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EXECUTIVE SUMMARY
 

The SAL I and SAF policy measures did not become effective
 

zfo:e mid-1986, yet, by the end of the year there were
 
in the economy.
_.dications of positive changes 


The Government of Burundi has recently reaffirmed its
 

commitment to strengthening its financial position and to
 

pursuing the structural adjustment initiated under SAL I.
 
II and the IMF Second-Year SAF
Preparatcry work for the Bank SAL 


'e-an in late 1937, and the program was recently approved by the
 

Wor!d Bank and the IMF.
 

The structural adjustment proposed under SAL II will
 
far reached under SAL I, but will
ccnsclidate the progress so 


also address new issues: the liberalization of the financial and
 

labor markets and the social dimension of adjustment.
 

Sersitivity analysis indicates that the burden of the
 

external debt may become quite worrisome if the economy does not
 
The whole issue should be
 gro as anticipated by the World Bank. 


onitored closely by the newly created inter-ministerial
 

committee on external debt management. The implication is clear:
 

loans only when necessary -- even on concessional
contract new 

terms -- and as much as possible, orient loans towards foreign
 

e:hange generating activities.
 

To reinforce and complement the current r~form program, it
 

is recommended that USAID consider assisting the Government of
 

Burundi in the following areas:
 

- Promotion of non-traditional exports: through financing 

a study of the direction of trade flows between Burundi and its 

regional crading partners, including the estimation of Domestic
 

Resource Costs for main exportables from these countries, 
in
 

order to determine the long-term growth potential of Burundi's
 

non traditional exports at the regional level. USAID can also
 

nrovide assistance in studying the potential of small projects
 

aimed at exporting to the European and American markets;
 

USAID can reinforce trade
 - Trade liberalization: 
an
 

liberalization by providing asjistance in the establishment of 

a vehicle for traders to air their
"ombudsman office" to serve as 


grievance and seek relief;
 

- External Debt Management: USAID should warn 
the Government and foreign donors of the possibility of an
 

exploding debt situation;
 

/
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can help the Government to
 Exrt Ta>:: USAID
Cni.= 

current implicit
 

a.ozre the possLbility of replacing 
the 


(through the Fonds de Stabilization) 
with a
 

taxation of coffee 
more transparent and efficient tax, 

which would also be easier to 

monitor; 

Planned Urban Growth: USAID can assist 
new entrants to 

-
in making the transition from rural 

to urban 
ohern zector 

life by a program of planned urban 
growth that would help avoiu 

so often accompany urbanization.
 the squalor conditions that 




I. INTRODUCTION
 

on several

I. Burundi has a development potential based 


favorable climate, good

factC:s: good agricultural resou:zes, 

trade prospects with neighboring countries, and a diligent
 

per capita estimated at US$
 
oooulation. Currently, with a GNP 


the poorest countries in the African
20, Burundi ranks among 

pressure
considerable demographic
contflnnt, and is facing 

rate of about 3 percent per
(coning from a population growth 

be a long-term


yzar). :arnessing the development potential will 


of the economy, contributing
the mainstay
2. Agriculture is 

90 percent of export earnings. In
 

-bout 60 percent of GDP and 

sector, the'most important
this largely subsistence dominated 


(80 percent of export earnings).
crop is coffee 

The secondary sector is small, accounting only for 8 percent
 

the use 

Cf 0DP. ?ast industrial policies often resulted in of
 

establishment of large-scale
capital-intensive processes and the 


Dants with high dependence on imported inputs.
 
is dcminated by the
 The tertiary sector (32 percent of GDP) 


for about 12 percent of GDP.
 
public administration that accounts 


3. Since the Third Development Plan (1978-82), the public
 

role in promoting productive

sector has played a leading 

activities and financing infrastructural investment. The private
 

in agricultural
in commer.cial trade and 
sector plays a major role 

production.
 

4. During the late 1970's good climatic conditions, the coming
 

on ztream of several large projects, and the expansion of the
 
evidenced by


nublic sector contributed to economic growth, as 


percent average annual CDP growth rate recorded 
during the
 

the 5 

'972-SI period.
 

the same period, the deterioration of the
 
However, during 


trade (45 percent between 1973 and 1981), a rapid

terms of 

increase in domestic demand, and expansionary fiscal 

policies led
 
in low levels of
 and internal imbalances resulting
to external 


current account and budget deficits.
 domestic savings, and higher 


Consequently, public domestic and foreign debt ran at very high
 
an
25 percent, leading to 


levels and the inflation rate reached 


appreciation of the real effective exchange rate.
 

responded with pervasive administrative
5. The Government 

controls, including restrictions on imports and on the capital
 

account, and price controls on imported and domestic goods. These
 

Mesres brought about a distorted domestic 
price structure, high
 

rants accruing to importers, a bias against exports, and an
 



sector operating at a portion 

i:zort restrictions. Weak private participation also impeded the
 
.. .. of a consequence,
 

-L.t-.ri.al of its capacity due to
 

e..t non-coffee economic activiies. As 

h' -zonomy became overdeoendent on coffee and excessively
 

on the public sector: there was a lack of incentives for
 
s-'; ained growth. I"
 

Coonte by these problems, the Government, at the end of
 

!E2-, euestad the World Bank and the iMF to help formulate a 
cherev; reform program. Preparatory work for the IDA Structural 
Adjstment Loan (SAL) and the IMF Structural Adjustraent Facility 
(SAF) was initiated in mid-1985 and eventually implemented 
ztartin7 mid-1986. On the financial front, a stabilization 
procram -- supported by the IMF First-Year SAF -- was set up, 
aimed at reaching external and domestic balance. Furthermore, to 
a~c.cr:sz the medium and long terra structural weaknesses, support 
by the World Bank was proposed' to be extended through several 
Bank interventions including (i) a series of structural 
iJustment credits, and (ii) a series of technical assistance
 

credits. The first phase of the SAL program (SAL I) encompassed a
 
=,w:rahensive package aimed at rationalizing the incentive system
 

an. improving the efficiency of resource allocation.
 

7. M-2anwhile, during 1995-86, CDP recovered to an annual growth
 
::te cf more than 4 percent. This was essentially due to good
 
c iat-c conditions and recovery in the government-dominated
 
sectors of construction and manufacturing. The increase of
 
Buruindl's ICA coffee quota in 1985, coupled with a 50 percent
 
increase in the world coffee price in 1986, also provided relief
 
to the balance of payments and the budget.
 

6. These improvements are, however, of a transient nature, and
 
if anything, should serve to highlight the true structural
 
weaknesses of the econnmy mentioned in para. 5. Burundi's
 
structural problems require systematic and sustained attention.
 
The reform program initiated under the SAL and SAF should be
 
r.inforced and complemented by further initiatives, to be
 
._,mulated in the IDA Second Structural Adjustment Loan (SAL II)
 
and the IMF Second-Year SAF.
 

9. Concurrent to the SAL program, the World Bank has also
 
expressed its intention to support projects focused on important
 
issues too specific to be covered by the SAL: agricultural
 
research, - agricultural services, manpower development in
 
agriculture, urban sites and services, expanding wdter supplies
 
in rural areas, and vocational teacher training.
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17 2ECENT POLICY REFORMS AND ECOQIC PERFORMANCE
 
I' 

1-.1 First-Year SAF and SAL I
 

10. The Government financial stabilization program (mid 1986

mid 1-987), supported by the IMF First-Year SAF, included policy
 

actions in the following areas: (See also the policy matrix in
 

the Appendix)
 

E.change rate adjustment: aimed at correcting the real
 
a
effective appreciation since 1980 and achieving 


in the balance of payments;
structural improvement 

External payments: the objectives were to limit the
 

deficit of the current account, to build up foreign
 
debt service to a
exchange reserves and to limit the 


reasonable proportion of exports;
 
udqoetary and monetary policies: the objectives were to
 

-

finance the
increase the level of public savings to 

public investment program, to set up reasonable targets
 

to
for budget deficits, with a view reduce the
 
the private sector by government's
crowding-out of 


domestic borrowing, to contain domestic demand, and to
 

avoid inflationary pressures;
 
Credit policies: the goals were to improve incentives
 

and orient credit to productive
for private savings 

sectors.
 

11. The Bank's SAL I program, effective from mid-1986 to end

1987, was designed to (i) improve- the utilization of the public
 

sector rescurces, and (ii) rationalize the incentive system and
 
in the private
improve the efficiency of resource allocation 


sector.
 

!2. With an aim to improve the utilization of the public sector
 

resources, the program covered the following areas:
 

ensure the
Public expenditures: the objectives were to 


accountability of the public investment program with
 

available resources and stabilization requirements, to
 
an efficient tool of macrotransform the budget into 


economic management, and to reinforce exlsting institu

tional capacity in view of implementing these reforms;
 

Public Enterprises: the public enterprises (PE) account
 

for more than half of formal employment and industrial
 
pqor economic performance and
value added. By their 


management, most PEs operated at low capacity, incurred
 
were unable to contribute to their
operating losses, 


debt, and
 own investment program or service their 


5
 



__constituted a considerable drain to the Government
 
budget. The SAL action plan aimed i) at ensuring that
 
government participation would be limited to those PEs
 
that provide vital public services, or where strategic
 
sectors are involved, and (ii) at maximizing the
 
contribution of viable PEs to GDP by ensuring their
 
efficient ooeration.
 

:. The rationalizat on of the incentive system and the
 
:morovement of the efficiency of resource allocation were
 
-::nected to be carried out through the following policies:
 

Aariculturo sector policies: the action plan consisted
 
or (i) the design and establishment of price mechanisms
 
that would allow for regular adjustment of export crop
 
prices, (ii) modification of processing techniques fo.
 
coffee and increased efficiency in its marketing, and
 

-

(iii) rationalization of the institutional framework,
 
'4'h specific reference to the Regional Development
 

Companies (RDC's);
 
Trade and industrial policies: the objectives
 
encompassed i) liberalization of imports and the
 
rationalization of tariffs, (ii) deregulation of price
 
controls, (iii) revision of the Investment Code, and
 
(iv) reduction of Government investment in the
 
industrial sector;
 
Credit allocation: the objective was to orient credit
 
allocation towards productive investments without
 
discrimination against the small borrowers.
 

11.2 Implementation of First-Year SAF and SAL I
 

11. Implementation of the reform program started in mid- 1987,
 
,'th the establishment of a comprehensive set of measures.
 
In the external sector, between July 1986 and March 1987, the Fbu
 
was devalued progressively by 24 percent against the SDR to which
 
it was pegged. The automatic exchange rate adjustment was
 
interrupted in March 1987, but was resumed again in ?ebruary
 
1988, when the Government began another, 10 percent devaluation
 
of the .FBu. The ceiling imposed on transfers of foreigner's

income raised. The Government undertook a comprehensive
 

import liberalization program: with the exception of three groups
 
of locally-manufactured products, all quantitative quotas were
 
replaced by tariffs, and import licensing becam6 automatic, save
 
for a group of luxury goods. With the aim of reducing high rates
 
of effective protection for many import-intensive industries and
 
providing a more uniform rate of protection for production of
 
intermediate goods based on domestic resources, the Government
 
introduced a simplified customs tariff, comprising a reduced
 
number of duties (two instead of three) and a reduced number of
 
duty rates (from 57 to 5); the range of the new tariff structure
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,.-s. narrowed to I"-50 percent (from the 0-280% range ). Luxury 

Coodz are--t-ill taxed at 100 percent. Taxes on manufactured 
exnortz were also eliminated to reduce the anti-export bias of 
.:~: rcde regime.
 

.n the area of externaY' debt management, the Government
 
crt: an interministerial committee to monitor Burundi's 
.-2-n *iLt and provide advice on new debt contracting. 

.3. T3 improve nublic resource management, the Government 
initated reoaracion work for the first three-year Public
 

Investment Program (PIP) for 1986-89, defined to be a rolling
 
-'rogjram suZboct to annual revision in light of project
 
-01mrentation and resource constraints. In the public enterprise
 

-ector, the gcvernment committed itself to close down four
 
uft ?able and a Service Charge PEs
', in of (SCEP) was
 
created to oversee the rehabilitation programs under preparation.
 
Along with the tariff reform (para. 14), a reform in the
 
transaction tax was introduced, resulting In the replacement of a
 
"cascade tax" to a single source tax, levied on production and
 
importz. Import duty exemptions were also considerably reduced.
 

17. To rationalize the incentive structure, the Investment Code
 
•oz rev Ze(d . host ice were eliminated, except for
1r controls 

eight strategic products for which price ceilings can only be*
 
i~oosed in case of shortages, and for a definite period of time,
 
ard for [etrol and cement. To encourage an efficient utilization
 
of credit, interest rates were raised to real positive levels. To
 
;mnrove the access of small and medium enterprises to banking
 
credit, the National Guarantee Fund was strengthened (with
 
mission to provide collaterals to small and medium enterprises).
 

10. In the agricultural sector, producer prices for coffee and
 
tea were increased by more than the local inflation. Several
 
studies were launched to assess the potential of coffee
 
nroduction and the agricultural pricing system. (See Chapter 3)
 

Ii.3 Assessment of reform impact of First Year SAF and SAL I
 

19. The SAL I and SAF policy measures did not become effective
 
before mid-1986, yet, by the end of the year there were
 
i.ndications of positive changes in the economy.
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Table 1. Burundi: Main Economic Indicators, 1982-87
 

1982 1983 1984 1985 1986 1987
 

CD? mp growth rate (%) -0.4 3.1 -0.1 7.4 4.4 1.7
 
7D'1 fc growth rate (%) -2.0 4.0 -0.3 7.5 3.8 4.7
 

erCapita 'Consumption 
grcwth rate (%) 0.9 -8.1 4.9 2.7 0.3 -6.8 

7-b,t Service (US$ mn) 11.2 12.2 17.9 28.0 32.6 47.2
 
Dcb: Service Ratio (%) 10.7 12.5 16.7 23.2 26.1 43.8
 

=
-C 4. 13.6 

Jon'..:sc Sav .cs/GDP -1.4 0 5.8 7.7
 
:.'ztonal Savingz/CD2 5.3 6.4 9.9 9.3 10.1 10.0
 
?ublic inveztrnnt/CDP 13.5 17.8 14.5 11.7 13.4 15.7
 
?ublic Sav*ngs/CDP 0.8 -0.4 3.0 3.4 4.4 -1.4
 
Privat2 livestment/GDP 1.2 i.1 2.7 2.4 2.4 2.4
 
?r'ivate Savings/GDP 4.5 6.8 6.9 5.9 5.7 11.4
 

DonCrz::.s i lnv:tstment/GD 1/ 13.9. ...17.8 18.4 13.6. 19.9 

Coy. Revenues/CDP 14.9 12.5 14.1 13.9 15.8 12.2
 
Gov. Expend./GDP 27.6 30.6 25.7 21.5 22.3 25.0
 
Deficit/GDP -12.7 -18.1 -11.5 -7.5 -6.5 -12.8
 

Current Account ($ mn) -174 -179 -163 -128 -151 -214
 
Car. Acct/GDP
 

*:c1 official transf. -17.1 -19.7 -16.2 -11.0 -11.5 -17.1
 
aj for exch rate
 

de:reciation -17.0 -19.9 -16.2 -11.2 -10.2 -13.0
 

1/ including stock variation.
 
Source: IBRD SAL II President's Report,. April 8, 1988.
 

20. In 1986, GDP at market prices grew by 4.4 percent. Domestic 
inflation was kept low at 1.8 percent -- in spite of the 
"evaluation -- since it took the imported goods at the new 
depreciated exchange rate 3-4 months to enter the domestic 
market. Furthermore, domestic prices were kept low as traders' 
Znd importers' margins were reduced due to the effect of 
increased competition. Before August 1986, all imported and 
locally produced goods were subject to price controls, with 
prices set on a "cost plus" basis, thereby securing a fixed
 
marcin to the manufacturers and traders. The cost-plus formula
 
discouraged importers from looking for the cheapest sources of
 
supply, and manufacturers from becoming more cost-effective. This
 
situation has been reversed since the elimination of most price
 
controlS has induced domestic agents to set retail prices in
 
light of market-related factors.
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21. :n parf-ue to the tariff reorm -- which increased the
 
mini.um taxes and eliminated some import-duty exonerations-
buigetary revenues increased by 20 pcrcent. The overall financial
 
position of the central government improved with the budget
 
dceicit declining from 7.5 percent of CDP in 1985 to 6.5 percent
 
in 1986. As a result, government's borrowing from the banking
 
syotm declined, thereby allowing an expansion of credit to the
 
ywivsa sector. 

22. The exchange rate adjustment, together with price
 
!ra2!izz)-ion, served to contain the growth of imports (18
 

perccnt of CDP in 1986, as compared to 19 percent in 1985 and 24
 
7orc.nt in 1984). But developments in the coffee sector were less
 
positive, as the coffee export volume fell short of the level
 
anticipatad, due to marketing problzms. The weak export
 
performance resulted in the debt service ratio (debt service as a
 
Droportion of exports of goods and non-factor services) rising to
 
more than 26 percent. The current account deficit (excluding
 
public transfers and on the basis of a constant real effective
 
exchange rate) was however reduced from 11.2 percent of GDP in
 
!SS5 to 10.2 percent.
 

23. in August 1986 the Central Bank introduced a new interest
 
rate structure, aiming at raising interest rates (lending and
 
ce'osit rates) to real positive levels (see Statistical
 
Attachments). There was however a problem with the structure of
 
interest rates. As the minimum remuneration on term deposits was
 
lass than the maximum charge on most loans, banks were reluctant
 
to accept new deposits. This situation was aggravated by the lack
 
of a mechanism (such as T-bills..) to mop up excess liquidity. In
 
April 1987, the rates on demand deposit were lowered.
 

24. in 1987, the economic situation was adversely affected by
 
the drastic 47 percent fall in the world price of coffee. While
 
CDP growth at factor cost reached 4.7 percent, the growth of GDP
 
at market prices was limited to 1.7 percent, due to the decline
 
of coffee tax revenues.
 

25. The financial program objectives could not be attained due
 
to the ripple effects of the coffee shortfall. For that reason,
 
:;e overallideficit of the central government increased to 12.8
 
pc=cent of'DP, leading to central bank financing instead of the
 
programmed teduction in the Government's indebtedness to the
 
banking system. The Government also accumulated domestic arrears
 
amounting to Fbu 2.7 billion. Domestic inflation reached 7
 
percent. In the same time, the deficit of the current account
 
increased to 13 percent of GDP as compared 10.2 percent in 1986.
 

26. Slippages in policy implementation have occurred in the
 
areas of planning and budgetary rcfo:i, due to delays in getting
 
the necessary technical assistance and the September 1987 coup
 
f'ctat. The new Government, however, has announced its intention
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honornr.'q all commitments undertaken by the former regime.
 

27. 	 There have been indications of more positive developments on 
::veral fronits. Price o. basic commodities -- food, clothing, and 
baz home construction materials -- have not deteriorated since 
1335. The incomes of farmers have improved, following the 
4ncrease in producer prices for coffee and tea in 1986, and the 

zcr. in 1007 of the sales tax on food crops. It is 
believed no- that domestic competition has increased, thereby
 
-orcing firms to look for cheaper sources of inputs (whether

_omeztic or imorted good. from the regional market -- see para.
 
20). The currency adjustment seems to favor the development of
 
ncn-coffae exports, which benefitted from increased regional
 
economic cooperation, leading to a substantial augmentation of
 
manufactured exports since 1986 (about 30 percent annual growth
 
rate in volume).
 

23. 	 import liberalization appears to be effective. The World
 
A.nk a reduction elimination of
documents call for 	 and gradual 


_ rifical impedimentz to imnorts: quotas, licenses, etc. In
 
th7 shert term, quotas were to be eliminated immediately, and
 
reolace- by a more rational duty structure. While merchants are
 
t-i- l recuired to obtain import license and pay customs duties,
 

theyv -a'ear to be quite pleased with the reform efforts made so
 
fa by the new Government, and the conspicuously plentiful stocks

of 	all s ems in Bujumbura's shops testifies to these
 
esforts s
 

29. The new import tariff structure is working well. In the new
 
tariff schedule in effect today, all the basic items were listed
 
at between 15 and 45% customs duty, except for luxury items,
 
which are taxed at 100%. There are still, however, some minor
 
rroblems. For one thing, while licenses are issued routinely for
 
ma,' items, licenses for luxury items tend to take longer. For 
example, licenses for a number of specialty food products are 
slow in being processed: such items as dried seafood, dried and 
fresh fruits and vegetables, and cold cuts. This may be 
explained by the desire to "spread out" foreign exchange over a 
longer period of time. Also, there is some difficulty in 
defining what is and what is not a "luxury" item. Once the banks 
-and customs have decided on a list, this may speed up the process 
somewhat.- Even then, many requests are being denied foreign 
exchange at the Central Bank; the merchant may import the item 
so long as he obtains the foreign exchange, ie. on the black 
market. The commercial bank merely marks the Iicense "SP", for 
s.-ins naiement. 

30. There also seems to be some problem with importing items
 
related to transport - petroleum, spare parts, etc. - although
 
usually someone is able to get a l1cense to import these items.
 
One often sees service stations that obviously have not received
 
cas oline shipments for some time. There seems to be a system of
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:=cixting" :he pain; If one complains loudly that one has been 
-03 long _without license, the Covernm.ent tends eventually to 

.1.:.nto that request. .gai, it n:y be an attempt to economize 
:;n oreign exchan. . 

The Covernment of Durdndi has recently reaffirmed its 
i:rLitmenr to strengthening its financial position and to
 

7,ursuing the structural adjustment initiated under SAL I.
 
?raz.rat:ory wo:k for the Bank CAL I1 and the IMF Second-Year SAF
 
began in late 1987, and the program was recently approved by the
 
World Bank and the IMF.
 

PROPOSED POLICY REFORMS UNDER SAL II AND SECOND-YEAR SAF
 

11i.1 The Main components
 

32. The foundations for balanced economic growth already laid by
 
the recent reforms will be reinforced by measures proposed under
 
the 3ank SAL IT and the IMF Second-Year SAF.
 

33. The short-term financial program under the IMF SAF is
 
designed to contain the overall fiscal deficit, the current
 
account deficit, and to avoid inflationary pressures.
 

34. The fiscal objectives are to (i) reduce the overall
 
central government deficit from 12.8 percent in 1987 to 9.7
 
percent in 1938, with an objective of reaching 5 percent by 1991,
 
(i7) eliminate domestic arrears by end-1989; and (iii) maintain
 
the external debt service at 12 percent of central government
 
total expenditures during 1988-90. To achieve these objectives,
 
the 1938 program includes: (ii measures to Increase fiscal
 
revenues by broadening the transaction tax base (from 12 percent
 
to 15 percent), by extending the statistical tax to all imports,
 
and by reinforcing custom duty administration to improve
 
collection , (ii) restriction of recurrent public expenditures on
 
personnel outlays, goods and services and recurrent subsidies,
 
and (iii) measures to reduce budgetary financing through the
 
banking system by 32 percent in 1988 and thus increasing credit
 
to the private sector. Broad money growth is projected to be held
 
,t 7 perceft a year, well below the projected nominal GDP growth
 
rate.
 

The structural adjustment prooosed under SAL II will 
consolidate the progress so far reached under SAL T, but will 
also address new issues: the liberalization of the financial and 

l _ markets and the social dimension of adjustment. A quick 
raview of the policy reform areas will' follow and a full policy 
matrix summarizing the principal measures and corresponding 
timetable is provided in the Appendices. 
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36. Trade and Industrial Policy: the program aims at improving
 
t 1 competitiveness of non-traditional exports and import
.'s-i.;ution activities and at providing more neutral protection
 
c economic sectors. To improve competitiveness, the 
=Vt=ncv uas adjusted by 10 p6rcent in February 1988, and the 

.23,' f nir ...... periodic review of its exchange raten t 	 creitt2d to 
of" its -::ternal debt position, and in line with 

- '.'_:on of the real effective exchange rate. The Government 
-iz cooo -'n d to corplete the on-going tariff reform and to 

tile lieralization of imports. New measures specific to 
_AL 
 1i include: (2 promulgation of the Export Promotion Decree 
to rev 1 he existing duty drawback system (rebates to imported 
i :oducts used in the production of exported goods), 
to set a concessionary tax rate based on export performance, to 
allow mar>-ting expenses incurred abroad to be fully tax 
deductible, and to simplify administrative procedures to travel 
,-broad; (ii) orovision of assistance to exporters in marketing 
an= technical know-how; and (iii) identification of the long-term 

.
and r-ar',et potential of the country.
 

.P'.hTc Rxnendtures Procramminq: during' SAL I, the
 
Govern:.ent initiated work on the Public Investment Program (PIP)
 
to impsove the overall allocation of resources. Under SAL II, the
 
_o.2r.. nt will adont a rolling three-year Public Expenditures
 
?oor..... (27-), covering recurrent and capital expenditures as
 
'tel aZ, technical assistance) as a basis for rationalizing public
 
e:.:encitu:e management. A program of institutional strengthening
 
;:;il be developed, geared at institutionalizing the process of
 
nreparng three-year rolling PEs.
 

3. P!:blic Enterprize Reform: in the context of SAL II, the
 
Government has clarified its objectives and strategy for
 
intervention in the parastatal sector. The objectives include:
 

C State involvement new activities with projected
lmitng to 

economic viability and to natural monopolies (public goods); (ii)
 
requiring all parastatals to cover their operating costs and
 
hart of their investment costs and to make net contributions to
 
p-ublic finances; (iii) eliminating all subsidies to PEs of a
 
ccmmercial and industrial nature. The main elements of the
 
c"_rrategy include: (i) rehabilitation of PEs when justified by
 
.studies; (ii) introduction of performance contracts for PEs
 
remaining under government control; (iii) reduction in the size
 
of the sector by mergers; (iv) liquidation and divestitures; (v)
 
financing by the State budget of the social objectives of PEs;
 
ivi) transformation of the legal framework to increase autonomy
 
and accountability and to require external auditing of PEs; (vii)
 
copl tion of sectoral studies leading to the preparation of
 
actlcn olans concerning key issues, such as prices, tariff
 
policies, incentives for employees and investors, and
 
Trivatizat ion. In the operational context of SAL II, the
 
Covernment will complete the legal liquidation of four PEs
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I 

CAORIBAL,SIPOBU, SOMEYU, SCCEZA) already identified under SAL I,
 
-n" will take appropriate actions with respect to a first group
 
o2 PEs (CADEBU, OTRACO, ONAPHA, OTRABU, EPIMABU, ONC, ONIMAC), on
 
the basis of recently completed studies.
 

"9. Avriculturai Policies: in parallel to devoting 40 percent of
 
the !S23-90 PIP to the agricultural sector (see Statistical
 

t ~ior datails), the Government intends to : i) improve
 
productiviry levels through increased fertilizer utilization,
 
iii) prepare pricing policies in line with production and export
 
objectives, (iii) stzengthen the efficiency of coffee exports,
 
.hile assessing the potential of this crop in international
 
markets, and the opportunity cost of coffee, and (iv) address the
 
wconomic and financial difficulties of some agro-industrial
 
projects (sugar, palm oil, rice).
 

40. Emn!oyment Policies: under SAL II, the objectives are to
 
liberalize the labor market, revise the l2gislation on domestic
 
and foreign labor, strengthen the role of the Ministry of Labor
 
an promoter of employment, put in place a series of measures
 
aimed at raducing costs to employers associated with employment,
 
nnd szimulate the development of artisanal and informal
 
activities.
 

41. FinanrKal Markets: in SAL IV the Government will liberalize
 
the interost rate structure and replace the regulatory system by
 
Moro efficient instruments to manage credit and liquidity. By
 
mid-1939, the present system of multiple interest rates will be
 
replaced by a simplified system of two rediscount rates, whereby
 
the Government would regularly adjust the discount rate of the
 
Central Bank, while letting all other interest rates be market
 
determined. To encourage the banks to accept term deposits in a
 
situation of excessive liquidity, the Government has approved the
 
issue of Treasury bills through the Central Bank. Their interest
 
rates will be determined by an open auction system. In order to
 
increase competition among banks, public enterprises will be
 
allowed to reduce their deposits with the Central Bank and to
 
invest their excess liquidity in financial assets. In parallel,
 
credit regulations will be simplified.
 

42. The Government will try to stimulate the mobilization of
 
domestic lavings, especially in the rural sector, by improving
 
access to savings institutions (through the strengthening and
 
expansion of savings and credit cooperatives that operate in
 
rural areas).
 

43. Social Programs and Poverty Alleviation: the government will
 
prepare a social action program giving priority to the following
 
activities: i) nutritional food for malnourished children, and
 
(ii) special programs targeted to women's participation in
 
productive activities. The Government will also undertake
 
yzaratory work to identify specific programs in the following
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components of public investments,
areas: --1-&bor-intensive 


develon2nt or extension o s,ll nroductive projects to be
 

supported by public and private donors, development of a rural
 

hclsing credit program, qnd improvement in small scale
 
has also started an
c tnztruction technology. The Covernment 


active program to address the AIDS problem.
 

T7.2 Economic Imnact of the Reform Package: the World
 
Bank's Scenarios
 

44. To analyze the economic impact of the SAL and SAF adjustment
 
package, World Bank staff has prepared two scenarios: a low
'Irowth ("b7e case") scenario and a high-growth ("alternative")
 
scenario. These scenarios are presented in the SAL II President's
 

ot of April 8, 1988 (para. 88-97, pp 23-27) and supersede the
 
scenarios that were reproduced earlier in the "Burundi Structural
 
Adjustment and Develcpment Issues: Executive Summary,' document of
 
J3nua--rv 20, 1988. 

45. The base scenario was built upon the assumption of an
 

ar.nnual average growth rate of 4 percent of GDP at market prices,
 
and did not incorpforate potential additional assistance that
 

could be mobilized under the Special Program of Assistance for
 

th' low-income debt-distressed countries in Sub-Saharan Africa
 

(see SAL II President's Report of April 8, 1988, para. 89)
 

46. The alternative scenario is the scenario chosen by the
 
as the objective of the structural
Government and the World Bank 


adjustment reform. (see SAL 2 President's Report, para. 95).
 



----------------------------------------------------- ---------

---------------------------------------------------------------

ILable 2. Burundi: Rcent V'r:ormarcc and Growth Prospects
 

(?ercent Annual Average Real Growth Rates)
 
*------------------------------------------------------------------------..
 

P' 88-93Actu-a I 
1931-84 Ia3-37 23 ase C Alt. Case 

0.5 4.5 	 4.0 5.1:2 ip 
3.8 4.8GD? fc 	 0.3 5.3 

cNY per capita 1/ -0.3 0 	 1.1 2.4 

Consump"ti:On per 
-. 0.9 2.1capita 	 0 0 

2.0 4.7 . t.... nt 	 1.9 4.3 
6.5 7.6
::~:ctz3 G&NFS 3.6 9.3 

Coffe 	 2._1 4.8 3.1 3.1 
10.0 16.3
 

Ncn- Cfe 	 -3.4 25. 4 
7.6 -1.4 	 4.1 5.7


lm-orts CaNFS 

1/ Gross 1NYational Income 

Source: IZD SAL Ii President's 	Report, April 8, 1988.
 

that the 	increased funding
47. 	 The alternative scenario assumes 
"Special Program of Assistance .. ." (see para. 45) will

from the 

funds lead to greater
be available and that these extra 


of capital, and a more efficient
investment, more efficient use 

axport promotion policy. These changes, in turn, lead to a 16
 

cercent annual increase in non-traditional exports and ultimately
 

to about 	a 5 percent rate of growth in GDP.
 

is based on the alternative
*8. The analysis that follows 

scenario endorsed by the Government and the World Bank.
 

49. From data reproduced in the SAL II President's Report (April
 

8, 	1988) and in the Medium-Term Economic and Financial Policy
 
18, 1988), and taking into


Framework document (March 

in the SAL II credit amount
increase
consideration the recent 


90 mn), the capital requirements and
(from US$ 70 mn to US$ 

1988 and 1989 are shown below. The
 sources for calendar years 


mn (using the
1988 is estimated at about US$ 25
flnancing gap for 

format as reproduced in tha SAL II President's Report).
same 




---------------------- --------------------------------

----------------------------------------------------------

-------------------------------------------------------------

Burundi: External Capital Requirements and Sources l/
Table 3. 

(in millions US )
 

1989 : 1988-92
1987 1988 

324 293 1546C:0 ta17 ' i eeents: 239 

1241
214 225 233 :
Current Acct Def. 

(20) (100)
of whlch interest (18) (19) 


160
29 30 31 :
AMortization 

64 25 : 119
increase in Reserves -9 


5 25
Other Capital 5 5 


ecurces:
 

Disbursements from
 
90 60 : 225
existing commitments 211 


of which grants (90)
 

5,sbursements (estimated)
 
173 : 021
frown exected new com 'ta 131 


of rhici grants (105) (110) (580)
 

221 233 : 1246
211
Total Financing 


Gap 28 103 61 : 300 
60 30 : 169 - IDA SAL 2/ 28 
18 8 25
 

- IMF SAF 

25 23 : 106
 - Identified Gap 


1/ see Table A.7 in Appendix for'more details
 

2/ SAL II US$ 90 mn disbursed in.two tranches: US$ 60 mn in 1988
 

and US$ 30 mn in 1989
 
Source: SAL II President's Report and USAID mission estimates.
 

Bank staff, the estimated disbursement
50. According to World 

from expected new commitments were derived from linear
 

extrapolation of past trends. To that extent, the only secured
 

sources of' financing are (i) the disbursement from existing
 
SAL and SAF disbursements. Thus the
commitments, and (ii) the 

estimated disbursements from new
 

financing gap (excluding 

as shown in Table 4 below.
commitments) is 




--------------------------------------------------------

Table 4. 3urundi: Financing gap, 1988-39
 

in millions US $
 

1' 1988 1989
 

Capital Requirements 	 324 293
 

Secu:ed dizbursements: 168 98
 
fro. existing commitments (90) (60)
 

(30)
from SAL 	 (60) 

:r 0A2 	 (18) (8) 

t ?gC.;p 	 156 195 

8t *-:49 


on FED (1)
 
rOm '2 LgI uX (10)
 
fOm i a N/ (!0)
 

0oM Jaan/Saudi 	 (14) (8) 

187
from unidentified sources 107 


5. 	 The World 2ank Resident Representative in Burundi has
 
up
rcantlv indicated that some donors have firmed their
 

co;.itments, and new grants can be expected from FED (US$ 15 mn),
 
(US$ 10 mn), and Austria (for an
Belgium (US$ 10 mn), Italy 


undisclosed amount). Japan and Saudi Arabia have committed US$ 22
 

-in under the SAL Special Joint Fund. It is assumed that 60
 

percent of this will be Lsbursed in 1988, with the remainder to
 

be disbursed in 1939. Taking into consideration these amounts,
 

the gao for 1988 is estimated at US$ 107 mn. It is expected that
 
by other donors (France,
disbursements from grants and loans 


African Development Fund,...) will fill this gap; however, the
 

exact amount of grants and loans to be disbursed will only be
 

known when all the donors indicate their commitments.
 

In relation to the financing requirements, Bank staff 	have
52. 

debt service ratio to decline gradually, reaching
estimated the 


27 percent by 1992.
 



---- --------------------- ----------------------------------

------------------------------------------------------------

-------------------------------------------------------------

Table 5. Burundi: Projections of Debt Service
 
Alternative Scenario
 

1987 1988 1989 1990 1991 1992
 

Debt Service ($ mn) 47 49 51 51 54 57
 
36
Amoztization 29 30 31 31 33 


19 20 20 21 21
interest 18 


Debt Serv./Exp. GNFS (%) 43.8 38.0 34.0 30.4 29.5 26.9
 

Source: SAL II President's Report, April 8, 1988.
 

:V ASSJSSMENT OF SECOND-YEAR SAF AND SAL II PROGRAM 

IV.1 Issues at stake
 

53. World Bank staff recognize that, despite the
 

Government's commitment to the adjustment program, its successful
 
outcome may be hindered by: (i) the volatility of the world
 
ccffee market, (ii) the protectionist policies and major payment
 
problems associated with neighboring trading partners. In fact,
 
a thorough examination of the components of the SAL and SAF
 
program does point to some issues that require further attention.
 
The following issues are at stake:
 

- effects of exchange rate devaluation;
 
- guidelines for restructuring the parastatals;
 
- implementation of the liberalization of trade;
 
- external debt management;
 
- budgetary discipline;
 
- export taxes on coffee.
 

53. Exchange rate devaluation: one of the main objectives for a
 

currency adjustment is to promote exports. In the case of
 

Burundi, 80 percent of export earnings come from coffee exports,
 

which are constrained by quotas. There are also difficulties in
 

transporting the product to Indian Ocean ports. Any gain from
 
from the promotion of manufactured
devaluation would thereby come 


and non-traditional exports towards neighboring countries.
 
about 25 percent
Officially, these exports currently account for 


of the value of total exports fob. The performance of these non
to the
traditional exports is believed to be inversely related 


and payments problems of the countries of
7rctactionist policies 

may not true. Suppose that
destination. However, the reverse be 
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-------------------------------------------------------------

-------------------------------------------------------------

--------------------------------------------------------------

V10tQ~onLVV barxiaz ae to be brought down in neighboring
 

ccuntries, -- say as a result of adjustment reform programs to be
 

formulated by the World Bank and the IMF -- and trade to be
 
the region trying to promote
liberalized, with every country, in 


its own non-traditional and' manufactured exports. Under these
 

circumstances, one could not say much about the growth potential
 
of Burundi's exports of manufactured and non-traditional goods.
 

Table 6. Burundi: Structure of Exports (f.o.b)
 
in millions of Fbu
 

1984 1985 1986 1987
 

9930 11354 17057 7175
Cofee 

20 502
82 42
Cotton 


864 712 515 614
Tea 

2 116 151 181
,i3 .s 


540 716 1082 1587-
Manuiactures 


Ozher- 330 521 482 390
 
-


- primary products (311) (505) (459) 


- re-exports and
 
( 23) (19) (16)
non-primary 


oal recorded 11826 13462 19306 10458
 

Scurce : IDRD and Central Bank.
 

5-. To that extent, more work needs to be done to determine the
 

goods for which Burundi has some comparative advantage,
 
especially with reference to a competitive regional environment.
 
Looking at the Domestic Resource Costs (DRC) for selected goods
 
at the regional level may constitute a good approach to the
 

problem. A comprehensive study of the magnitude and direction of
 

flows within the region would also be needed. [ These studies
 
might possibly be done by USAID.]
 

must be
55. Furthexmore, in terms of promoting exports that 


transported to distant markets, the emphasis should be given to
 
orchids, tropical fish,
high-valued, low bulk products (such as 


etc...) geared towards the European and American mrkets. [USAID
 

can provide assistance in studying the potential of such
 

prCocts.]
 

The Governand Promotion of Exports: 


=nt has agreed to set up an Office of 'Standards and Measures and
 
on the export promotion
 

H. Trade Liberalization 


a unit to coordinate and follow-up 

prognam. This unit will provide exporters with market
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.- or-a~ion aad tech-n'cal ai istance. The mission 
of this unit
 
should be extended beyond coordination and follow-up tasks to
 
.lav the role of an ridependent "ombudsman office" to which 
rzaders and other economic Ients could go and express their
 

evances, when they feel that the policy measures agreed upon
b" the Government -- concerning exoort promotion as well as 

;r--.rt liberalization -- have not been properly implemented. As 
is often the case, it is at the implementation stage that the 
essence and spirit of laws are violated. The composition, role 
:nd mcdalities of intervention of this unit need to be spelled 
ou-:n an explicit manner. (USAID could play an active role at 
this stage.] 

57. Cuidelines for Restructuring the Parastatal Sector: While
 
the divestiture of public enterprises, especially those that are
 
no-t profitable, is a major objective of the structural adjustment
 
re-orm program, the process may take longer in Burundi than might
 
norm:ally be expected. First, there simply are a lot of
 
nazastatals to be categorized and analyzed. Second, for those
 
enterprises deemed saleable, divestiture plans will have to be
 
developed. Third, the apparent thinness of the Burundian
 
erereneurial class and its lack of capital may call for a
 
-radual divestiture in order to avoid any socioeconomic conflicts
 
that might arise if foreign interests with capital became too
 
heavilv involved in the private sector all at once. This will
 

ra indepth, careful analysis.
 

3. Furth, former public sector activities that are purchased
 
by or undertaken by the private sector may evolve into monopolies
 
as a result of the rather small size of the Burundian formal
 
sector. Hence careful thought will need to be given to the need
 
to establish an appropriate policy and regulatory framework in
 
vhich newly privatized public enterprises could contribute in a
 
positive manner to the country's development within a competitive
 
environment. As part of this analysis, the existing private
 
sector regulatory environment will need to be examined in order
to eliminate those aspects which may be impeding and thwarting 

the development of a thriving private sector in Burundi.
 

59. The policy prescription is quite clear: liberalization of 
t:; market place to ensure ccametition prior to privatization. 
"ithout this element the divestiture may reduce the government 
budget deficit, but fail to produce increases in productivity and 
economic efficiency, two important objectives of divestiture. 

60. In summary, to case the budget strain in the short run while 
the various studies are being conducted, subsidies to non
strategic public enterprises should be reduced or eliminated. 
Those public enterprises that are likely to remain in the public 
sector should be given more autonomy through performance 
contracts. in the long run, the government should create a 
eal thy and less oppressive regulatory environment which will 
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-llow the private sector to expand. Further diagnostic studies
 
need to be carried out, on a case by case basis, for the 60 or
 
more public enterprises in Burundi; in light of these results,
 
appropriate action plans can then be prepared, fully consistent
 
with the guidelines presented above.
 

61. External Debt Management: in 1987 the external public debt
 
ze8rvice Jumped to US$ 47 millions as compared to US.$ 33 millions
 
in 136, representing nearly 44 percent of earnings from exports
 
of goods and non factor services. This situation was due to a
 
!:-nching of maturities coming to term, and a decrease in coffee
 
z. .crt earnings due to price volatility. The government
 
understands the serious nature of the external debt issue, and
 
has accordingly set up an interministerial committee for the
 
management of the debt. However, there are some weaknesses that
 
need to be addressed. Debt statistics are not centralized, and
 
the debt aggregates reported vary between institutions. The
 
importance of strengthening this committee should be emphasized,
 
as Burundi is now in the process of contracting huge amounts of
 
loans from foreign agencies. Given the limited absorptive
 
capacity of the country, excessive borrowing in the short-term
 
will result in a build-up of reserves and/or more imports of
 
consumer goods, with no positive impact on the productive
 
structure of the country. In the long run, given the constraints
 
faced by Burundi's exports, one is not sure whether future
 
amortization and interest payments on debts contracted today
 
would not constitute a formidable strain on the future flows of
 
foreign excha.ce earnings. This critical situation could be
 
furthermcre exacerbated by the difficulty to reschedule Burundi's
 
debt. Given the "preferred creditor status" of the World Bank and
 
the IMF -- the main lenders in Burundi --, it is not likely that
 
the Government could obtain a rescheduling of the amounts due to
 
these institutions. [To that *extent, there is a definite
 
responsibility for USAID to alert the Government and foreign
 
donors of the possibility of an exploding debt burden.]
 

62. The Budget Issue: one of the tenets of the so-called
 
"sequencing" argument is that not much else can work 
 if the
 
budget remains seriously out of control. The latest projections
 
are for a revenue shortfall of 10 billion FBu out of expenditures
 
of 30 billion, or a 33% deficit (to expenditures) and a 16%
 
deficit to GDP ratio. World Bank projections in the SAL II was
 
for about a 9% deficit to GDP ratio. Unless expenditures are
 
brought under control, this deficit problem can hamper the
 
adjustment program.
 

63. Exoort Taxes: the World Bank calls for elimination of taxes
 
on exports. In Burundi the only export taxes currently in effect
 
are the indirect business taxes contained in the cost of
 
producing exports. While these taxes generate a fair amount of
 
revenue for the country, they tend to place domestically produced
 
axport goods at a comparative disadvantage relative to the rest
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c he ozld. As a general rule, therefore, export taxes should
 
e rebated.
 

.. One txceotion to this rule, however, is in the case of
 
-, ortz of a product whcse export level is regulated as part of a 

Cel a erment. In light of the coffee quota imposed on 
_crent1v,_, at about 26,000 tons, it makes economic sense 

-or the GR3 to replace the so-called Fonds de Stabilization, 
h-ch, in efzec:, collects excess revenues from coffee sales,
 

-ith tax. is not harmful to
an exoort The reason an export tax 

rundi's coffee exports is that numerical quotas allow the
 

e7 norting country to capture a monopoly profit not available in a
 
comnetitive environment. The export tax merely redistributes the
 
e:cess income from coffee sales from the producers to the
 
cgovernment. in contrast to the implicit taxation by the Fonds de
 
Stab'ization, the exnort tax has the advantage of being
 

nteficient and easier to monitor. The size of the tax
 
shoud 'be the difference between the world price of coffee,
 

.
'::re.zs in 73u at the official rate, and the normal cost of the
 
coffee at the point of exit from the country. [USAID could
 
initiate p~e~aratory work on this issue.]
 

iV.2 Assessment of IBRD's macro-economic oroJections
 
"5. As mentioned earlier, the World Bank's alternative scenario
 

reflacted the Government's overall objectives of a 5 percent
 
annual GDP growth allowing for a positive per capita consumption
 
c-rowth. Given these objectives, several strategic variables
 
(inter alia, the volume of required imports, the required
 
investment level, and the burden of the external debt) were
 
endogenously derived from the projection model. These variables
 
aim at providing a auantitative assessment of the reform impact
 
on the economy. Here again, the conclusions reached by the World
 
Bank need to be qualified.
 

66. While the projected import requirements appear to be
 
realistic, the investment equi:!ments, as estimated by World
 
Bank staff, imply an immediate realization of substantial
 
efficiency gains in investment which seem to be hard to defend.
 
In our judgment, in the medium-term, more resources need to be
 
invested to support GDP growth than the level estimated by Bank
 
staff (see Appendix), and ceteris paribus, less should be
 
available for consumption. Consequently, the claim made by the
 
World Bank of a positive per capita consumption growth rate of
 
2.4 percent may not came about. Furthermore, the additional

investment need to be financed, either by the private sector or
 

through the budget. The second option is not likely, given the
 
discipline imposed by the IMF SAF. The private sector will have

to carry out this task. Private financing of any additional 

investment will be contingent on an adequate level of savings and 
on unreStricted access to credit. These considerations strengthen 
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the case-f-er the liberalization of the financial sector.
 
C7. External debt service: t Banks projections showed a
 

;-lininq debt service ratio., based on assumptions of exports of
 
G&NFS growing in volume at 7.6 percent per year during the 1988
92 period, on the basis of a 3.1 percent annual growth for
 
coffee, and 16.6 percent for non-coffee items. The bulk of non
coffee export growth would originate from manufactured and non
traditional exports, slated to progress by about 25 percent per
 
year over the projection period. Coffee prices were assumed to
 
recover by 6.5 percent per year until the end of 1989, and
 
stabilize at around a 2.5 percent growth thereafter. For most
 
non-coffee exports, prices were assumed to grow in line with
 
international inflation, at about 2.5 to 3 percent per year.
 

68. The rationale for a 16 percent volume growth rate per year
 
'or non-coffee exports lies in the low base from which they
 
started, and in the Covernment's active export promotion,
 
liberalization of trade and exchange rate adjustment measures,
 
with a view to increase regional trade. However, in light of the
 
current (or anticipated) adjustment reforms in neighboring
 
countries -- entailing similar trade liberalization and currency
 
deoreciation policies -- there seems to be no clear basis for
 
such sustained growth. While such performance remains credible
 
within the time frame defined by World Bank staff (1988-92), it
 
;s unlikely that such growth will continue beyond 1992. On these
 
grounds, the declining debt service ratio shown by Bank staff may
 
not decrease beyond 1992, especially when the country will start
 
to pay tack loans committed today.
 

69. From data presented in the SAL II President's Report, IBRD
 
projected debt service ratio*s for the 1988-92 period can be
 
replicated and extended to end-1997. In sensitivity analysis case
 

, exports of non-coffee goods and NFS are projected to grow at
 
16 percent per year in volume in the 1988-92 period (in
 
conformity with the Bank's alternative scenario), thereafter
 
dacreasinq to an annual growth rate of 10 percent (instead of the
 
.5 percent projected by World Bank staff). On the basis of such 
assumptions, the debt service ratio sets in at an increasing 
trend, going from 27 percent in 1992 to 30 percent by 1993 (see 
Appendix ). 

I7. In sensitivity analysis case 4 2, it was assumed a flat 10
 
percent growth of non-coffee exports over the entire projection
 
period 12988-97, ceteris paribus, w.ould lead to a debt service
 
ratio of 35 percent by 1997 (see Appendix).
 



Table-7. Burundi: Projection of Debt Service Ratio
 

Sensitivity Analysis
 

1987 19C8 IP89 1990 1991 1992 1995 1997
 

:-bt 
Projected Debt Service

Service CS) .17 49 
in US$

51 
mn
51 

l/ 
54 57 77 97 

Artization 29 30 31 31 33 35 51 64 
Interest 18 19 20 20 20 21 26 33 

Debt Service in proportion of Exports of G & NFS (M
 
Base Case 2/ 44 38 34 32 29 27 n/a n/a
 

Sensitivity analys is
 
Case 1 3/ 44 38 34 32 29 27 29 30
 

Sn31itiv-ty analysis 
Case 1I 4/ 44 39 36 33 32 31 33 35 

2/ including additional debt service derived from recent
 
augmentation in SAL II credit amount (US$ 70 mn to US$ 90
 

2/ : I2D projections ("alternative scenario").
 
3/ Non-coffee exports growing by 16 percent per year from 1988
 

to 1992, thereafter declining to a 10 percent annual
 
rate.
 

4/ : Non-coffee exports growing by 10 percent per year over the
 
1988-97 period.
 

71. As evidenced by the previous analysis, the burden of the
 
external debt is quite worrisome. The whole issue should be
 
monitored closely by the newly created interministerial committee
 
on external debt management. The implication is clear: contract
 
new loans only when necessary -- even on concessional terms-
and as much as possible, orient loans towards foreign exchange
 
generating activities.
 

V. CONCLUSIONS AND RECOMMENDATIONS
 

72. The Government of Burundi has complied with most of the
 
provisions of SAL I and the First Year SAF. It has furthermore
 
indicated its commitment to comply with provisions formulated in
 
SAL Ii and the Second Year SAF.
 
73. T reinforce and complement the current reform program, it
 

is reccmmended that USAID consider assisting the Government of
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Durundi in the followinq areas:
 

- Promotion of non-tn'diEional exrorts: through financing 
a study of the direction of trade flovs between Burundi and its
 
regional trading partners, including the estimation of Domestic
 
Resource Costs for main exportables from these countries, in
 
order to determine the long-term growth potential of Burundi's
 
non traditional exports at the regional level. USAID can also
 
provide assistance in studying the potential of small projects
 
aimed at exporting to the European and American markets;
 

- Trade liberalization: USAID can reinforce trade 
liberal ization by providing assistance in the establishment of an
 
"oobudsman office" to serve as a vehicle for traders to air their
 
grievance and seek relief;
 

- E-ternal Debt Management: USAID should warn 
the Government and foreign donors of the possibility of an 
explcding debt situation; 

- Coffee Export Tax: USAID can help the Government to 
explore the possibility of replacing the current implicit 
taxation of coffee (through the Fonds de Stabilization) with a 
more transparent and efficient tax, which would also be easier to
 
monitor.
 

- Planned Urban Growth: USAID can assist new entrants to 
the modern sector in making the transition from rural to urban 
life by a program of planned urban growth that would help avoid 
th2 squalor conditions that so often accompany urbanization. 
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APPENDIX I
 

ICOR and Derivation of the Required Leve. for Investment
 
I' 

The ICOR (Incremental Capital Output Ratio) measures the
 
level of investment needed for a unitary increase of the GDP. As
 
uch .: indcates the efficiency of investment. A high ICOR 
.rresponds to a situation of waste where investment resources
 
zre being devoted for non-productive uses. A decreasing ICOR over
 
.m points to an amelioration of the situation.
 

Th' ICOR derived from the evolution of GDP and investment in
 
h- Bank's projection exercises fall into the range of 5.7-5.3
 

fOr the base scesnario, and 4.7 - 4.2 in the more optimistic
 
alternative scenario (see Tables below). Compared to past levels
 

- 6), the above estimates point to a more efficient use of
 
rezources, in line with the spirit of the on-going reform.
 

While the ICOR range assumed for the base case does not 
,,s-ent any problem, it should be stressed that, in the 
alternative scenario, trying to reach an ICOR level of 4.2 within 
a period of five years (1988-92) would require a sustained and 
substantial national effort, that may or may not be forthcoming. 
Under the circumstances, prudence calls for less impressive 
nrformance. It would be more realistic to retain a constant 
level of 4.7 over the five year projection period. On this basis, 
inveztment can be projected to increase by about 6 percent per 
year -- instead of the 4.7 percent assumed by World Bank staff
- thereby accounting for 21 percent of GDP by 1992, instead of 
.-he 19 percent projected by :he World Bank (see Tables below).
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AP2NDiX I
 

Drivation of Debt Service Ratio
 
Under Alternative Assumptions.
 

Th. ,.a,,'sprojections showed a declining debt service 
ratio, based on aasumptions of exports of G&NFS growing in volume 
at 7.6 percent cer year during the 1988-92 period, on the basis 
of a 3.1 percent annual growth for coffee, and 16.6 percent for 
non-cofee items. The bulk of non-coffee export growth would 
originate from manufactured and non-traditional exports, slated 
to progress by about 25 percent per year over the projection 
per-icd. Coffee prices were assumed to recover by 6.5 percent per 
year until the end of 1989, and stabilizing around 2.5 percent 
theea er. Fo:: most non-coffee exports, prices were assumed to 
grow in ine vith international inflation, at about 2.5 to 3 
.-rcent oer year. 

While coffee export growth rates are in line with the 
historlcal production potential of Burundi, the projected 
evolution of non coffee items should be reexamined with more. 
caution. The rationale for a 16 percent volume growth rate per
 
year for non-coffee exports lies in the Government's active
 
,zport promotion, liberalization of trade and exchange rate
 
adjustment measures, with a view to increase regional trade.
 
However, in reference to the current (or anticipated) adjustment
 
reforms in neighboring countries -- entailing similar trade
 
liberalization and currency depreciation policies -- there seems
 
to be no clear basis for such growth to be sustained. While such
 
performance remains credible -within the time frame defined by
 
World Bank staff (1988-92), it would be wiser not to proceed to
 
any mechanical extrapolation beyond 1992. On these grounds, the
 
declining debt service ratio shown by Bank staff may not decline
 
beyond 1992, especially when the country will start to pay back
 
loans committed today.
 

Workiq vith data Ero, the sn [I [Yresient's Repoxtt wt 
have replicated IBRD projected debt service ratios for the 1988
92 period and extended the projections to end-1997. For the 1993
97 period, coffee exports are assumed to grow at 3.1 percent per 
year In volume, with coffee prices growing by 2.5 percent 
annually. In our sensitivity analysis (Case # 1), exports of non
coffee goods and NFS are projected to grow at 16 percent per year 
in volume in the 1988-92 period (in conformity with the Bank's 
alternative scenario), thereafter decreasing to an annual growth 
rate o- 10 percent (instead of the 16 percent projected by World 
Bank staff). The non coffee exports in real ter-s are then 
converted into current price series through the international 
inflation index series. The debt service figures for the 1988-97 
period were provided on request by World Bank staff. On the basis 
of such assumptions, the debt service ratio reverts to an 
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increasing trend, going from 27 percent in 1992 to 30 percent by
 
1997.
 

Assuming a flat 10 percent growth of non-coffee exports over
 
the entire projection period 1988-97 (sensitivity analysis case
 
2), ceteris paribus, would lead to a debt service ratio of 35
 
percent by 1997.
 

Burundi: Projection of Debt Service Ratio
 

Sensitivity Analysis 

1957 1988 1989 1990 1991 1992 1995 1997 

Debt Service in proportion of Exports of G & NFS (Q) 

Case 1 1/ 44 38 34 32 29 27 29 30 

Cae 2 2/ 44 39 36 33 32 31 33 35 

l/ : Non-coffee exports growing by 16 percent per year from 1988
 
to 1992, there after declining to a 10 percent annual
 
rate.
 

2/ : Non-coffee exports growing by 10 percent per year over the
 
1988-97 period.
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APPENDIX iII
 

THEORETICAL ANALY$IS OF LIBERALIZATION
 

>.icroeccnomic Theory
 

In this section we will use simple microeconomic models to
 
h-'o us study the (negative) effects of various market
 
5istorticns and imperfections on economic participants.
 

The fundamental unit we will deal with is the market. A
 
market is defined to be a set of participants who come together
 
,o buy and sell a product (good or service). Now, this market
 
may be of several varieties depending upon how many participants
 
there are on each side of the market and whether or not outside
 
authorities impose certain restrictions on the market.
 

The two paradigms most often studied are the ones in which
 
there are no restrictions on participants' behaviors and either
 
(a) both sides of the market consist of many (infinite)
 
participants, or (b) one side,. usually the demand side, consists
 
of many participants and the other side has just one participant,
 
called a monopolist. The first model is known as pure or
 
perfect competition; the latter is the monopoly model.
 

The main reason these two particular models are used so
 
often is that, for both of these cases, the final solution is
 
deterministic; we know preci3ely the optimal outcome in the
 
mar!ket, that is, the number of units traded and the final price.
 

in figure la above, we depict the competitive market. The
 
demand curve is downward-sloping, reflecting the fact that each
 
additional unit consumed bring lets satisfaction to the consumer.
 
This assumption is known as diminishing marginal utility.
 

The supply, or offer, curve represents the quantity of the
 
product that will be supplied at each price. Its upward slope
 
reflects the fact that additional unit supplied become
 
increasingly more expensive to produce. This condition is known
 
as diminishing marginal product of participants of production.
 
Y e might also think of this upward slope as reflecting increased
 
unit costs of participants as they must be bid away from other
 
markets.
 

Now, in the purely competitive model, like a securities
 
auction market, all participants have the same market
 
information, free movement into and out of the market, and all
 
transactions clear at a single price. Thus, for each additional
 
unit demanded, the pzice rises for all. units traded, and for each
 
additional unit supplied, the price for all units traded
 
declines. It can be shown that equilibrium in the competitive
 
market occurs at quantity Qe and price Pe, where the supply and
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d .and curves intersect.
 

i2 the product i .upp'e.1 by a monopolist, however, (Figure 
P, observe a tot.,lly diffozcnt outcome. Since the pro6ucer 

x. cns' any quantity to supply to the market, he will choose
 
that level of output th-t :axim:zes his rrofl 4 . The difference 

":eentwo is that in the monopoly market,
the types cf market 

the mroo'ist can do Something about the fact that additional
 
u:.i ts supplied lower the'rice for all units supplied.
 

This recognition of market power is reflected in what is
 
called the marginal revenue curve and it lies below the supply
 
curve. :.!arket equilibrium now occurs at the intersection of the
 
'M curve and tlhe demand curve. We see that the monopolist
 
charges a higher price, Pm, and sells less, Qm, than in the
 
competitive case. Note that the monopolist charges the price on
 
tha demand curve at which Qm will be demanded.
 

To see why the monopoly so.'ution is less than optimal, we
 
nuzt introduce the concepts of producer surplus and consumer
 
surplus. In Figure la, the area of triangle XYPe is called the
 
consumer surplus and occurs because all units are traded at a
 
.rice beloi ,,hich they would have been traded if supply were
 
restricted. The area YZPe is called the producer surplus, and
 
reflects the fact that producers receive more for their goods, on
 
averagc, than at lower levels traded.
 

We can sce that the sum of producer and consumer surplus is
 
greater under competition than in the monopoly case; the
 
difference being the so-called "dead-weight loss" contained in
 
triangle YAZ. The reason for this loss is that the monopolist,
 
free to choose the level of market transactions, imposes a
 
redistribution of surplus from the consumers to himself so as to
 
... The producer surplus is now the
aximize his producer surplus. 

area of trapezoid PmYZW. Note that the producer actually loses
 
the surplus in triangle PAZ, but gains that contained in
 
rectangle Pm YBPe, his gain exceeding his loss. Since the whole
 
surplus pie is smaller than under competition, and the producer
 
has increased his slice, the loss of consumer surplus is greater
 
than the gain in producer surplus. This difference is the dead
weight loss.l
 

1 It should be noted, however, that this analysis ignores
 
the effect on other markets of the reduced supply in the monopoly
 
market. Since the monopolist uses less factors than in the
 
corp.metItive case, more factors of production are available at
 
lower cost in the rest of the economy; that is, the supply curves
 
inc1 other markets are pushed to the right. Still, it can be 

Shown that, if we assume homogeneous actors, the first best 
=,: ion is for all. markets to be competitive. 
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The a.mlysis presented here provides a rather robust model
 
to understand the effects on the Burundi economy of the various
 
co.-.itions of the SAF and the SALS. 

'Thr".t Distortions an4 imoerfections
 

Using the analysis presented In the preceding section, let
 
us investigate the efficiency losses caused by various market
 
distortions and imperfections.
 

By imperfection, we mean any factor, internal to the market,
 
that moves the market away from the ideal of pure competition. A
 
so-called "natural monopoly", in which the market is too small to
 
support more than one producer, is an example of such an
 
imperfection. We saw above the effect a monopoly has on market
 
equiirium. Another example of an imperfection is the presence
 
of e..en_"-i's, external or "spill-over" a~fects that are not
 

_:rnal zed in the market.
 

A distortion is any external constraint on the normal
 
£u-ctnq of -aret that cauet the equilibrium po-itlon to 
be other than that under pure competition. An example of a
 

To see how various distortions affect market equilibrium, 
see Figure 2. An import quota is a numerical limit to the 
cuant1t/ of a product that can be imported into the country,
Actually, any liitation on the free importation of products -

limited licensing, for example -- has the same effect as a quota.
 

When choosing between a straight tax on imports and
 

artificial impediments, such as.quotas and licenses, the tax is
 

always preferable from a purely.'economic point of view. For this
 
reason, the World Bank has called for rapid elimination of these
 
non-tax impediments to imports
 

To see the advantages of a duty over a quota suppose that
 
the supply curve for the import is perfectly elastic, that is,
 
that Burundi, being a very small market, can import all it wants
 
of the product at the world price. Limiting the quantity of the
 
gocd to be imported creates excess demand for the product and the
 
.noorter pzofits from his monopoly power by raising his price
 

above the equilibrium price (Figure 2a).
 

Now, if the importer is also the supplier (Toyota, for
 
example), then the two entities have an incentive to transfer
 
forein. exchange out of the country by invoicing imports at more
 
than the world price for the product. In fact, the foreign
 
exporter can capture all of the excess demand by billing the
 
importer for the entire amount of the excess. Thus, numerical
 
quotas on imports can result in a dead-weight loss to the
 

... the exporting, country equal
g country and a net gain to 
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to the shdd 21 trethe f Igure. 

If the object is o reduce the demand for foreign exchange,
° 
.an import tariff in the amounk of the dead-weight loss will
 

generate revenue for the government in that amount per unit, and
 
foreign exchange demand per unit will equal the world price
 
i-gu~e 2,. Tn this case, the loss to consumers is passed on to
 
,zh govarn-.z-nt of the importing country and not to foreigners.
 
The same shaded area as before is now tax re'.-znues to the
 
.:Ourting country.
 

While an iiport tax is always preferable to an import quota,
 
tCan be o.own That an export quota and an export tax are
 
uivaent. To see w hy this is so, realize that the quota raises 

the world price abtove the equilibrium price without quotas. 
:Ow, if each of the countries in the production cartel imposed a 
tax equa3 to the difference between the world price and its 
dztic.. cost of production, domestic producers would be willing 
to produce no more than the quota limit. Thus, output is the 
same under both regimes. Furthermore, the export price of the
 
product is still the world price. So total revenue generated is
 
the same.
 

The only difference between a quota and an export tax in
 
this case is that the tax redistributes the gains made by the
 
-
ca ta. from zhe producers of the product to the government of the 

puod-c ng c,un try. There is, however, no transfer between the 
exporting and importing countries. 

Another important example of a market imperfection is the
 
case of public goods (or bads). The nature of the distortion in
 
these cases is that consumers and/or producers of the product
 
don't bear the actual social costs of their consumption or
 
production.
 

For example, an individual would not likely bear the full
 
cost of protecting his house from fire; however, since his
 
neighbors benefit from his protecting his home -- extinguishing
 
the fire at his house reduces the likelihood that cinders will
 
start a fire at their homes -- they should bear part of the cost
 
also. Because of the shared nature of this type of good, they
 
are referred to as "public goods". Other examples are national
 
defense and public parks.
 

:n the case of a public good (Figure 3a), the way to
 
visualize it graphically is that the individual demand curve does
 
not include the benefits to others. If it did, the (market)
 
demand curve would be greater than the sum (horizontally) of the
 
individual demands. Thus, the market-demand curve, including
 
social benefits, Dw, would be to the right of this sum, Di. Then
 
total consumption would be at a higher level and producers would
 
-je Cffarz:2 a hih2r price. Therefore, the presence of external
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bnefitz leds to und'rconsumption of the good unless some
 
method, such as public financing, is found to provide the good.
 

in the case of external 4ads, such as pollution (Figure 3b), 
the problem is that the consumers may not pay the full social 
ccst of their consumption. If producers are allowed to spill 
effluent into a river without incurring the clean-up costs or the 
costs to thcae who get sick or can no longer fish the river, then 
too much of the product will be consumed fromn society's point of 
view. The private supply curve, Si, does not reflect the true, 
social marginal cost, Sw. The equilibrium level of transactions 
U.l! be lower and the price higher if transactions reflect the
 
.ull cozts• 
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POLICY IMPLICATIONS FOR THE FOREICN SECTOR.
 

Why is Exchange Rate reform needed?
 

In much of the developing world, governments maintain
 
artificially low exchange rates. This is often done in the,
 
m.istaken, belief that the country will improve its balance of
 
namants problem. The purpose of this section is to demonstrate
 
..'y such a policy is both futile a-;d counter-productive.
 

To start with, let us apply our microeconomic framework to
 

the foreign excharnge sector (See Figure 4). Foreign exchange,
 
ii:e any other good, has a supply and demand function. The
 
dehand is a so-called "derived" demand, in that people want
 
foreign exchange because it enables them to buy foreign goods.
 
AZ with any other good, the demand for foreign exchange falls as
 
its price increases.
 

The supply of foreign goods is the reflection of foreigners'
 
demand for our products. As the price of foreign exchange rises,
 
the price of our currency falls and foreigners will want to buy
 
nore of our products.
 

Now, in a floating exchange rate regime, the equilibrium
 
price and quantity is determined at the intersection of the two
 
curves. If, instead, the price of foreign exchange is pegged
 
below the equilibrium rate, there will be excess demand for
 
foreign exchange, and the value of imports (plus net capital
 
transfers abroad) will exceed the value of exports.
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One pr!oblem that sometimkes occurs is that countries, such as 
-hoza in the CFA zone, xust peg their (ccmmon) currency to 

Scurrency. If domestic inflation, caused by a reduction 
in output due to war, for example, is higher than that elsewhere, 
nc.. export-products become re.ively expensive and there will
 

be excess demand for foreign exchange.
 

One solution to the problem, so long as the country is
 
.permitted independent fiscal policy, is to subsidize exports and
 
inipose an equal import tariff just equal to the difference
 
between the equilibrium price and actual price of foreign
 
exchange. This makes the price of one dollar's worth of imports
 
equal. to the pegged price plus the duty, which equals the
 
equilibrium price. The price of our exports to foreigners equals
 
the, overvalued, price of our currency less the subsidy, which
 
ac-in ecuals the equilibrium price. Therefore, we conclude that
 
a pegged exchange rate regime can be made equivalent to a
 
floating exchange rate through a regime of moving import tariff
 
and -qual export subsidy.
 

Let us now investigate why countries often adopt policies
 
that actually worsen their balance of payments situation. We
 
will start with the various arguments usually made in favor of
 
exchange controls and then explain why each argument is illogical
 
economically.
 

1. One argument against exchange reform is that it will lead
 
Ao F 9 it 1t f capital frora the country. 

ii - irprsiq £oredeqn change actually contribute5 
to this flight. This undervaluation of foreign eN-o'Chanqe provideo 
a disincentive to turn over foreign exchange earnings to the
 
Central Bank and creates excess demand for foreign exchange from
 
importers and individuals. This surplus demand necessitates the
 
establishment of exchange controls. Thus, a regulated exchange
 
rate system actually c~uses a flight of capital, rather than
 
prevents it.
 

2. Those who argue against devaluation also point out that
 
devaluation will impoverish consumers of imports due to the
 
higher cost of these items. Furthermore, they argue, devaluation
 
.s inflationary, since it raises the domestic prices of imported
 
goods and the domestic price of exported goods and import
 
..... itutes.
 

The main fallacy of the inflation argument is the fallacy of
 
com-csition: the argument ignores the fact that inflation is
 
primarily a monetary phenomenon. So long as monetary aggregates
 
do not grow fasttr under the deva).uati-on regime, devaluation's
 
most likely impact is aelationary. This is because export
 
ex-ansicn will actually increase GDP, which means that the same
 
cuantitv of money is chasing a larger quantity of goods.
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The nroblem with the impoverishment argument is that the
 

. 2 hurt most by higher import prices are consumers of
 
not to e the ooorest in the country to
:,rorts, and these tend 


begln with. In any event, a better solution to adverse impacts
 

of higher import prices is through some sort of incomes policy,
 

not exchange controls.
 

3. Another argument against devaluation, and one which has
 

ox:a merit in it, concerns a country like Burundi, whose primary
 

2x:ort 	product is controlled by an international export quota.
 
to
Even if (equilibrium) demand for Burundi's cheaper coffee were 


axnand noticeably as a result of exchange rate reform, the quota
 

.ould imi Burundi's potential foreign exchange earnings.
 

in Zact, it *z not at all clear that Burundi need.- to be
 

zo':nd by any e::pcrt quota; it's coffee exports represent only a
 

small f:action of the world's production and a compelling
 
to leave the cartel, or at
argument could be made for Burundi 


least cheat. in fact, however, Burundi is not currently meeting
 

its cuota, so that some expansion of coffee exports would occur
 
in any event. For a more detailed discussion on coffee see the
 
zupplementa:y materials in the appendix.
 

as a result of exchange reform,
Burundi might also find, 

markets for other products. In particular, a more realistic
 

e..xchange rate could result in considerable expansion in Burundi's
 

bo:der trade. See the supplementary materials in the appendix
 

for an outline of a possLile study of the effects of exchange
 

libaralization on border trade.
 

There is also the problem, for land-locked countries like
 

Zurundi, of transporting exports to world markets. Some
 
accommodation with the neighboring countries might be arrived at,
 

making It possible for Burundi to increase shipments. Again, the
 

World Bank might play a role in this effort and in improving
 
those
Burundi's links to the outside world through loans to 


countries through which Burundi's exports must pass.
 

4. Another argument that is sometimes made is that even if
 

the exchange rate were at the equilibrium race, people would
 

still trade in the Black Market because it's more convenient.
 

The easiest response to this argumen': is that-the
 

equilibrium rate, by definition, includeF, a premium sufficiently
 
to turn in their foreign exchange at
large to encourage people 


the Central Bank and to discourage their demand for foreign
 

exchange until the quantity supplied equals the quantity
 

demanded. Generally speaking, so long'as there is any
 

enforcement of exchange rules, the premium will be very slight
 

over the Black Mark,.t rate. 
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5. Finally, it is argued, devaluation will worsen Burundi's
 
bud'geta ry problems by forcing the COB to pay more for foreign
 

..:hange than before exchange liberalization.
 

This is, in fact, the real reason governments opt to
 

everv~iue 	their currencies; they can get foreign exchange "on the
 
..
cna' ". Th 2 fact is that this is a myopic view of the world that 

ignores the long-run impacts of such policies on foreign trade, 
exporiC production and expansion of the modern sector of the 
economy. it is rnt by accident that those countries do best that 
r uI least 

Ani additional argument in favor of a liberalized exchange
 

rate policy is a result of the J-curve effect.
 

One of the problems with sudden changes in the rate of
 

exchanga is that in the very short run devaluation of the home
 

currency may temporarily lead to a worsening of the balance of
 

payments. The reason frr this is that it takes some time for
 

eccnomic entities to react to the change in the exchange rate.
 

Exporters don't immediately expand production to reap the
 

added benefits of the higher exchange rate and buyers of the home
 

country exports are able to buy the same number of units for less
 
foreign e,:change than before devaluation. Thus, foreign exchange
 
earnings may fall temporarily following the devaluation.
 

On the demand side, importers may have to fulfill contracts
 
and pay for imports ordered before the devaluation. Furthermore,
 
capital expenditure outlays that require foreign exchange may
 
increase in order for the home country to expand future output.
 

One of the interesting consequences of rapid devaluation is
 

that the unofficial exchange rate will also devalue as foreign
 

exchange supply in that market declines.
 

But this J-curve effect is only temporary; the long-term
 

effect is still to increase incomes and to improve the balance of
 

payments situation of the country. In fact, if domestic
 

producers are convinced that the long-term effects of the
 

devaluation are very positive, they will want to expand their
 

investments that much more; an even greater drain on the short

run balance of payments.
 

For this reason, it is prudent for d country engaging in
 

substantial devaluation of its currency to proceed slowly in this
 
direction. Rather than attempt to bring its currency immediately
 

to the free-market exchange rate, it might want to devalue only
 
one or two percent per month until the (projected) long-run
 
Ecreign exchange rate is achieved.
 

39
 



But t-be most impnortant lessen of the J-curve is not to allow
 
th. exchange rate ever to get too far out of line with the
 
ezuilibrium rate. The longer a country waits and the further out
 
sz line it gets, the worse the disequilibrium becomes and the
 
More painful it becomes to restore equilibrium.
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Lr. ::ing foreiqn exchance markets and it- effect on the 
Cr7:. -Border Trade and Coffee Exports. 

As we pointed out earlier," the gains fron a free-market
 
fcueign exchange system far outweigh any benefits from a system
 
f regulated rates and exchange controls.
 

On the demand side, a regulated foreign exchange rate system
 
me.ns that the quantity of foreign exchange demanded far exceeds
 
that available. In order to remedy this disequilibrium
 
situation, exchange controls limiting the sales of foreign
 
e::cane must be promulgated. Under the new reform measures of
 
tht Woald Bank, however, such controls are to be abandoned.
 
Thse_- rcforms, in effect, dictate that Burundi adopt a free
 
foreign exchange mark':et.
 

On the supply side, undervaluing foreign exchange overvalues
 
domestic currency and discourages foreigners from purchasing
 
local products. For exporters of tangibles and the producers of
 
import substitutes, a properly-valued foreign exchange means a
 
higher price for their products, as measured in domestic
 
currency. Since each unit sold by exporters receives the world
 
price, and each dollar earned fetches more when it is converted
 
into local currency at the Central Bank, exporters are better
 
off. So too are those employed by export manufacturers, who will
 
exoand their production and bid up the price of their labor.
 

Furthermore, since export producers receive the free-market
 
value for their foreign exchange earnings, there is no incentive
 
to sell foreign exchange in the black market. Similarly, those
 
who produce import substitutes receive greater effective
 
protection from imports, which become more expensive at the
 
higher exchange rate.
 

One area that would be well worth further study on the 
supply side is on the effects of exchange liberalization on 
cross-border trade. It is somewhat hard to know how large that 
trade is, but our guess is that it is quite large, particularly 
with Zaire, and that Burundi has considerable comparative 
advantage in the production of many traditional crops because of 
its fertile soil and favorable climate and stable political and 
economic environment. We believe a study of the extent of the 
current border trade and the prospects for its expansion under 
exchange reform would be worthwhile efforts. This is a possible 
area for USAID support. 

A second study needs to be done on the consequences of
 
exchange rate reform on coffee exports and the possibility of
 
capturing some of the "windfall profits" that will occur.
 

Currently the government has a pricing system that
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establishes the price for coffee at each stage of production.
 
'See Bucknall Report for a detailed discussion of this system).
 
Thite difference between the final price, earned by the BCC, and
 
i''cost to the BCC is credit6d to the fonds de Stabilization,
 

';hich ostensibly is used to finance losses wham the world coffee
 
.ice .- below 3CC'S cost.
 

Following exchange rate reform, one would envision a
 
,;*ndfall profit to 2CC as its local currency earnings far exceed
 
the cost of coffee. This "tax" on coffee exports represents a
 
ne: gan to the government and could be used to assist the
 
,overnr.:cnt in its financing. A study of the projected revenues
 
from this windfall would be helpful.
 

Unification of interest rates at positive real levels.
 

Another provision of the World Bank documents is to bring
 
landing and borrowing rates to the same level and to make all
 
rates the same.
 

To understand how this will lead to greater efficiency, it
 
is useful to think of the money market as one thinks of any other
 
market with the price of money equal to the interest rate. The
 
equilibrium rate is, therefore, the rate at which money demand
 
and moncy supply are equal.
 

if the rate of interest is kept arbitrarily low, then excess
 
demand for money is created and a system of rationing credit is
 
needed. But any system of rationing will be somewhat arbitrary
 
and some projects whose internal rates of return are below the
 
equilibrium interest rate will be financed, while other, more
 
worthwhile, investments will be denied credit.
 

Furthermore, having different interest rates for different
 
types of projects -- agricultural loans getting one rate, import
 
loans another, etc. -- will lead to different rates of return for
 
different activities. The intent of the unification of all
 
interest rates is bring about increased efficiency by making all
 
activities pass muster.
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".6 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
 

0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
.10 0.0 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 

Total
 
C0:1!T:'ENTS 73.7 203.3 87.7 149.7 89.5 159.2 111.6 154.3 126.8 135.2 :44.2 
D I S'-, .E NTS 113.5 133.4 115.6 115.0 118.7 120.3 123.3 128.3 129.1 120.9 123.' 
A ,.'TiT 22.4 .1 22 4.4 .2 22.6 25.1 26.8 33.4 36.1 31.6 44.C 

14.9 19.7
I..TZ.7S 14.1 14.0 14.4 14.6 14.8 15.1 17.0 18.3 22.6
 
.ES ....... 36.5 36.1 36.7 36. S 38.4 40.0 41.9 50.4 54.4 59.8
 

, 91.1 111.3 92.2 92.8 95.1 95.2 96.5 94.9 93.0 81.4 79.9
 

SGurce :1B?.3, Department AF3CO. 
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1937 19r 19H3 1,9 !991 1992 1993 1'394 1995 !996 1997
 

Frci Existing C,±nitz.eits (End-1987)
 

-,!05.9 29.5 f.9 43.2 23.7 8.8 5.2 1.8 0.4 0.0 0.0 
.. . 2. .,3., 3.7 30.3 33.1 35.5 36.7 37.3 39.2 40.1 36.717. 	 ,.., 13.6 13.4; 

7.5 14.1 1.0 17.4 16.8 15.8 15.1 '
 .. , ..... 	 *OA ..d 

7--.-,;2.5 49.I 42.9 50.6 52.3 52.5 52.4 52.5 53.7 50.1 

L.. ) 59.3 29.2 12.4 -9.4 -25.7 -31.5 -35.5 -37.8 -40.1 -26.7 

FrC C:itnts (193-97)
 

131.3 257.7 . 207.9 12.4 225.1 157.8 218.1 179.2 191.1 203.9
 
26.9 72.8 99.0 116.5 142.7 161.3 169.2 179.7 182.1 171.0 175.2 

... T..A .J.0 0.0 0.0 0.0 0.0 0.0 1.2 10.0 12.8 15.8 26.8 
*,TE,. .,.- 0.3 0.7 1.4 2.1 3.1 4.2 5.3 8.8 11.5 14.2 19.8 
.. T E..'VNE 0.3 0.7 1.4 2.1 3.1 4.2 6.6 18.8 24.3 30.0 46.7 
::T FL;!:s 36.9 72.9 99.0 116.5 142.7 161.3 168.0 169.7 169.3 155.2 148.3 

Charges from Additional SAL Commitment 
2 .UP;.'7 20.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
,,-RT1,M,3. 	 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0 

l)',T 0.0 0.1 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 

Total 
101.8 277.7 120.5 20.79 125.4 225.1 157.8 219.1 179.2 191.1 203.9 

:U':CCTC 146.9 182.3 159.0 159.7 166.4 170.1 174.4 181.4 182.5 171.0 175.2 
29.0 30.2 20.7 30.8 33.1 35.5 37.9 47.3 51.0 55.9 63.5
 

:..S7S 	 13.2 19.1 19.8 20.3 20.7 21.1 21.3 24.0 25.9 27.9 33.4 
.'-T 47.2 50.5 53.8 59.2 77.0 56.9£-,'C 49.3 51.1 56.6 71.3 83.8 


;:ET FLt'S 117.8 152.1 128.2 128.9 133.3 134.6 136.5 134.2 131.5 115.1 111.6
 

-X . ;2 .. 1.293 1.366 1.375 1.3E3 1.402 1.414 1.414 1.414 1.414 1.414 1.414 
S-----------------------------------------------------------------------------

E-,-c 2,Dp.-tment AF3CO.
 



------------------------------------ --------- ---------------------- ------------- ---------------------------

BURUNDI 'ZP"TATICI OF, -'6TSER'ICE RATIO
 

* 	 197 1983 1939 1990 1591 1992 1993 1994 1995 1996 1997 

2 P-:2 Index i/ 100.0 106.8 1!2.2 115.2 117.1 119.2 122.2 125.3 128.4 131.6 134.9 

r 2! 10.0j.: 102.2 105.0 107.6 110.3 113.0 115.9 118.9 121.7 124.9 127.9 

- f 	 3.1% .1% 3.1% 2.1% 3.1% 3.11 3.1,of2e31 3.'% 3.1% 	 3.11
 
.16.0 	 !E.0.. 5.0: 16.0Z 10.0% 10.0% 10.0% 10.0% 10.0% 

inconstant 1997 prices --- --.....-------------------

'po::3 S ( fR Mr) O3.. e9.6 95.3 1...0 114.1 124.6 132.7 141.5 151.1 161.4 172.7 
* - f.523 55.5 57.2 59.0 60.3 62.7 i4.6 66.6 68.7 70.8 72.0 

- , Cf."2 21.3 34.2 39.7 46.0 53.4 61.9 69.1 74.9 82.4 90.6 99.7 

........................---- incurrent prices --------------------------------------------

3 Experts C t Fr (SDR {. 83.3 105.8 130.0 157.8 188.5 226.0i) 94.2 117.4 144.7 172.4 206.3 

9 - Coif. 3.8 59.2 64.2 67.9 71.2 74.7 79.0 83.4 8.2 93.2 96.5 

10 - o f2 24.9 41.6 49.5 70.0,on Co 29.5 58.8 78.9 88.9 100.3 113.1 127.5 

1! .t E. rui-1 (2DR n)3/ .5 36.1 36.7 36.8 38.4 40.0 41.9 50.4 54.4 59.3 63.6 

.2 	..Svica 2.io 41.2% 38.3% 34.7Z 31.31 29.5% 27.7% 26.5% 29.3% 28.9% 28.7% 30.37 

1/: Co:aodities ProjectionsI5:. 


.. .... ,, 	 -* / 7 




- -- - - - - - -- - -

-- ~ ~ IO "57 ES7'SERCERATIO--.

.1:, l3 122 . 1993 194 1955 197
 

....-. ",,. 11 119.2 1311,.6........,1..-. "/2. •, " 5. ' . 7.1 12.2.2 128.4 134.3
.0-. .M.3a t12 125.3 

2! "2.2 1.0.3 115.9 121.7* :..Or .; . .3 11,.0 118.8 124.0 127.9
 

-. 1 3.1% 
.1%3.1% 

S - r:.noffee 3! 10.0%, 10.0% 10.07. 10.07 10.0% 10.0% 10.0% 10.0% 10 0.0% 
-C.ffe3/ . 3.y 3.13 3.1%
 

--------------------------- inconstant !937 prices -----------------------------------------

- . ., . :9:? A.) 92.3 -7.,) S2 ' 9.2 103.9 110.1 .116.8 124.0 131.6 140.3 49.4
 
- . 52.9 55.5 57.2 59.0 60.3 62.7 64.6 66.6 66.7 70.3 73.0
7-;, "-, 2. ,-2.4 35.7 39.2 43.1 47.5 52.2 57.4 63.2 69.5 76.4 

...........................-- incurrent prices ------------------------ ---------------------

83.3 92.4 101.6 110.1 !13.8 129.4 139.4 151.6 165.1 179.9 196.2
EX.xort-: ,.S (I ".no 
,- 52.8 59.2 64.2 67.9 71.2 74.7 79.0 83.4 86.2 93.2 98.5 

9- Ml 37.4 42.2 47,6 53.6 60.5 68.2 76.9 86.7 97.79. 2.1 


' (SUR .n) 3/ 36.1 36.8 40.0 50.4
22t •11/rvice 36.5 36.7 3B.4 41.9 54.4 59.3 68.6
 

12 2"-. i e 17,Z. 43.% 39.1% 36.2% 33.4% 32.3% 31.2% 30.0% 33.3Z 33.0% 33.0% 34.9.
 

.5I. ? l * , U. 
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Chg R.rves 

Wt...s 
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(o,: .:s) 

S...... , frc
 
Z.scte C;1i21nts1 
(./! .. ants) 

.:nancing 

SAL (revised est.) 

Al 

h0 

:- o-nrynd 


7.A.... * ,. ... A:; CESE0lU SCOu 
. ~i~ionsLES 

19=7 i:93 3 1990 1991 1992 1988-92
 

239 3.4 293 293 310 326 1546
 
5
 

214 2 - 247 251 275 1241
 
18 20 20 21 21 100
 
29 30 31 31 33 35 160
 

-9 84 24 10 10 11 119
 
5 5 5 5 5 5 25
 

211 29 60 43 24 9 225
 
91 0 0 0 0 0 0
 

173 209 242 266 1021
 
105 110 116 121 127 580
 

211 221 233 253 265 275 1246
 

23 103 61 40 44 51 300 
28 61 31 26 26 26 169 
0 !7 3 0 0 0 25 

25 22 15 19 25 106 
isionesiate--------------------------------------

z~urc2 : IBRD Country Econ~omist and USAID aission estimates
 



--------------------------------------------------------------------------

Table I.!: GDP by industrial Crlg'n, at current prices 
(in bi1.ionz oE Fbu) 

1983 1984 1985 1986 1987 

r_"ia-r o 53.33 64.59 77.66 80.95 84.05 
z~:. :: ;r Crops 5.81 4.74 5.60 6.41 6.72 

~~~1 .87..Crp 

econary ctor 514.5387 16.41 18.53 na 
c/',, M-nufactuting 4.51 5.36 5.61 6.50 na 

T:r-ia / Sec:tor 25.63 27.96 32.13 34.81 na 
o/,., 2ublic AdTmn 11.92 14.05 16.13 17.86 na 

CDP ac ?actor Costs 94.04 107.42 126.20 134.32 84.05 
N it 6.62 10.75 12.59 14.49 -84.05indirect Taxes 


CDP at Market Prices 	 100.66 118.17 138.79 148.81 na
 

Table 1.2: GDP by 	Industrial Origin, at constant 1970 prices
 
(in billions of Fbu)
 

1983 1984 	 1985 1986 1987
 

Primary Sector 17.33 16.43 17.74 18.31 18.94 
o/J Export Crops 2.28 1.67 2.24 2.29 2.26 
o/w Food Crops 12.86 12.58 13.25 13.68 14.05 

Secondary Sector 4.22 4.52 4.75 4.91 5.16
 
o/w MKnufacturing 1.44 1.66 1.94 1.96 2.08
 

Ta	rtiary Sector 5.99 6.31 6.38 6.60 5.15 
o/w Public Admn 1.66 1.66 1.69 1.74 1.92 

GDP at Factor Costs 27.54 27.26 28.87 . 29.82 31.22 
Nt indirect Taxes 2.41 3.58 3.28 3.79 2.96 

CD? at :.r>ket Prices 	 29.95 30.84 32.15 33.61 34.18 

52
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---------------------------------------------------------------------

- Table 11.1: GDP by End-Uses, at constant,1970 prices
 
o 	 (in billions of Fbu)
 

1983 1984 1985 1986 1987
 

(;DP at market prices 


Resource Gap 

Imports GUFS 

Exports GNFS 


Total Expenditures 


Consumption 

Public 

Private 


Investment 

Fixed Investment 

Public 

Private 


Change in Stocks 


Domestic Savings 


29.95 30.84 32.15 33.61 34.18 

2.57 -.2.32 1.18 1.30 na 
5.77 6.23 5.53 5.52 na 
3.20 3.91 4.35 4.22 na 

32.53 33.17 33.34 35.20 na 

26.24 .. 28.32 - 29.19 30.08 na 
3.28 3.24 3.30 3.76 na 

22.96 25.08 25°89 26.32 na 

6.29 4.85 4.15 5.12 na 
5.04 4.74 4.31 4.83 na 
4.39 4.01 3.58 3.94 na 
0.65 0.73 0.73 0.89 na 
1.25 0.11 -0.16 0.29 na 

2.70 1.44 1.50 2.78 na 

Table 11.2: GDP by End-Uses, at current prices
 
(in billions of Fbu)
 

1983 1984 1985 1986 1987 
-------- ---------------- - ------- ---------------

GDP at market prices 	 100.66 118.17 138.79 


Resource Gap .. .......... . 14.79 16.24 12.33 
Imports GNFS 23.78 29.68 26.92 
Exports GNFS 8.99 13.44. 14.59-

Total ExpendXVues 115.45 134.42 151.11 

Consumption'. . ......92.47 - 112.70 .131.88 
Public * 413.34 

Private 


Investment 

Fixed Investment 


Public. .................. 

Private '" 


Change-in Stocks 


Domestic Savings 


15.36 17.64 

79.13 97.34 114.24 


22.98 21.72 19.23 

19.44 20.79 19.85 

16.94 .. 	 ....
17.60 16.48 

2.50 3.19 3.37 


-3.54 0.93 -0.62 


8.19 5.47 6.91 


148.81 na 

5.81 na 
27.83 na 
22.02 na 

154.62 na 

138.65 na 
21.20 na 
117.45 na 

15.97 na 
19.18 na 
15.63 na 
3.55 na 

-3.21 na 

10.16 na 



----------------------------------------------------------------------

-Table-III.1. Balance of Payments.
 
In millions,.of US $, at current prices
 

1983 1984 1985 1986 1987
 

Exports G & NFS 

Merchandises fob 

o/V Coffee 

NFS 


Imports G & NFS 

Merchandises fob .... 

NFS 


kesource Balance 


Net Factor Income 

o/w Interest 


Net Currett Transfers 

Private .. 

Public 


97 101 125 137 108 
81 88 112 126 96 
70 83 93 116 70 

"- 16 13 13 11 12 

256 216. 204 214 233 
184 .. 184 171 179 190 
72 32 33 35 43 

- 159 115 79 -77 -125 

-26 -27 -31 -52 -64 
...... 3 - 8-- .9 12 

38 38 62 58 
. ---. ,. 52 .. .. 6........ 8 5 4 

32. 30 57 54 

Current Account Balance .......---- 134 -- -136- . 103 -124 -186 
(including Capital Grants). 

Direct Investment 
Official Capital Grants 

0 . 
40 

- 1 
40 

3 
43 

2 
37 

Hedium & Long Term Loans... 81 56 67 118 
Disbursements........................... 90 ...... 73 88 147 
Amortization 

Net Short-Term Capital....... 
Capital Not Elsewhere Include 0 

_.....0. 
0 

0 
0 

0 
0 

-1 
0 

Changes in Net Reserves-----.-.... 15 ... 2 - 9 -17 9 

Memorandum Items: 

Net Reserves (end-year) 27 20 30 69 61 
Import equivalent 

Debt Service 
[ebt Service / Exports 7.3 

0.8 
na 
16.9 

1.1 
na 

18.3 

2.5 
na 
22.3 

1.5 
na 
na 

,:xchange Rate Fbu/US S . 92.95 119.71 .120.69 114.17 123.56 
--------------------------------------------------------------------

54 
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Table IV.l. Overall Budgetary Operations
 
In billions of Fbu, at current prices 

1983 1984 1985 1986 1987 

.v....u z an. Crants 16.58 21.81 24.49 29.00 na 

12.37 17.04 19.69 23.83 na 
11enues11.86 16.03 18.22 21.21 na 

income Tax 3.45 3.90 4.04 4.43 na 
:....act n Tax 2.07 2.54 2.85 3.24 na 
3See Tax 3.16 3.36 3.76 3.76 na 

I.por t Duties 2.77 3.24 3.38 4.28 na 
Ccf--ee E-:.port Duties 0.00 2.68 3.66 4.96 na 
Cthers 0.41 0.31 0.53 0.54 na 

:on Ta: Revenues 1.01 1.01 1.47 2.62 na 

Grants 2,' 3.71 4.77 4.80 5.17 na 

Tota Zx-:enditures 31.75 31.59 31.56 33.98 na 
C,:.rr-r t-E:inditures 13.48 14.12 16.06 17.56 na 
Saariies 6.03 6.47 7.08 7.81 na 
Coods & Services 2.30 2.77 3.79 4.25 na 
Transfers & Subsidies 1.26 1.24 2.15 2.09 na 
Others 0.02 0.78 0.55 1.18 na 
interes ts 0.85 1.55 1.98 2.23 na 
UnclZssified 3/ 3.02.." 1.32 0.51 na na 

Carnttal Ec-penditures 18.27 17.47 15.50 16.42 na 

.d.ustment for 0.22 0.66 1.23 0.30 na 
other oerations 

Ovea.nl Balance (commitment -14.95 -9.12 -5.84 -4.69 na 

Overall Balance (Cash) -12.55 -10.53 -7.40 -6.06 na 

?inancing 12.54 10.52 7.40. 6.06 na 
External 9.70 8.10 5.32 6.48 na 
Disbursements 10.27 8.91 6.72 10.27 na 
Amortization -0.57 -0.81 -1.40 -3.79 na 

internal 2.84 2.42 2.08 -0.42 na 
zanki-g S y ste 2.89 "..71 1.63 -1.08 na 
>Aon-3an-i-ng System -0.05 0.71 0.45 0.66 na 
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' 0t1ioiln:entive;) 

! LiL b -. 1 izllation 

* 	 ". *' ';Ttic! ca.Ueif by quantit3tive 
r :tricti21; impr.ve .onpetit-zi- among 

crducvrs and iorefters; eitcinat2 the 


I't :!t bias. 


*.7 Fr:, liberalization
 

.3. rlio.is in th? price stru:t.re, and 

l.- e--rprises to establish finacial 


r 

b, ,; ivfly thz aiora:? ic) h!,i of
a¢nLo'.dItion 


l~lff :r.:te~ti narrui the " -ftariffs, 
* ; :e pr::* :ti.n a.Fy] sectrs. 


.( ::-t pro-n-.tion 

rL ) pttential and eSta"li-"': at ~r-
.: elpand sales toward ro:). inj 

I f~ 

ov. -r 

-. . ,~* 

Automatic import licences for all 

pr).ucts except glass, textiles and 

pnareaceuticals, and a lev luxury items. 


(August, 196). First gron of
 

restrictions on imports of luxury items 

vsre eliminated in Jan. '83. Period of 

licenses validation has increased from 4 

to 3 months; time required to v3lidate 

vas reduced to 10-15 days (Jan. !313). 
(What does this a,,an?) 


Liberalization of price of all product; 


e:cept eight strategic products for vOkich 


Price ceilings can be isoosed in case of 


arute shortaces (for a 4axiaui of 4 


;:tnis); petrole:ia and c.?9?it. 3rd erp~rt 


crops in July VIA. Adtt';t',nt of t~r-
ifls icr vater and electricity (Fet.'53). 

of fiscal a~d lrt duties 


3d tariff refcra. Nus'er of duties 


reJjred froo 57 to 5. Paiae of duties 


flv j at 1V-50z, except for !uli.tY g:.dS 
WM?) (Ry86). i;ldp~a of t'e tariff 
ref:rm; rangq reluczd to b'"esn 45t1:r 

ieee di;.e(':t-l a-J es
so~iaeo~sreziin at 15% (131. 83). 

5" I ra!cris in,:lvdai F dF'rs:iat-o', 

:vt libera i:iti,, prie :l 

t:t:,-1 p1' 3- t i0.: 1 Cr d., 

..........is iti:*n.. .. f tt. -7 r ... ' 1 


12 f.f.r'..r'rtr:'1 I*t.~ J.1J--

by::rtt 
;ite rrr-1 

,***~ -- 57-

- Increase the ceiling tel)i wich co=;rcia! ban13 ire 
alloyed to grant autotatic licxee; f:ra FBj I eillion 
to 10 in. 

Eliminate remaining iport restrictions: 

- on imports of luxury goods 

- on imports competing with producticn of UNAPHA 

(pharaacezticals) and VER N! (-las;) vithin the
 

framework of rehabilitation of cr.icerned enterprises.
 

- on imprrts competing uith Frotect'on of COTEFU
 

(textiles).
 

- Reviev a-y adjustxeet of vater and ele.tri:it/ tariffs 

(to strergthen RSIESU finan:ial p.sition) and of 

petroleum products prices (' refle:t increasel costs 

and ensure adeqi;te fisca! rev-'-js . 

- Liberalize price; of coeti1i - -- 'i.itri products 

(rice, wheat, pir-Cil a7. s : ) ir t: ccr.te, of 

the proorao to be prepirel fe:c.rcern-2 enterprisev.
 

Tird phase of tariff refer%,b!s d o- st-]# to clarif,
 

remenclature between final ari in.crz1: te .cds, ate 
into account ZEP tariff, ani rei1'1level of tiriffs on 

interaeiiat2 goods Oile lintaini fiscal reveres 

(; udy 	coapleted in SsI. 83). 

- Prosl-t;'1 e dIcre Ci eXo-rt promotion, introducing 
sirplified euty dra--b-CV, preferential profits tiles 

frz'e, ii l:n .irn'ingtoexenses be 

Li " f t ?d pfoiit ar I i ffinj 

th*'ii r a t r - 4 .1 :!lt'i 1 
I lii .t;.-Or :Is. t 
T' up inlv: c *-

7.!fm. 'r z 'I It ' 

*~ 
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Third phase 

- Reduce number of rediscout rates to 2 (norsal and 
preferential rates). 

- Eliminate maximum interest rates on credits and of 
minimum rates on deposits. 

Fourth phase: Liberalization of all interest rates. 

Nic :r FJ - Adopt procedures of National Guarantee Fund. 

- Revise di~position granting t)Treasury prior clzir 
* "on collateral property 

. l nJ p v-vtv all :2ti*1 

;:,:!!ru cia jstraent proven 

; - J3in the UOWP-financeJ!Bink e'ecuted projects 
- Define program of veil targeted poverty alleviation 

actions focuse.i on 
(a)nutrition prograt for chiliren; 
(b)support to vomen indavelkpaent; 
(c)support to snail scale productive projects; G-i'?1 
(d)study on food aid; (e)coordination of donsrs 

assistance inAIDS prograzs. 
- Prepare uonitoring system focused on social and 

econ:noic variables. 

r 
C~ t~',~f~o~ed-2 =-v 3t 
s- 1 v:i~ an 1 c.! pt,.r,3nZ; t 

-6-d, 

- 'infcrc? roniti de Suivi vith perr3int 
aJpre,-3rat; c' r:! sy;to.' ir-ic ,.,s 

so far in t"? wy of 
- Coo'rdina~e cls ;vt!- r-i.-;t iic 

s:v 
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The folloving piecesare the result of our discussions with
 
members of the Burundi comdunity over the past three days. As
 
promised, we have looked into various matters concerning

employment policy and prospects during the life of the SAL-2.
 

What we have found is not promising at least in the near
 
term; however, it Aoes offer some possibilities in the way of
 
directing USAID resources. I trust you will find these reports
 
enlightening.
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--

POPULATION NOBILITY AND THU URBAN SECTOR
 

In all of our discussiois with officials and others, we have
 
gotten a consistent message as concerns population mobility: this
 
Government is committed to maintaining a large, overpopulated,

rural population of 3ubsistence farmers and a smaller, well
behaved urban population. This policy is fundamental to the
 
Covernment agenda and will continue until rural population
 
pressure forces the GRB to reverse direction.
 

Equally clear to those of 
us who have studied Burundi, is
 
that the country can not continue to grow at a 3 percent annual
 
growth rate for much longer unless it urbanizes. Eventually,

population pressure on the land will be intolerable and farmers
 
will no longer be able to subsist. We do not believe that
 
improved farming practices without easing these population
 
pressures is enough.
 

This tension between two inconsistent facts leads us to
 
believe that USAID should try to do something to help the country

in this dilemma. We have proposed one possible initiative, a
 
planned urban growth program, to help ease the inevitable tension
 
that occurs when large masses of people migrate to urban areas.
 
There are certainly other alternatives, and we recommend that
 
USAID consider financing a study of other directions to take.
 

While this particular program is directed toward relieving

population pressures in the major population centers 

Bujumbura, Gitega, etc. --
it has also been suggested that a
 
program to develop small, rural towns is also a possibility.
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A PROGRAM OF PLANNED URBAN GROWTH
 

One of our main concerns is in the area of population

mobility. The current policy -- mobility lavs and "permis de
 
seJour" -- restrict free movement of the population, while
 
successfully avoiding many of the problems inherent in unbridled
 
urbangrovth: inadequate housing, sewers, roads, etc. 
One of the
 
attractions of Bujumbura, as well as the -ther urban centers of
 
Burundi, is the absence of the urban squalor so often found in
 
other African countries.
 

While the objectives of these laws are commendable, they are
 
Inconsistent with the objective of increasing market efficiency.

In the modern sector, these laws may retard the dynamics needed
 
for economic growth by restricting the ability of Burundian
 
employers to choose from a 
large labor pool with differing skills
 
and talents. Furthermore, these restrictions lead to an over
populated rural sector, smaller average land holdings, and lower
 
average agricultural output, both per capita and per hectare.
 
They also reduce the size of the domestic market for Burundi's
 
own agricultural output.
 

USAID could assist Burundi as it struggles with the conflict
 
between increased economic growth and the frictions attendant to
 
unrestricted urban development, through a program of planned

urban growth. This program could consist of a number of measures
 
that would reduce pressures in urban areas impacted by the free
 
movement of the population into urban areas. Such a program

might include some of the following elements:
 

a) Initially, a study of the expected impacts of free mobility:

the productivity gains and the welfare costs attending the loss
 
in quality of life in urban areas.
 

b) Design of a program to set aside space for planned

communities where newcomers can settle temporarily while getting

established -- Job seeking, capital accumulationk etc. -- and to
 
provide zoning regulations to prevent barrio conditions.
 

c) Inpys to help provide essential services in these zones: 
clean rz"ing water, toilet facilities, sewers, roads, etc. 

d) Asatance to residents in building quarters conforming to
 
the zoning restrictions. Loans and grants to newcomers for
 
purchasing building materials: corrugated roofs, bricks, cement,
 
wood, etc.
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PROSPECTS FOR INCREASED PRIVATIZATION OF THE BURUNDI ECONOMY
 

Twin objectives of the liberalization program are
 
privatization of the economy and rationalizing the financial
 
sector. It is hoped that unification of the interest rate
 
structure at positive real interest rates will generate

additional savings to provide sufficient capital for
 
entrepreneurs to invest in the Burundi economy.
 

To assist the financial sector in its foreign exchange

needs, SAL-2 provides for an $8 million APEX fund as start-up

capital for small businesses. Furthermore, a Guarantee Fund to
 
insure the commercial banks against losses is envisioned.
 

Despite these provisions, In our discussions vith the
 
commercial banking sector and the Secretary General of the
 
Chamber of Commerce, we have identified several perceived

problems that may arise in these efforts. Among these are:
 

1. Removing the Government from interfering in the financial
 
sector. The Government is still a major share holder in the
 
commercial banks and may cootinue to insist that the banks make
 
loans that are unwarranted on financial grounds.
 

2. I lack of coordination Gi investment projects vith
 
neighboring countries can lead to duplication of effort and
 
fragmentation of markets. Wo learned of two recent cases 
-- the
 
battery factory and matches -- in which Rwanda and Burundi will
 
be competing with each other for a very small market. In the
 
case of the battery factoriesi the same person is building both.
 

3. Burundi has a scarce supply of the expertise needed to
 
identify and assist new entrepreneurs in their investment
 
efforts. 
Neither the Chamber of Commerce n4r the commercial
 
banks has, in the past, been involved in major venture capital

projects, and the type of people who usually help identify

potentially profitable projects -- former businessmen who have
 
either retired or have sold out their interests in businesses -
are abeat in Burundi.
 

4. The Government has refused to repeal the 10 million FBu
 
deposit required of all foreign importers. This tax, which
 
discriminates against foreigners, directly contradicts the effort
 
called for in the SAL documents. Hopefully, the Government will
 
go forward with its plans to pay interest on these accounts, but,
 
as of yet,.this has not happened.
 

5. As of yet, the commercial banking sector has been unable to
 
qenerate commercial bank deposits form the profits of small
 
entrepreneurs. These businessmen, who tend to be concentrated in
 



the distribution sector, continue to horde their money rather
 
than deposit them in the banks. Hopefully, as real interest
 
rates on deposits achieve p9sitive levels, such savings will be
 
generated.
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