is hoped, will result in the attraction of investment, 
technology and skilled professionals and the enhancement of the overall competitiveness 
of the sector.  
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3.3. Monetary interventions 

The Central Bank has, since the crisis began, focused on stimulating domestic demand 
through decreasing interest rates and encouraging banks to extend credit by reducing 
reserve requirements.  

The Overnight Policy Rate was reduced by 25 basis points in November 2008, by 75 
basis points in January 2009, and by a further 50 basis points in February 2009. The 
total reduction in central bank lending rates since the crisis has therefore been 150 
basis points off a base of 3.5%. The Statutory Reserve Requirement was reduced by 
300 basis points between November 2008 and January 2009. These measures have 
been implemented in a disinflationary climate where inflation fell from 8.4% in the 
third quarter of 2008 to 5.9% in the fourth quarter. Inflation decreased further to 
3.7% in February 2009 (Bank Negara Malaysia 2009). 

The impact of these measures on credit extension has been favourable, with credit 
extension growing by an annualised rate of 10.9% in February 2009 (Bank Negara 
Malaysia 2009).  

4. Mexico 

4.1. Overview of economic performance4 

The Mexican economy performed fairly well in the period building up to the financial 
crisis, with GDP growth of 4.9% in 2006 and 3.2% in 2007.  The economic growth 
was driven by global demand, especially from the USA, for exports and by domestic 
consumption. Strong domestic demand over the years preceding the crisis resulted in 
current account deficits and inflationary pressures, with inflation exceeding the 3% 
Central Bank-determined target from 2006 onwards.  The boom in global demand up 
until the third quarter of 2008 boosted the Mexican export sector to 26.6% of GDP in 
2007 (of which 4.2% was petroleum exports). 

The Mexican economy has strong real and financial ties to the US economy, which is 
expected to contract further in 2009. The USA is the destination of approximately 
80% of Mexico’s exports, and remittances from Mexicans working in the USA 
provide an important source of income for the Mexican economy.5 The spillover 
effects of the US contraction on the Mexican economy have already been felt, with 
growth entering negative territory in the fourth quarter of 2008 and significant job 
losses recorded (Economist, 22 January 2009).  The growth forecast for 2009 is –0.3%, 
with total exports expected to fall 14% in USD terms in 2009 and total revenues 
expected to fall from 22.3% of GDP to 22.1% (IMF 2009). Table 4 presents a 

                                                      

4 Data for this section were sourced from Banxico (2009), CIA (2009) and World Bank (2009a). 
5 BBC (2009) 
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selection of data which give further insight into the recent performance of the 
Mexican economy. 

Table 4 – Selected data for Mexico, 2006–2008 

 2006 2007 2008 Q1* Q2 Q3 Q4 

Real GDP growth 
rate (%) 

4.9 3.2 1.8 – – – – 

Current account 
balance  
(% of GDP) 

–0.6 –1.0 –2.2 – – – – 

Growth in total 
exports, f.o.b (%) 

16.7 8.8 8.8 – – – – 

Exchange rate 
regime 

Peso – flexible 

Nominal exchange 
rate movements 
(average % 
change) 

0.0 –0.3 –1.8 –1.5 –4.7 1.6 27.9 

Inflation  
(CPI average) 

3.6 4.0 5.1 – – – – 

Primary deficit  
(% of GDP) 

–2.2 –1.3 –1.3 – – – – 

Sources: Banxico 2009; CIA 2009; World Bank 2009b 

Note:  * Quarterly data are provided for 2008. 

The Mexican government has responded to the financial crisis by intervening directly 
in the financial sector, and stimulating the broader economy through the use of fiscal 
and monetary policy instruments. 

4.2. Financial sector interventions 

As yet there have been no major banking sector failures in Mexico. Interventions in 
the financial sector have been focused largely on boosting liquidity, with some focus 
on the provision of bank credit line guarantees (IMF 2009).  

4.3. Fiscal interventions 

Mexico is expected to undertake fiscal stimulus programmes amounting to 1% of 
GDP in 2009, less than the G20 average of planned stimulus packages (1.5% of 
GDP) (IMF 2009). Approximately US$11 billion is expected to be used to stimulate 
the economy through reducing the costs of doing business, providing tax relief, and 
increasing infrastructure expenditure (Cevallos 2009).  

The costs of three primary consumer goods which are also import inputs into the 
production process have been reduced or fixed for 2009. The price of petrol has been 
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frozen for 2009, and the prices of natural gas and electricity have been reduced by 
10% and 20% respectively for the same period. These measures are expected to 
increase consumers’ and firms’ disposable income by US$3.35 billion. 

 A portion of the funds will be set aside as a “security net” for the poorest Mexicans 
affected by the crisis. In addition to this, the unemployment benefits allocation has 
been increased by US$164 billion, which will allow a further 250 000 people to benefit 
from unemployment grants. The poorest will also benefit from a US$55.9 million 
allocation which will be used to provide them with more energy-efficient appliances in 
exchange for their old appliances.  

Approximately US$7.5 billion has been allocated to the public housing institutes to 
increase loans to Mexican workers. In addition to this US$552 has been allocated to 
subsidise the down-payments required from the poorest to purchase properties. 

A small portion of the stimulus plan (1.4% of the total plan) will be provided to 
struggling industries in a bid to stave off further job losses. The 1.4% or 
US$150 million will not be provided to any single industry, but will be made available 
to the broader manufacturing industry.   

Mexico is expected to suffer a reduction in fiscal revenue of 0.2% of GDP in 2009 as 
a result of fluctuating commodity prices. This figure is substantially less than other 
commodity exporters, due to the government’s decision to hedge oil prices in 2008 
(for the 2009 period) and to a depreciating peso (IMF 2009). Despite this, the 
government deficit is expected to rise to 2% of GDP as a result of increased 
expenditure, in the form of the stimulus package, and decreasing revenues from the 
non-oil exporting sectors and domestic sectors. With public debt at only 20% of GDP 
as at 2008, the government is well positioned to manage the deficit.  

4.4. Monetary interventions  

Following a sharp depreciation in the peso after the financial crisis, the Banxico 
intervened in the currency market for the first time in a decade by auctioning off US 
dollars to bidders at regular intervals. By March 2009, a total of US$15 billion had 
been auctioned off to the private sector. 

The Banxico employs a strategy of inflation-targeting, with a target of 3%. Beginning 
in early 2008, inflation increased strongly on the back of supply-side factors (including 
commodity price shocks). This trend continued even after the demand began to 
contract, primarily as a result of escalating food prices. Inflation peaked above 6% 
year-on-year in December 2008. As a result of this, monetary policy was relatively 
tight in the months following the financial crisis, with the overnight lending rate 
ending at 8.25% in 2008, up 75 basis points year-on-year. The lending rate has since 
been slashed four times in 2009 and is currently (as of April 2009) at 6%. This after 
some slowing of inflation, which is still significantly above the Central Bank’s target, 
with forecasts for 2009 at around 4.5%. 
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5. Turkey 

5.1. Overview of economic performance 

Turkey has a history of receiving IMF assistance, but this provided the basis for 
strong growth in its economy until 2008, as reflected in Table 5. The first 
US$19 billion standby arrangement with the IMF was put in place following a 
domestic financial crisis in 2001; it was replaced by a second, US$10 billion 
arrangement, which expired only in May 2008. The IMF and the Turkish government 
have been in negotiations on a third package since late last year, but it has yet to be 
finalised. 

Between 2002 and 2007 the economy grew by an annual average of almost 7%. 
Turkey’s annual exports climbed from US$30 billion to about US$100 billion, with 
most of this consisting of manufactured goods such as motor vehicles, steel and 
chemical products, machinery and appliances, and clothing and textiles. However, 
about half of Turkey’s exports go to the Eurozone, and the decline in demand as 
those economies have headed into recession has had a severe impact on industrial 
output and employment. Industrial production in January was down 23% year-on-
year, reflecting not only the decline in foreign demand but also slowing domestic 
demand, driven mainly by destocking and declining private sector investment. 

The IMF now expects Turkey’s economy, which grew by only 1.5% in 2008, to 
contract by 5.1% in 2009 and to grow by only 1.5% in 2010. This is significantly 
worse than the Turkish government’s recent forecast of a negative 3.6% for 2009 and 
a positive 3.3%  for 2010. If the IMF is right, Turkey’s fiscal deficit will be higher than 
the government predicts, and there is less room for fiscal stimulus than the 
government believes – and more need for the conditions the IMF seeks to impose, 
but with which Turkey is reluctant to comply. 

Like South Africa, Turkey is a middle-income country with a current account deficit, 
though that deficit is shrinking as the economy contracts. The big difference, 
however, is the extent to which Turkish corporates have relied on external  
borrowing, much of it short-term (net foreign liabilities of the corporate sector were 
almost 11% of GDP in the middle of 2008). Though Turkey has built up significant 
foreign exchange reserves, these fall short of the foreign loans that come due in 2009 
– hence the pressure for an IMF deal, of as much as US$30–50 billion. 

There has, however, been some political antagonism, led by trade unions, to a further 
IMF deal. Equally, there was political pressure, ahead of the local elections on 29 
March 2009, for a comprehensive stimulus package. 
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Table 5 – Selected data for Turkey, 2006–2008 

 2006 2007 2008 Q1* Q2 Q3 Q4 

Real GDP growth rate (%) 6.9 4.6 1.5 6.70 2.34 0.50 – 

Current account balance  
(% of GDP) 

–
4.21 

–4.4 – – – – – 

Exports of goods & services 
(annual % growth) 

6.6 7.3 – 12.24 2.49 1.47 – 

Exchange rate regime Lira – flexible 

Exchange rate movements  
(%,   USD) 

  –37.5     

Inflation (CPI) 11.0 9.0 – – – – – 

Mining & quarry sector 
contribution to GDP (%) 

1.2 1.2 – 1.0 1.2 1.7 – 

Manufacturing sector 
contribution to GDP (%) 

17.2 16.7 – 16.7 17.4 15.1 – 

GDP per capita (USD) 7 262 8 877 – – – – – 

Public debt (% of GDP) – – 37.1 – – – – 

Unemployment rate (%) 10.0 10.0 – – 8.9 9.8 12.3 

Sources: CIA 2009; World Bank 2009b 

Note:  * Quarterly data are provided for 2008. 

5.2. Financial sector interventions 

The banking sector is well capitalised and has proved quite resilient in the face of the 
crisis, though there have been concerns about its access to external funding as well as 
about the rising non-performing loan ratio. 

Late last year parliament granted authority for a two-year blanket deposit guarantee, 
though this has not been introduced. However, the central bank legislation does 
authorise the bank to act as lender of last resort to banks that lose market confidence 
and face runs on their deposits. In January 2009 the central bank issued a statement 
reminding the market that it stood ready to do this if conditions warranted it, and 
outlining the terms and conditions under which it would provide loans to banks in 
trouble. At the same time, it emphasised that the instruments it could use to provide 
the banks with the liquidity they required were adequate and that it was flexible about 
the kinds of collateral it would accept. 

The central bank also intervened in 2008 to provide liquidity to the foreign exchange 
market. 

The IMF estimates the value of liquidity provision and other support provided by the 
central bank to the financial sector at 0.2% of GDP. The measures, and the signals, 
have worked in the sense that the banking sector has remained stable, though it has 
remained fairly reluctant to lend despite cuts in interest rates. 
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5.3. Fiscal interventions 

The government has recently (March 2009) approved a US$3.3 billion stimulus 
package that it says is the fifth such package. Earlier packages were much smaller: 
details are hard to come by, making it difficult to assess their effectiveness. Among 
the measures implemented was a temporary cut in social security contributions. There 
were also temporary tax cuts on homes, cars and consumer durables. The government 
says these helped to lift sales and have improved consumer and manufacturer 
confidence.  The IMF now estimates the value of discretionary measures introduced 
between September 2008 and March 2009 at 0.8% of GDP for 2009 and 0.3% for 
2010. 

The new stimulus package aims to support demand in leading sectors. The package 
will introduce temporary tax cuts for three months in the housing, home appliances 
and automotive sectors. The new regulations will lower the sales on the automotive 
sector and remove the sales tax completely on home appliances, while the tax on 
apartments over 150 square metres (1 614 square feet) in size will be lowered from 
18% to 8%. The package also foresees measures to boost exports by allocating an 
additional 500 million liras (US$296 million) to Eximbank, a state-owned bank geared 
to supporting exporters. 

The series of measures – the government says there have been 53 in total so far – 
seems to have been rather piecemeal, with no very clear logic. Even so, it is not clear 
how they will be financed. The fiscal deficit is set to rise to 5%, even assuming the 
government’s more optimistic growth forecasts, and though the government promises 
it will be back within Maastricht criteria within a couple of years, as it will have to be if 
it is to join the Euro as planned, there must be a strong risk that fiscal stimulus is not 
a sustainable measure. 

5.4. Monetary policy interventions 

Since November 2008, the central bank has lowered the policy rate by a total of 625 
basis points, to just above 10%, in five successive moves. Market rates have come 
down in response.  

Turkey has had formal inflation targeting since 2006, with the target set at 4%, and the 
bank has justified the interest rate reductions on the grounds that inflation, and 
inflation expectations, are falling as food and fuel prices decline and the output gap 
widens. Inflation has come down from 2008’s 10%-plus, but at about 7% it is still 
above target. The monetary stimulus has not prevented economic growth prospects 
from worsening, and credit is still growing only slowly. 

6. Discussion of  key themes 

As noted above, data are not yet available to judge the efficacy of many of the 
interventions described in the case studies, which makes it difficult at this stage to 
draw strong conclusions from the international responses. What is apparent, however, 
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is that although measures implemented vary quite widely across countries, there are a 
number of key themes which can be drawn out from the case studies. At this stage 
these relate mostly to differences in approach, and therefore present more questions 
for policymakers than answers. The answers to the questions posed will be highly 
context-dependent, and therefore will be different in every country, making it difficult 
to draw hard conclusions. In this section, therefore, the paper aims to highlight the 
key topics for discussion, with reference to the different choices made by the 
comparator countries. The intention is to stimulate debate rather than provide a 
comprehensive analysis of the various policy options.  

The four key themes identified are discussed in turn below.  

6.1. Temporary or permanent responses? 

That stimulus packages should be “Timely, Targeted and Temporary” has become 
one of the mantras for analysts of these packages, particularly in the advanced 
countries such as the UK and USA where governments are intervening on a very large 
scale. There, the question of how and when the monetary and fiscal stimuli will have 
to be phased out, to cut fiscal deficits back to sustainable levels and avoid stoking 
inflation, is a key issue. These are issues, too, for the emerging markets surveyed here, 
and for South Africa. 

The bigger conceptual question, however, is whether in responding to the crisis, 
policymakers should be contemplating anything for the short term that they wouldn’t 
do in the long term. Are temporary, time-bound rescue measures justified, measures 
that will have to be reversed once the economy recovers? Or should “rescue” 
packages focus instead on augmenting or fast-tracking initiatives designed to enhance 
the economy’s competitiveness more permanently? 

New York Times columnist David Brooks argued for the latter, albeit in November 
2008, before the full extent of the US crisis had become apparent: “Don’t just throw 
more money into the sugar rush. Spend money on projects that will enhance the long-
term economic health of the country even without a crisis. Do what you would do 
anyway, just do it faster.”6 

Which are the “sugar rush” programmes, and are they necessary? Which are those that 
enhance longer-term economic health, and welfare? And even if stimulus involves 
doing more of the same, how much more can emerging market countries afford, 
given limited domestic resources and uncertain access to foreign capital?  

Turkey’s dispute with the IMF over a standby arrangement is in part about whether 
Turkey can afford selective tax cuts at all, with the IMF recommending that Turkey 
should rather be implementing measures such as tax reforms to improve its revenue 
collecting ability in the longer term. By contrast, Malaysia and Brazil, like South 

                                                      

6 Brooks, D. “Stimulus for Skeptics”, The New York Times, 28 November 2008 
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Africa, are investing in infrastructure (and in Malaysia’s case in skills training) that 
should enhance long-term growth prospects, and certainly in Brazil’s case, as in South 
Africa’s, this was part of a programme that was already in place. 

A question, though, is to what extent the crisis means doing more of the same in 
terms of economic policy – and to what extent it should prompt policymakers to look 
again at whether the options they have chosen remain appropriate in a global 
economy that is likely to be changed fundamentally as a result of the crisis. 

6.2. “Picking losers” versus increasing the ease of doing 
business  

Whether to pick and promote winning sectors, or to make it easier and more 
attractive for all businesses to do business and to invest, is the core debate concerning 
industrial policy. It should be as much, if not more, of an issue in devising policies to 
respond to the crisis. This is especially so if we assume that the world economy 
coming out of the crisis will look very different from the one going in. The sectors 
that will thrive in the future may not be the high-growth sectors of the past. That 
makes the process of picking winners more challenging, but it raises questions too 
about the potential costs and benefits of rescuing sectors that have been hardest hit by 
the crisis: in the longer term, would this be a case of picking the losers? 

Either way, the question of whether to support particular firms or all firms is a crucial 
one – one which is not only about sectors, but also about small versus big business; 
bailout packages in Russia have been targeted almost entirely at large enterprises, 
whereas Mexico’s stimulus package includes procurement targets to boost small 
enterprises. It also includes price freezes, or cuts, on petrol and natural gas, aimed in 
part at cutting the cost of doing business. Turkey has cut consumption taxes on 
internet services. But it has also used corporate tax cuts selectively to provide 
incentives for sectors such as textiles and leather to move to poor regions and provide 
jobs. Chile, however, has cut its corporate tax rate for all, from 21% to 20%. Brazil, 
too, has granted corporate tax concessions. A question, though, is how many 
emerging market budgets could afford corporate tax cuts at a time when corporate 
revenues are falling sharply in any event. If public spending growth is maintained 
despite the fall in revenues, that in itself constitutes fiscal stimulus – a point 
emphasised when South Africa’s budget was presented in February 2009.  

Public spending can also enhance the environment for doing business, if it involves 
infrastructure investment that, as in South Africa, is designed to improve network 
industries such as logistics, power supply and telecommunications. Malaysia’s 
investments in telecommunications and technology are designed to enhance its 
productive capacity. Brazil is accelerating the infrastructure investment programme it 
launched a couple of years ago as part of its Accelerated Growth Programme 
(Deloitte 2009). 

In general, it is more desirable to pursue interventions that provide a level of stimulus 
to all firms, rather than company- or sector-specific interventions. However, the 
particular circumstances in a given country may provide an argument for targeted 
measures in specific areas. 
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6.3. Sector support: should it target firms or consumers? 

In South Africa, as in the USA, the debate about possible rescue measures for the 
motor industry has focused on subsidising the vehicle companies. Vehicle 
manufacture is seen as an important industry in Turkey and Brazil, too, but there it is 
consumers who have been subsidised to buy cars. Both countries have used 
temporary cuts in sales tax to boost vehicle sales; Turkey has also done this for 
durables such as furniture and household appliances. Malaysia is subsidising discounts 
on trade-ins of old vehicles, though it is also subsidising the motor industry (and has 
allocated subsidies to food suppliers, rather than households, in an effort to make 
staple foods cheaper for the poor). 

Using the tax system to boost consumption of particular goods causes distortions and 
inefficiencies, but it may be more transparent, easier to terminate and possibly less costly 
in the longer term than subsidies or concessions for the manufacturers of those goods.  

In the past decade South Africa has generally been reluctant to use the tax system to 
try to shape patterns of consumption or production, and indirect taxes such as sales 
tax are already a lower proportion of the total tax take than they are in comparable 
countries, so reducing VAT on cars seems unlikely to be an option here. However, 
the general issue of where to direct the support, and what instruments to use, is an 
important one in the event that policymakers do choose to rescue particular sectors. 

6.4. Rescuing businesses or rescuing people 

Does policy focus on rescuing ailing industries or rather on helping the people who 
are affected? Malaysia is extending its safety net to provide for the smallholding 
owners who dominate its hard-hit palm oil and rubber industry; it is also trying to 
facilitate a move by these smallholders to other farming production. A big component 
of its response to higher unemployment is skills training, including training in skilled 
occupations such as electronics, as well as in skills that will help people to become 
entrepreneurs. It is also using the tax system to incentivise private sector employers to 
provide jobs for newly retrenched workers, and is creating new public sector posts. 

Brazil and Mexico are building houses for the poor, a measure that improves services 
at the same time as it has a multiplier effect on economic activity. 

However, perhaps surprisingly, social safety nets and active labour market policies 
designed to cushion the newly unemployed do not seem to loom large in the stimulus 
packages of the countries examined in this paper, other than in the case of Malaysia. 
The reasons for this are not clear, although in some cases it may be because they 
already have such programmes. Brazil already has a sizeable social grants programme, 
for example. Fiscal sustainability may also be an issue, or it could be that the 
employment effects of the crisis have been more lagged, so that governments have 
not yet realised the full scale of the problem. However, this area does seem to warrant 
further consideration. 
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