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MACROECONOMIC ASSESSMENT OF THE STRUCTURAL ADJUSTMENT PROGRAM
IN BURUNDI
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EXECUTIVE SUMMARY

mhe SAL I and SAF policy measures did not become effective
“afore mid-1986, yet, by the end of the year there were
ir.dications of positive changes in the economy.

The Government of Burundi has recently reaffirmed its
~ommitment to strengthening its financial position and to
ing the structural adjustmenc initiated under SAL I.
ory work for the Bank SAL II and the IMF Second-Year SAF

a
in late 1937, ard the program was recently approved by the
Bank and the IMF.
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The structural adjustment proposed under SAL II will
cencclidate the progress so far reached under SAL I, but will
also address new issues: the liberalization of the financial and
1anor markets andé the social dimension of adjustment.

nsitivity analysis indicates that the burden of the

debt may become gquite worrisome if the economy does not
znticipated by the World Bank. The whole issue should be
ed closely by the newly created inter-ministerial

ac on external debt management. The implication is clear:
+ new loans only when necessary -- gven on concessional

- a2rnd as much as possible, orient loans towards foreign

:change generating activities.
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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 Burundl 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
provide asslistance in studying the potential of small projects
aimed at exporting to the European and American markets;

- myrade liberalization: USAID can reinforce trade
liberalization by providing acsistance in the establishment of an
"ombudsman office" to serve as a vehicle for traders to air their

grievaace and seek relief;

- Txternal Debt Management: USAID should wazrn
the Government and foreign donors of the possibility of an

exploding debt situation;

'/



USAID can help the Government to

- Cnoffee Export Tax:
auwplore the possibility of replacing the current implicit
~azxation of coffee (through the Fonds de +gbilization) with a
rore transparent and efficient tax, which would also be easler to
monitcr;

- planned Urban Growth: USAID can assist new entrants to
she nodern sector in making the transition from rural to urban
Tife by a program of planned urban growth that would help avold
the sgualer conditions that so often accompany urbanization.
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. INTRODUCTION

Burundi has a development potential based on several

fzctcrzs: good agricultural zesouz:zes, favorable climate, good
trads: procpects with neighboring countries, and a diligent
popuiation. Curzently, with a GNP per capita estimated at USS
260, 3Surundi ranks awmong the poorest countries in the African
co=tinant, and 1is £acing considerable demographlc pressure
{coming Zfrom a population growth rate of about 3 percent per
yzar). Harnzscing the dzvelopment potential will be a long-term
Lrocecs.
2. agriculture is the mainstay of the economy, contributing
zbout 60 percent of GDP and 90 percent of export earnings. In
this largely subsistence dominated sector, the 'most important
croc is coffee (80 percent cf export earnings).

mhe cecondary sector is small, accounting only for 8 percent
cf€ GDP. Past industrial policies often resulted in the use of
canital~intensive prccesses and the establishment of large-scale
zlants with high dependance on imported inputs.

m

ne tertiary sector (32 percent of GDP) is dcminated by the

S S 8

public administration that accounts for about 12 percent of GDP.

the Third Development Plan (1978-82), the public

3. Since
sz2ctcr  has slayed a leading role in promoting productive
activities and financing infrastructural investment. The private
sector play:s a major role in commercial trade and in agricultural
croduction.
4. During the late 1970's good climatic conditions, the coming

on ctream of several large projects, and the expansion of the
pukblic sector contributed to economic growth, as evidenced by
+ne 5 pexcert averaqge annual CDP growth rate recorded during the
1972-91 period.

However, during the same period, the deterioration of the
sorms of trade (45 percent between 1978 and 1981), a rapid

[

‘ncrease in domestic demand, and expansionary fiscal policies led
tc exterral and internal imba:iances resulting in low levels of
domestic savings, and higher current account and budget deficits.
Consaguently, public domestic and <foreign debt ran at very high
levels and the inflation xate reached 25 percent, leading to an

appreciation of the real effective exchange rate.

Government responded with pervasive administrative
inciuding restrictions on imports and on the capital
and price controls on imnorted and domestic goods. These
brought about a distorted decmestic price structure, high
aing to importers, a bias against exports, and an
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taductrial sector operating at a portion of its capacity due to
imnovt restrictions. Weak private participation also impeded the
Zazvelonment of non-coffee economic activities. As a consequence,
%~ «oconomy became overdependent on coffee and excessively
sallons on the public secteor: there was @ lack of incentives for
strtzined growth. o

<. Ccnfzonted by these problams, the Government, at the end of
1604, cecuested the World Bank and the IMF to help formulate a
coherent reform program. Preparatory work for the IDA Structural
>33 :ztment Lcan (SAL) and the IMF  Structural Adjustnent Facility
(SAF) was initiated in mid-1985 and eventually implemented
starting mid-1986. On the financial front, a stabilization
prcgram -- supported by <the IMF First-Year SAF -- was set up,
zined at reaching external and domestic balance. Furthermore, to
addrass the medium and 1long term structural weaknesses, support
by the VWorld Bank was proposed' to be extended through several
Sank interventions including (i) a series of structural
azdjustment credits, and (ii) a series of technical assistance
craditz. The £irst phace of the SAL program {SAL I) encompassed a
c:mp:e%er lV° package aimed at rationalizing the incentive system
and improving the efficiency of resource allocation.

7. Meanwhile, during 1985-86, GDP recovered to an annual growth
rata cf more than 4 percent. This was essentially due to good
climatic conditions and recovery 1in the government-dominated
sactors of construction and manufacturing. The 1ncrease of
Surunéi'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.

8. These improvements are, however, of a transient nature, and
if anything, =cshould serve to highlight the true structural
weaknessea of the econmmy mentioned 1in para. 5. Burundi's
structural problems require systematic and sustained attention.
The reform program initiated under the SAL and SAF should be
ro2inforced and complemented by £further 1initiatives, to be
foraulated in  the IDA Second Structural Adjustment Loan (SAL II)
and the IMF Second-Year SAF.

. 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, '~ agriculturai services, manpower developmert 1in
agriculture, urban sites and services, expanding water supplies
in rurxal areas, and vocational teacher training.
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iz R=CENT POLICY REFCRMS AND ECCHOMIC PERFORMANCE

!

TZ.2 Pirst-VYear SAF and SAL I

10. The Government financial stabilization program (mid 1986-
=:id 1987), supported by the IMF First-Year SAF, included policy
actions in the following areas: (See also the policy matrix in
the Xppendix)

nange rate adjustment: aimed at correcting the real
ective appreciation since 1980 and achleving a
uctural improvement in the balance of payments;
ernal pavments: the objectives were to 1limit the
+ of the current account, to build up foreign
reserves and to limit the debt service to a
oncble proportion of exports;

> and monetary policies: the objectives were to
ease the level of public savings to finance the
investment program, to set up reasonable targets
budget deficits, with a view to reduce the
crowding-out of the private sector by government's
domestic borrowing, to contain domestic demand, and to
avoid inflationary pressures; :
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- Cradit policies: the goals were to improve incentives
for private savings and orient credit to productive
scctors.

1. The Bank's SAL I program, cffective £from mid-1986 to end-
1987, was designed to (i) improve the utilization of the public
cactor rescurces, and (ii) rationalize the incentive system and
improve the efficiency of . resource allccation 1ia the private
sector.

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

rasources, the program covered the following areas:

- Public expenditures: the objectives were to ensure the
accountability of the public investment program with
available resources and stabilization requirements, to
transform the budget into an efficient tool of macro-
econonic management, and to reinforce existing institu-
tional capacity in viaw of implementing these reforms;

- puhlic Enterprises: the public enterprises (PE) account
for more than half of formal employment and industrial
value added. By thel poor economic performance and
management, most PEs operated at low capacity, incurred
operating lossas, were unable to contribute to thelr
own investment program or service their debt, and

5



considecrable drain to the Government
action plan aimed (i) at ensuring that
icipation would be limited to those PEs
public services, or where strategic
ved, and (ii) at maximizing the
ble PEs to GDP by ensuring their
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budget. The
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ocralizaticn of the incentive svstem and the
£ the efficiency of resource allocation were
be carried cut through the following policies:

gricultural sector policies: the action plan consisted

£ (i) the design and establishment of price mechanisms

hat wculd allow for regqular adjustment of export crop
rices, (i1i) modification of processing techniques fo:
0ffze and increased efficiency in its marketing, and

iii) raticnalization of the 1institutional framework,
with specific reference to the Regional Development
Companies (RDC's);

- Trade and industrial policies: the objectives
encompassed (i) 1liberalization of 1imports and the
rationalization of tariffs, (i1i) deregulation of price
controls, (iii) revision of the Investment Code, and
(iv) reduction of Government investment in the
industrial sector; '

- Credit allocation: the objzctive was to orient credit
allocation towards productive investments without
discriwnination against the small borrowers.

I1.2 Implementation of FPirst~Y¥Year SAF and SAL I

14. Implementation of the reform program started in mid- 1987,
with 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 February
1588, when the Government began another, 10 percent devaluation
of the jFBu. The ceiling imposed on transfers of foreigner's
income was raised. The Government undertook a comprehensive
import lfberalization program: with the exception of three groups
of locally-manufactured procducts, all quantitative quotas wvere
replaced by tariffs, and import licensing becamé automatic, save
for a group of luxury goods. With the aim of reducing high rates
of effactive protection for many import-intensive industries and
oroviding a more uniform rate of protection for production of
intermediate goods based on domestic resources, the Government
introduced a2 <cimplified customs tariff, comprising a reduced
number of duties (two 1instead of three) and a reduced number of
duty rates (frocm 57 to 5); the range of the new tariff structure

6



vis narrowed to 15-50 percent (from the 0-280% range ). Luxury
coods are.-still taxed at 100 percent. Taxes on manufactured
axports were also eliminated to reduce the anti-export bias of
“ihx trode recime. .

23, A thne arca of external debt management, the Government
sreatzd  an interministerial committee to monitor Burundl's
rwTornal Jest and provide advice on new debt contracting.

3. Tz Lnprove public resource management, the Government
tnitiated opreparaticn work for the first three-year Public
investment Progzam (PIP) for 1986-89, defined to be a rolling
Drogram  susiecs to annual revision 1in light of project
implementation and resource constraints. In the public enterprise
cactor, the gevernment committed itself to close down four
unprcfitable PT's, and a Service in Charge of PEs (SCEP) was
created to overcsee the rchabilitation programs under preparation.
Along with the tariff reform (para. 14), a reform in the
tvansacticn tax wés intrcduced, resulting in the replacement of a
"cascade tau" toc a single source tax, levied on production and
impozts. Import Aduty exemptions were also considerably reduced
i7. To raticnalize the incentive structure, the Investment Code
waz revised. Most price controls vwere eliminated, except for
aight strategic procducts for which price ceilings can only be
innosed in case of shortages, and for a definite period of time,
arné fcr petrol and cement. To encourage an efficlient utilization
cf creci%, interest rates were raised to real positive levels. To
improve the access of small and medium enterprises to banking
credit, the National Guarantee Fund was strengthened (with
mission to provide colilaterals to small and medium enterprises).
18. In the agricultural sector, producer prices for coffee and
T2a 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)
I1.3 Assessment of reform impact of First Year SAF and SAL I
19 The SAL I and SAF policy measures did not become effective
hefore mid-1986, yet, by the end of the year there wvere

P
indl atlons of pocltxve changes in the economy.
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Table 1. Burundi: Main Economic Indicators, 1982-87

02 mp growth rate (%) -0.4 3.1 -0.1 7.4 4.4 1.7
302 £z growth rate (%) -2.0 4.0 -0.3 7.5 3.8 4.7
Zer Capita Ccecnsumstion

srewtin rate (%) .9 -8.1 4.9 2.1 0.3 -6.8
Jeot Service (US$ mn) 11.2 12.2 17.9 28.0 32.6 47.2
2e¢bT Service Ratio (%) 10.7 12.5 16.7 23.2 26.1 43.8

Croas:i Investment/GD 1/ 13.9 17.8 18.4 13.6 13.6 19.9
Domczstic Savings/CO -1.4 0 4.1 4.7 5.8 7.7
datlonal Savings/CDP 5.3 6.4 9.9 3.3 10.1 10.0
zublic Investment/CLCP 13.5 17.8 14.5 11.7 13.4 15.7
Public Savings/CbP 0.8 -0.4 3.0 3.4 4.4 -1.4
Privata Investment/GCDP 1.2 1.1 2.7 2.4 2.4 2.4
Private Savings/GDP 4.5 €.8 6.9 5.9 5.7 11.4
Cov. Revenues/CDP 14.9 1.2.5 14.1 13.9 15.8 12.2
Gov. Exnend./GDP 27.6 30.6 25.17 21.5 22.3 25.0
Daficit/CDP -12.7 -18.1 -1il.5 -7.5 -6.5 -12.8
Current Account ($ mn) =174 -179 ~163 -128 -151 -214
Cdxy. Acct/GDP
zxcl official transf. -17.1 -19.7 -16.2 -11.0 -11.5 =-17.1
adj for exch rate .
decreciation -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.

2

In 1986, GDP at market prices grew by 4.4 percent. Domestic
iation was Xept 1low at 1.8 percent -- 1in spite of the
aivation -- since it took the 1imported goods at the new
reciated exchange rate 3-4 months to enter the domestic
ket. Furthermore, domestic prices were kept 1low as traders'
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d importers' margins were reduced due to the effect of
.creased competition. Before August 1986, all imported and
cally produced goods were subject to price controls, with
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rices set on a "cost plus" basis, thereby securing a fixed
cin to the manufacturers and traders. The cost-plus formula
couraged importers from looking for the cheapest sources of
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oly, &nd manufacturers from becoming more cost-effective. This
uation has been reversed since the elimination of most price
trolcs ha induced domestic agents to set retall prices in
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2%. iIn part due to the tariff =zrform --- ' which 1increased the
ainiamum  taxes and eliminated some import-duty exonerations--
budgetary revenues inc: eased by 20 pecrcent. The overall firnancial
pccition of the central goverament improved with the budget
Goficit declining from 7.5 percent of CDP in 1985 to 6.5 percent
in 19856. As a result, government's borrowing from the banking
swstem declined, thexeby allowing an expansion of credit to the
soivace saector.

2. The caange rate adjustment, together with price
1ib::ali::_1oﬂ, served to contain the growth of 1imports (18
percent of CP in 19386, as compared to 19 percent in 1985 and 24
s2xcant in 1984). But deve1ooments in the coffee sector were less
scsitive, as the coffee export volume fell short of the level
anticipatzd, due to marketing probl:ms. The weak export
nerformance resulted in the debt service ratio (debt service as a
Jrzoportion 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
1885 to 10.2 percent. '

22. In August 1986 the Central Bank introduced a new interest
r3te structure, aiming at ralsing interest rates (lending and
denosit rates) to real positive - levels (see Statistical
Mctachments). There was however a problem with the structure of
interest rates. As the minimum remuneration on term deposits wvas
lzsz than the maximum charge on most loans, banks were reluctant
to accept new deposits. This situation was aggravated by the lack
2f a mechanism (such as T-bills..) to mop up excess liquidity. In
Acril 1987, the rates on demand deposit were lowvered.

24, In 1987, the economic situation was adversely affected by

the drastic 47 percent £all in the world price of coffee. While
3DP growth at factor cost reached 4.7 percent, the growth of GDP
at market prices was 1limited to 1.7 percent, due to the decline

0f coffee tax revenues.

Z5. The financial program objectives could not be attained due
tc the ripple effects of the coffee shortfall. For that reason,
The ov e*all'deficit of the central government increased to 12.8
porscent of: wGDP, leading to central bank financing instead of the
nrcocgranmed 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
cercert. In the same time, the deficit of the current account
incrzased to 13 percent of GDP as compared 10.2 percent in 1986.

26. Slippages in policy implementation have occurred in the
arcas of planning and budgetary -cfoxm, due to delays in getting
the necessarzy technical assistance and the September 1987 coup
2'g2%at. The new Covernment, however, has announced its intention

9



honorIng all commitments undortaken by the former regime.

27. There have be indications of more positive developments on
zxveral froants. P:‘ce of basit commodities -- food, clothing, and
z2cic nome conzstruction materials -- have not deteriorated since
2285. The incomes o0f <farmers have improved, following the
increzse in producer prices for coffee and tea 1in 1986, and the
zlilminaticn in  1¢8 of the sales tax on food crops. It is
believal now that domestic competition has increased, thereby
Zozcing firms to look for cheaper sources of inputs (whether
Zomestic or imported goods frcm the regional market =-- see para.
2%). The currency adjustment seems to favor the development of
ncn-coflese expecrts, which benefitted from 1increased regional
@conomic cooperation, 1leading to a substantial augmentation of
manufactured exports since 1986 (about 30 percent annual growth
rate in volume).

23. Import 1liberalization appears to be effective. The World
3z2ak documents calil for a reduction and gradual elimination of
21l zxrtificiel impediments to imports: quotas, licenses, etc. 1In
che shert term, cuotas were to be eliminated immediately, and
replaced by 2@ more rational duty structure. While merchants are
50ill reguired to obtain import license and pay customs duties,
thiey anpear to be guite pleased with the reform efforts made so
far by the new Covernment, and the conspicuously plentiful stocks
0of all sorts of items in Bujumbura's shops testifies to these
eZforcs.

29. The new import tariff structure is working well. 1In the new
tariff schedule in effect today, all the basic items were listed
a2t between 15 and 45% customs duty, except for luxury items,
wihich are axed at 100%. There are still, however, some minor
nproblems. For one thing, while licenses are issued routinely for
many items; licenses for 1luxury items tend to take longer. For
example, licenses £or a number of specialty £food products are
siow in Dbeing processed: such items as dried seafood, dried and
£resh  £ruits 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 1is some difficulty in

defining what is and what is not a "luxury" item. Once the banks
ind 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 TIicense "SP", for
=ans naiement.

2also seems to be some problem with importing items
transport - petroleum, spare parts, etc. - although
omeone is able to get a license to import these items.
en sees service stations that obviously have not received
e shipments £for some time. There seems to be a system of
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siraulatiag” che pain; 1L one compieins loucdly that one has been
toes long _without license, the Cecvernrent tends eventually to
ozzola to that request. ILgain, it nay be an attempt to economize
sno lorelgn exchanga.

i, The Covernmeat of DBurdndi ha recently reaffirmed its
cemaltment to stre nguhening its fin zncial position and to
sursuing the structural adjustment initiated wunder SAL 1I.
Prenarstory worik for the Bank CAL II and the IMF Second-Year SAF
cegan in late 1987, and the program was recently approved by the
World 3ank and the IMP,
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221 ERCPCSED PCLICY REFORMS UNDER SAL II AND SECOND-YEAR SAF
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lons for balanced economic growth already laid by
tms will be reinforced by measures proposed under
and the IMF Second-Year SAF.
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. The short-term financial program under the IMF SAF \is
sigoned to <contain the overall fiscal deficit, the current
count deficit, and to avoid inflationary pressures.

a

cal objectives are to : (i) reduce the overall
rament deficit from 12.8 percent 1in 1987 to 9.7
33, with an objective of reaching 5 percent by 1991,
e domestic arrears by end-1989; and (iiil) maintaln
debt sexvice at 12 percent of central government
itures during 19838-90. To achieve these objectives,
rocram includes: (i) measures to 1increase fiscal
venues by broadening the transaction tax base (from 12 percent
15 percent), by extending the statistical tax to all imports,
by reinforcing custom duty administration to improve
collection , (ii) restriction of recurrent public expenditures on
personnel outlays, goods and services and recurrent subsidies,
ard (iii) measures to reduce budgetary £financing through the
banking system by 32 percent in 1988 and thus increasing credit
o the private sector. Broad money growth is projected to be held
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4z 7 percert a year, well below the projected nominal GDP growth
zate.

35. The structural adjustment proposed under SAL IT will
concolidate the progress so far reached under SAL 7T, but will
2lzo address new issues: the liberalization of the £financial and
labor maxXets and the =social dimencsion of adjustment. A quick
revizw 0f the policy reform areas will follow and a full policy
matrix summarizing the principal measures and corresponding
timetable is provided in the Ap pendices.
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36. Trade and Industrial Policy: the program aims at improving
thea ccmpetl“lvenes: cf non-traditional exports and import-
sibgtiiuction activities and at providing more neutral protection
STIGos  2conomic sa2chtors, To improve competitiveness, the
currency was  adjusted by 10 pédrcent in February 1988, and the
Soveznmant s cenmitted tc periodic review of its exchange rate
conlcy in llant 0f its -uternal debt pesition, and in 1ine with
—ha evelution of the rzeal effective exchange rate. The Government
12 also commitoed tc complete the on-going tariff reform and to
serove the liberzlization of imports. New measures specific to
ML TI include: (1) promuigation of the Export Promotion Decree
to revisz tTha2 exicting 2uty drawback system (rebates to imported
intermediata products used in the production of exported goods),
To set a concecesionary tax rate based on export\: performance, to
cllow marl~ting expenses incurczed abroad to be fully tax
deductible, and to simplify administrative procedures to travel
zbroad; (ii}) onrovision of assistance to exporters in marketing
2nd technical krow-how; and (iii) identification of the long-term
rzscuzcz and market potential of the country.

7. I.blic  Exgenditures Programming: during’  SAL I, the
Governuznt initiated work on the Public Investment Program (PIP)
to improve the overall allocation of resources. Under SAL II, the
Tovarnmant will adopt a rolling three-year Public Expenditures
Procran (?:9), covering recurrent and capital expenditures as
well zc teciinical asscistance) as 3 basis for rationalizing public
zxpenditazrs n:h_ch“ent. A program of institutional strengthening
vill be develcoped, geared at institutionalizing the process of
nredaring three-year rolling PEPs.

38. Public =Zintcrprise Reform: in the context of SAL 1II, the
Governnen: has clarified 1its  objectives and strategy for
intervention in the parastatal sector. The objectives include:
{i) 1initing State involvement to new activities with projected
ermonomic viability and to natural monopolies (public goods); (ii)
regquiring all parastatals to cover their operating costs and
pzrt of thelir investment costs and to make net contributions to
sublic finances; (iii) eliminating all subsidies to PEs of a
ceamercial and industrial nature. The main elements of the
ztrategy include: (i) rehabilitation of PEs when justified by
cstudies; (i11) 1introduction ¢f performance contracts for PEs
remaining under government contrxol; (iii) reduction in the size
of the sector by mergers; (iv) liquidation and divestitures; (v)

rancing by the State budget of the social objectives of PEs;
avi) trans o*mation of the 1legal framework to increase autonomy
and accounrtability and to requlre extecrnal auditing of PEs; (vii)
cemaletion of sectoral studie leading to the preparation of
ccticn plans concerning key iscues, such as prices, tariff
ies, incentives for emplovees and investors, and
ation. 1In the operational context of SAL 1II, the
ment will complete the 1legal 1ligquidation of four PEs
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) already identified under SAL I,
s with respect to a first group
OTRABU, EPIMAEBU, ONC, ONIMAC}), on
studles.

AL,-SUPQBU, SOMEZRU,
- :

e 0 e

1 to devoting 40 percent of
al sector (see Statistical
nt intends to : (i) imgrove
ed fertilizer utilization,
with production and export
efficiency of coffee exports,
eccsing che potentlal £ this rop 1in international
2nd the opportunity cost of coffee, and (iv) address the

~nd financial difficulties of some agro-industrial
{(sugar, palm oil, rice).
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Ernployment Policies: under SAL II, the objectives are to
alize the labor market, =revise the 1l2gislation on domestic
reign labor, strengthen the role of the Ministry of Labor
omote: of employment, put in place a serles of measures

at reducing costs to employers associated with employment,
sTimul Jte the development of artisanal and informal

m

L, g th Y

5 e O
1
l

9
0.0 -

(e}
t

IS
.

L]
o
&)

13 ke
w3

) 0

(SR STI= |
o

<

[T |
ot (I

W]
9]
Fae
[¢]
5]

3]

arc:al Markets: in SAL II the Government will liberalize
ercst rate structure and replace the requlatory system by
ficient instruments to menage credit and liquidity. By
mid-19389, the present system of multiple interest rates will be
renlaced by a simplified system of two rediscount rates, whereby
thie Covernment would reqularly adjust the discount rate of the
Central Eank, while letting all other 1interest rates be market
determined. To encourage the banks to accept term deposits in a
situation of excessive liquidity, the Government has approved the
icsue of Treasury bills through the Central Bank. Their interest
will be determined by an open auction system. In order to
crease competition among banks, public enterprises will be
to reduce their deposits with the Central Bank and to
vest their excess liquidity in financial assets. In parallel,

edit regulations will be simplified.
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42, 'The .Government will try to stimulate the mobilization of
domestic gavings, 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) nautritional food for malnourished children, and
(i) =z=pecial programs targeted to women's participation 1in
sroductive activitlies. The Government will also undextake
Dranzratory vork to identify specific programs 1in the followving

13



:  —l®bor-intensive components of public investments,
opmant or extension of small productive projects to be
rted by public and private donors, development of a rural
ng
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: credit program, and improvement in small scale
tion technologvy. The Coverament hasz also started an

e program to address the AIDS problem.
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. Sconomlc Impact of the Reform Package: the Wozld
Bank's Scenaxios

(3]
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To analyze the economic impact of the SAL anl SAF adjustment
e, World Bank staff has prepared ¢two scenarlos: a low-

("haze case") scenario and a high-growth ("alternative")
These scenarios are presented in the SAL II Preslident's
rril 8, 1988 (para. 93-97, pp 23-27) and supersede the

et~

~hat were reproduced earlier in the "Burundi Structural
and Davelcoment Issues: Executive Summary" document of

19¢88.
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4%, Tye base scenario was built upon the assumption of an
carual average growth rate of 4 percent of GDP at market prices,
aaé 2id not incorporate potential additional assistance that
could be mobilized under the Special Program of Assistance for
t-a low-income debt-distressed countries in Sub-Saharan Africa

e

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

1¢. The alternative scenario 1is the scenario chosen by the
Governnent and the World Bank as the objective of the structural

-

adjustnent reform. (see SAL 2 President's Report, para. 95).
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and Crowth Prospects

rable 2. Burundi: Recent Doricrmance
(dercent 2nnual Average Real Growth Rates)
______________________________ o e s hoo o o - - - e S o= =
Actual Pic~t  *%88-93
1581-84 1934-87 Rase G . Alt. Case
GZ2 ap 0.5 4.5 4.0 5.1
Gor fc 0.3 5.3 3.8 4.8
aNY w2r capita 1/ -0.3 0 1.1 2.4
Corzumption per
capita 0 -1.0 0.9 2.1

Investment 1.9 4.3 2.0 4.7
TroorEs GANES 3.6 9.3 6.5 7.6

Csfice 2.3 4.8 3.1 3.1

Ycn Ccflec 8.4 25.4 10.0 16.3
Imnczts GaNFS 7.6 -1.4 4.1 5.7
1/ CNY : Grocc National Income

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

t7. The alternative scenario assumes that the increased funding
from the "Special Program of Assistance ..." (see para. 45) will
ne avzilable and that +these extra funds lead .to greater
investment, more efficient use of capital, and a more efficient
axport promction policy. These changes, in turn, lead to a 16
sercent annual increase in non-traditional exports and ultimately
To about a 5 percent rate of growth in GDP.

=8, The analysis that follows is based on the alternative
cenario endorsed by the Covernment and the World Bank.

49. From data reproduced in the SAL Il President's Report (April
3, 1988) and in the Medium-Term Fconomic and Financial Policy
Framework document (March 18, 1988), and taking 1into
consideration the recent increase in the SAL II credit amount
{(from US$ 70 mn to US$ 90 mn), the capital requirements and
ources for calendar years 1988 and 1989 are shown below. The
inancing gap for 1988 is estimated at about US$ 25 mn (using the

-

ams format as reproduced in thez SAL II President's Report).
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Table 3. Burundi: External Capital Requirements and Sources 1/
(in millions US §)

———__..___.._-__..._—_—--—_—.——-..-—_____._—_-_._—___—_————_.__-_-

1587 1s5¢8 1989 1988-92
Czsital Roguirenments 239 324 293 1546
Current Acct Def, 214 225 233 1241
cf which interest (18) (13) (20) ¢ (100)
Amoxtization 29 30 31 : 160
increase in Resexves -9 64 25 : 119
Other Capita 5 5 5 : 25
Scurces: :
Disbursements from . :
existing commitments 211 90 60 : 225
of which grants (90) :
Tishursements (estimated) :
£rom exoected new com'ts 131 173 :+ 1021
cf which grants (105) (110) = 580)
Totzl Financing 211 221 33 -+ 1246
Financing Gap 28 103 61 300
- IDA SAL 2/ 8 60 30 2 169
- IMF SAF 18 8 : 25
- Identified_Gap 25 23 : 106

1/ see Table A.7 in Appendix for more detalls

2/ SAL II US$ 90 mn disbursed in.two tranches: US$ 60 mn in 1988
end €SS 30 mn in 1989

Source: SAL II President's Report and USAID mission estimates.

cm expected newvw commitments wvere derived from linear
trapolagion of past trends. To that extent, the only secured
ources of' financing are (i) the disbursement from existing
commitments, and (ii) the SAL and SAF disbursements. Thus the
fijancing gap (excluding estimated disbursements £from new

cemnitments) is as shown in Table 4 below.

6. According to World Bank staff, the estimated disbursement
N\



Tatie 4. 3uzundl: °1nanc1nc gap, 1968-89
in millions US

! 1988 1989

Capitalil Requirements 324 293
szcured disbursenents 168 98

freom ouistiag commitments (90) (60)

Zrom 3MAL (60) (30)

Zrom SAT (18) ( 8)
Taterin Finainci G C—\p 156 195
Tupectod dichivrsemenis 49 8

Zrom PZO (1%)

Zron Doigiua (10)

Zrom Italy (10)

from Japan/sSaudi (14) (8)

from unidentified sources 107 187
5. fThe World Bank Resident Representative in Burundi has
recently indicated that some donors have firmed up their
commitments, and new grants can be expected from FED (US$ 15 mn),
Belgium (US$ 16 mnmn), Italy (USS 10 mn), and Austria (for an
uncdisclosed amount). Japan and Saudi Arabia have committed USS 22
ma under the SAL Special Joint Fund. It is assumed that 60
nercent of thiz will be (¢’sbursed in 1988, with the remainder to
Se disbursed in 1939. Taking into consideration these amounts,
“he gap for 1988 is estimated at US$ 107 mn. It is expected that
disbursements frem grants and loans by other donors (France,

l [ 24
ln

African Development Fund,...) will £i1ll this gap; however, the
exact amount of grants and loans to be disbursed vill only be
*nown when all the donors indicate their commitments.

2. In relation to the financing requirements, Bank staff have
s=imated the debt service ratio to decline gradually, reaching

percent by 1992.
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Table 5. Burundi: Projections of Debt Service
Alternative Scenario

- . A . o - o - - - - - i - P . T - wm wm e S W= A Wn WD W G G E R e G M P M R MR TV W AR MR S T G S D T M G e R e e e o b o e e e

Sent Szrzvice ($ mn) 47 49 51 51 54 57
Arortization 29 J 31 31 33 36
Interast 13 19 20 20 21 21

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

IV ASSZSSMENT OF SECOND-YEAR SAF AND SAL II PROGRAM

iv.l1 Issuas at stake

53. world Banrk staft 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
oroblems 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 foliowing 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 coflee.

53. Exchange rate devaluation: one of the maln objectives for a
currency. adjustment is to promote exports. In the case of
3urundi, 80 percent of export earnings come from coffee exports,
which are constrained by quotas. There are also difficulties in
transpcrting the product to Indian Ocean ports. Any gain from
devaluation would thereby come from the promotion of manufactured
znd ncn-traditional exports towards neighboring countries.
Cificialiv, these expoxts currently account for about 25 percent
cf the wvalue of total exports fob. The performance of these non-

sraditicnal exports is believed to be inversely related to the
nrcizctionist policies and payments problems of the countries of
destinction. However, the reverse may not be true. Suppose that
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protedtlonipt Ddarzicrs are to Dbe brought down in neighboring
ccuntrles, =-- say as a result of adjustment reform programs to be
fcrmulated by the World Bank and the IMF -- and trade to be
liceralized, wlth every country. in tne region trying to promote
its own non-traditional and manufactured exports. Under these
circumstances, one could not say much about the growth potential
cf Burundi's exports of manufactured and non-traditional goods.

Table 6. Burundi: Structure of Exports (f£.0.b)
in millions of Fbu

-——_——_———_—_————————-———————.———--————————————--———————————-——--

1984 1985 1586 1387
CozZfee 9930 11354 17057 7175
Cothon 22 42 20 502
Tez 864 712 515 614
Hid:s g2 116 15 181
Manuzaccures 540 716 1082 1587
Gchers 330 521 482 390
- primary products (311) (505) (459) -

~ re-exports and
non-primary ( 19) ( 16) ( 23) -
Total reccrded 11826 13462 19306 10458

5:. To that extent, more work needs to be done to determine the
gociés £for which Burundi has some comparative advantage,
escecially 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
oroblem. 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.]

5. Furthermore, in terms of promoting export:s that must be
ransported to distant markets, the emphasis should be given to
nigh-valued, low bulk products (csuch as orchids, tropical fish,

c...) geared towards the EZuropean and American markets. [USAID
can provide assistance 1in studying the potential of such

56. Trade Liberalization and Promotion of Exports: The Govern-
rt has agreed to set up an Office of Standards and Measures and
urit to coordinate and £follow-up on the export promotion
gza

m. This unic will 9bprovide exporters with market

19



is:o:m ticn and techni zcsl
nould be extended bevond coor
the role o0f an indegendent '"ombudsman office" to which

al tance. The mission of this unit
1

inacion and follow-up tasks to

~.av

trzadexs and other economic dgents could go and express their
zslavances, when <they feel that the policy measures agreed upon
Dy the Government -- concz2rning export promotion as well as
imnort liberalizmation -- have not been properly implemented. As
iz olcten the case, It is =at the implementation stage that the
¢ssence and spirit of laws are violated. The composition, role
znd medalities of intervention of this' unit need to be spelled
guT I an explicit manner. (USAID cculd play an active role at
-his stage.]l

g7, Cuicdelines for Restructuring the Parastatal Sector: While
the divestiture of public enterprises, especially those that are
r5t profitable, is a major objective of the structural adjustment
relorm program, the process may take longer in Burundi than might
normally be expected. First, there simply are a 1lot of
sarascatals to be categorized and analyzed. Second, for those
2nterprises deemed saleable, divestiture plans will have to be
developed. Third, the apparent thinness of the Burundian
antredreneurial class and its lack of capital may call for a
<cradual divestiture in order to avoid any socioeconomic conflicts
chat night arise 1f foreign interests with capital became too
neavily involved 1in the private sector all at once. This will
raquira indepth, cazeful analysis.

£8. TFcurth, former public sector activities that are purchased
Sy or undertaken by the private sector may evolve into monopolies
a5 a recsult of the rather small size of the Burundian formal

sector. Hence careful thought will need to be given to the need
tc establish an appropriate policy and regulatory framework in
winich newly privatized public enterprises could contribute in a
pesitive 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 1in order
o eliminate those aspects which may be impeding and thwarting

thz development of a thriving private sector in Burundi.

. The policy prescription is quite clear: iiberalization of
& narket place to encurze ccapetition prior to privatization.
ithout this element the divestiture may reduce the government
udget deflcit, but fail to produce increases in productivity and
oncmic efficiency, two important cbjectives of divestiture.

cFr i
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In summary, to ecase the budget strain in the short run while
various studies are being conducted, subsidies to non-
tegic public enterprises =<should be reduced or eliminated.
public enterprises that zre likely to remain in the public
should be given more autonomy through performance
cts. in the 1long run, the government should create a
2and less oppressive regulatory environment which will
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10w the private sector to expand. Further diagnostic studies
ed to be carried out, on a case by case basis, for the 60 or
re public enterprises in Byrundi; in 1light of these results,
th

IS IR

opriate action plans can then be prepared, fully consistent
the guidelines presented zbove.
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nal Debt Management: in 1987 the external public debt
mped to US$ 47 millions as compared to US.$ 33 millions
1986, representing nearly 44 percent of earnings from exports
goods and non factor services. This situation was due to a
'"'nching of nmaturities coming to term, and a decrease in coffee
“=czxt earnings due to price volatility. The government
ndexrstands the cerious nature of the external debt issue, and
25 accecrdingly set up an interministerial committee for the
of the debt. However, there are some weaknesses that
need to be zddressed. Debt statistics are not centralized, and
the debt aggregates reported vary between institutions. The
importancz of strengthening this committee should be emphasized,
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a@s Burundi is now 1in the process of contracting huge amounts of
loans <£from foreign agencies. Given the limited absorptive
capacity of the country, excessive borrewing 1in the short-term
will result in a build-up of reserves and/or more imports of
corsumar goods, with no positive 1impact on the productive
struccure of the country. In the long run, given the constraints
faced by Burundi's exports, one 1is not sure whether future

t

anortization and interest payments on debts contracted today
would not constitute 2 formidable strain on the future flows of
foreign exchangs earnings. This «critical situation could be
fJ'“Fe:mcre exacerbated by the difficulty to rescheduie Burundi's
Gest. Given the "preferred creditor status" cf the World Bank and

the IMF -- the main lenders in Burundi --, it is not likely that
tae Government could obtain a rescheduling of the amounts due to
these institutions. [To that ‘"extent, there 1is a definite

respensibility for USAID to alert the Government and foreign
donors of the possibility of an exploding debt burden.]

€2. The Budget Issue: one of the tenets of the so-called
"cequencing" argument is that not much else can work 1if the
buéget remains seriously out of control. The latest projections
are for a revenue shortfall of 10 billion FBu out of expenditures
of 20 billjon, or a 33% deficit (to expenditures) and a 16%
aficit to GDP ratio. World Bank projections 1in the SAL II was
for about a 9% deficit to GDP ratio. Unless expenditures are
brought - under control, this deficit problem ccan hamper the
adiustment program.

fu

€3. Export 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 Zor the country, they tend to place domestically produced
aunort c¢oods at a comparative disadvantage relative to the rest
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b world. As a general rule, therefore, export taxes should

cI Lhe

Se rebated. g

s<. Orne excention to this zrule, uomev;-, is in the case of
aM2crts of a product whese export level is rsgulated as par:t of a
carcel agrezment. In 1ight o0f the <coffee quota imposed on
Zuzundi, currently at about 26,000 tons, it makes economic sense
Zoxr the GR3 to «replace the so-called Fonds de Stabilization,
waich, i1n eiiect, collects excess revenues from coffee sales,
with an export tax. The reason an export tax 1is not harmful to
Burundi's coffee exports is that numerical quotas allow the
ewnorting country to capture a monopoly profit not available in a
comneticive environment. The export tax merely redistributes the
exccss income from coffee sales from the producers to the
covernment. In cont:ast to the implicit taxation by the Fonds de
Stabilization, th expert tax has the advantage of Dbeing
txansnarant, efflc ent and easier to monitor. The size of the tax
s3nh2uld e the differznce between the world price of coffee,
sunracsed in F3u at the official rate, and the normal cost of the
coffee at the point of exit £from the country. [USAID could
Initiate p:epar::ory werk on this issue.]

iv.2 2esessnent of IBRD's macro-economlc projections

52. is mentioned earliexr, the World Bank's alternative scenario
reflz2czted the Covernment's overall objectives of a 5 percent
annuzl GDP growth allowing for a positive per capita consumption
growth. Given these objectives, several strategic variables
(inter alia, the wvolume o0f required imports, the required
investment level, and the burden of the external debt) were
endcgenously cderived from the projection model. These variables
2im et providing a guantitative assessment of the reform impact

or. the ecoromy. Here again, the conclusions reached by the World

€S. While the projected 1import reguirements appear to be
realictic, 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, mcre resources need to be
invested to support GDP growth than the level estimated by Bank
staff (see Appendix), and ceteris paribus, 1less should be
available for consumption. Consequently, the claim made by the
World Bank of a positive per capita consumptinn growth rate of
2.4 percent may not came about. Furthermore, the additional
investment need to bLe financed, either by the private sector or
through the budget. The second option 1is not likely, given the
c¢izcipline imposed by the IMF SAF. The private sector will have
to carzy ocut this task. Private financing of any additional
-rvcstnent will be contingent on an adequate level of savings and
cn strictad access to credit. These considerations strengthen

)
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+he cace—~feor the liberalization ¢f the £inancial sector.

7. Zxternal debt sexzvice: the DBank's projections showed a
4~:-1n1ng debt service ratig, based on assumptions of exports of
G&NFS growing in volume at 7.6 percent per year during the 1988-
92 period, on the basls of a 3.1 percent annual growth for
coffee, and 16.6 percent for non-coffee 1items. The bulk of non-
coffee expcrt growth would originate from manufactured and non-
traditional exports, slated to progress by about 25 percent per
vear over the projection period. Coffee prices were assumed to
recover by €.5 percent per year until the end of 1989, and
stasilize at around a 2.5 percent growth thereafter. For most
nocn-coifee exports, prices were assumed to grow in line with
nternacionzl inflation, at about 2.5 to 3 percent per year.
8. The rationale for a 15 percent volume growth rate per vear
for non-coffee exports lies in the 1low base from which they
starta2d, and in the Covernment's active export pzromotion,

liberalization of trade and exchange rate adjustment measures,
with a wview to increase regional trade. However, in light of the
curzent (or anticlpated) adjustment reforms in nelghboring
countries ~- entailing similar trade liberalization and currency
depreciation policies =-- there seems to be no clear basis for
such sustained growth. While such performance remains credible
v.thin the time frame defined by World Bank staff (1988-92), it
fz unlikecly that such growth will continue beyond 1992. On these
grzounds, the declining debt service ratio shown by Bank staff may
not decrease Dbeyond 1992, especially when the country will start
TG pay tack lcans committed today.

From cdata presented in the SAL 1II President's Report, IBRD
jacted debt service ratios for the 1988-92 period can be
licated and extended to end-1997. In sensitivity analysis case
+» exports of non-coffee goods and NFS are projected to grow at

percent per year In volume in the 1988-92 perlod (in
nformity with the Bank's alternative scenario), thereafter
2zcreasing to an annual growth rate of 10 percent (instead of the
perxcent projected by World Bank staff). On the basis of such
sumptions, the debt service ratio sets in at an increasing
end, golng from 27 percent in 1992 to 30 percent by 1993 (see

Dend X ).
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In sensitivity analy=zis case # 2, it was assumed a £flat 10
cent growth of non-coffee exports over the entire projection
iod 1988-97, ceteris paribus, would 1lead to a debt service

0 of 35 pearcent by 1997 {see Appendix).
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Tahle- 7. Burundi: Projection of Debt Service Ratio
Sensitivity analysis

= = v =~ D W T M e = e e e S e T e Y MR S M TE R R T R MR W G ER AR A M e e . -

Projected Debt Service in US¢ mn 1/
225t Sexvice ($) 47 49 51 51 54 57 17 97
Amsritizaticn 29 20 31 31 33 35 51 64
Interest 18 19 20 20 20 21 26 33
Debt Service in proportion of Exports of G & NFS (%)
32se Case 2/ 44 38 34 32 29 217 n/a n/a
Sensitivity analysis
Case I 3/ 14 38 . 34 32 29 27 29 30
Sansitivity analysis
Case II 4/ 44 33 36 33 32 31 33 35

e - v S v e e G G e e M S ) M M M Gt S G W MR GG G s A L M SR MR D G G GRS e W M A S D G WE P e S D em

1/ : including additional debt =service derived £from recent
auagmentation in SAL II credit amount (US$ 70 mn to US$ 90
on).

2/ : IZRD prcjections ("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.

71i. As evidenced by the previous analysis, the burden of the
extarnal debt is quite worrisome. The whole issue should be
monitored closely by the newly created interministerial committee
on external debt management. The implication 1is clear: contract
nev lcans only when necessary -- even on concessional terms--
and as much as possible, orient 1loans towards £foreign exchange
genrnerating activities.

v. CONCLUSIONS AND RECOMMENDATIONS

72 The Government of Burund: has complied with most of the
prcovisions of SAL I and the First Year SAF. It has furthermore
indicated its commitment to comply with provisions formulated in
SXL II and the Second Year SAF. .

72. To reinforce and complement +the current reform program, it
is reccnmended that USAID consider assisting the Government of

24



Burundi in the fcllowving 2reas:

- Promctiorn of non-twaditional exnorts: through financing
study 0f the direction of trade flows betwveen Burundi and its
2gional tradlnq partners, including the estimation of Domestic
@source Cost for main exportables £from these countries, in
crder to dete:mine the long-term growth potential of Burundi's
rnon traditional exports at the regional level. USAID can also
provide assistance in studying the potential of small projects
aimed at exporting to the Evronean and American markets;

- Trade iiberalization: USAID can reinforce trade
liberalization by pzoviding assistance in the establishment of an
"cmbudsman office" to serve as a vehicle for traders to air their
Grievance and seek relief;

- owternal Debt Managemen*' USAID should warn
the Coverrnment and foreign donors of the possibility of an
exsicding céebt 51uuaulon,

- 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
modern sector in making the transition from rural to urban
by a program c¢f planned vrban growth that would help avoid

squalor conditions that so often accompany urbanization.
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APPENDIX I

ICOR and Derivation of the Required Level for Investment

The ICOR (Incremental Capital Output Ratio) measures the
investment needed for a unitary increase of the GDP. As
ch It indicates the e¢eificiency c¢f investment. A high ICOR
rresponds to a3 situation of waste where investment resources
2 bein
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ng cdevoted for non-prolductive uses. A decreasing ICOR over

tinme points to an amelioration of the situation.

The ICCOR derived from the evolution of GDP and investment in
the Hunh'" rojaction exercises fall into the range of 5.7-5.3
for the basa scenario, and 4.7 - 4.2 in the more optimistic
alternative scenario (see Tables below). Compared to past levels
{3 - 6), the above estimates point to a more efficient use of
recources, in line with the spirit of the on-going reform.

While the ICOR range assumed for the base case does not
praszent any problem, it should be stressed that, 1in 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
stbctantial national effort, that may or may not be forthcoming.
Under the c1rcumgtanc s, prudence <calls £for 1less lmpressive
rerformance. It would be more realistic to retain a constant
level of 4.7 over the flve vear projectlon period. On this basis,
investment can be projected to increase by about 6 percent per
vear -- instead of the 4.7 percent assumed by World Bank staff-
- thereby accounting for 21 vpercent of GDP by 1992, instead of
zhe 19 percent projected by che Woxld Bank (see Tables below).
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Cexivation of Cept Zervice Ratio
Uncexr Alternative Assumptions.

Thz BRanlk's projections <chowed a declining debt sexvice
ratlo, based on ecsumptions of a2xports of G&UNFS growing in volume
at 7.5 percent rpexr yvear during the 1988-52 period, on the basis
0f£ a 3.1 nercent annual growth foxr coffee, and 16.6 percent for
non-cecifze ltems. 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
paricd Coiiece prices were assumed to recover by 6.5 percent per
vear until <the 2nd of 1989, and stabilizing around 2.5 percent
thergafiter. For most non-coffee exports, prices were assumed to
qrow in line with 1international inflation, at about 2.5 to 3
S2rXCent DR2r year

While coffee export growth rates are 1in 1line with the
aistoxical prcduction potential of Burundi, the projected
evolution of non coffee 1items =should be reexamined with more
cauticn. The rationale for a 16 percent volume growth rate per
vyear fcr non-coffee exports 1lies in the Government's active
2xport oromoction, 1liberallzation of trade and exchange rate
adjustment measures, with a view to 1increase regional trade.
dewever, in reference to the current (or anticipated) adjustment
reforms in neighboring countries -- entalling similar trade
liperalization 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
Wcrld Bank =taff (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
ceyond 1992, ecpecially when the country will start to pay back
loans committed today.

Voxking with data Eroa the SAL [T President‘'s Repoxt, we
have replicated 1IBRD 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
vear Ln volume, with coffee prices growing by 2.5 percent
annually. In our sensitivity analysis (Case # 1), exports of non-
cocfice 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
2lternative scenario), thereafter decreasing to an annual growth
rate ¢Z 10 percent (instead of the 16 percent projected by World
Bank staff). The non coffee exports 1in real ter~s are then
converted into current price series through the international
inflation index series. The debt service figures for the 1988-97
neriod were provided on request by World Bank staff. On the basis
o2 such assumptions, +the debt service ratio reverts to an
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increasing trend, going

19¢97.

from 27 percent in 1992 to 30 percent by

K

Assuming a £lat 10 percent growth of non-coffee exports over

projection period

1988-97 (sensitivity analysis case

the entire
2), ceteris paribus, would lead to a debt service ratio of 35
pexcent by 1997.
Burundi: Projection of Debt Service Ratio
Sensitivity Andlvsis
1987 1988 1289 1990 1991 1992 1995 1997
pebt Service in proportion of Exports of G & NFS (%)

Case # 1 1/ 44 38 34 32 29 27 29 30
Cace & 2 2/ 44 39 36 33 32 31 33 35
1/ 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

1988-97 period.

growing by 10 percent per year over the
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APPENDIX III
THEORETICAL ANALYSIS OF LIBERALIZATION

nwicroeccnomic Theory

In this section we will use simple microeconomic models to
n2lp us study the (negative) effects of various market
2istorticns and imperfections on economic participants.

The fundamental unit we will deal with is the market. A
ariat is defined to be a set of participants who come together
co buy and sell a product (good or service). Now, this market
ay te of several varleties depending upon how many participants
here are cn each side of the market and whether or not outside
nherities impose certain restrictions on the market.
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The two paradigms most often ztudied are the cnes 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 sice, consists
of many participants and the other side has just one participant,
called a monopolist. The first model is known as pure or
perZect 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
Ceterministic; we know preciszsely the optimal outcome in the
market, 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 less satisfaction to the consumer.
This assumption is known as diminishing marginal utility.

The supply, or offer, curve represents the quantity of the
prcduct that will be supplied at each price. 1Its upward slope
reflects the fact that additional unit supplied become
increasingly more expensive to produce. This condition 1s krown

s 2iminis marginal product of participants of production.
¥e might also think of this upward slope as reflecting increased
unit costs of partlcipants as they must be bid away from other

i
nazkets.

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
urit demanded, the price rises for all.-units traded, and for each
cdditional unit supplied, the price for all units traded
cdeciines. It can be shown that equilibrium in the competitive
maxrket occurs a%t quantity Qe and price Pe, where the supply and
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damand curves intersect.
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by a monopolist, however, (Figure
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This recognition of market power is reflected in what is
led the marginal revenue cuzve and it lies below the supply
Market equilibrium now occurs at the intersection of the

curve and the demand curve. We see that the monopolist
\arges a higher price, Pm, and sells less, Qm, than in the
moetitive case. Note that the monopolist charges the price on

~

demand curve at which Qm will be demanded.
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To see why the monopoly solution is less than optimal, we
introduce the concepts of producer surplus and consumer

In Figure la, the 2rea of triangle XYPe is called the
surplus and cccurs because all units are traded at a
ow which they would have been traded if supply wvere
d. The area YZPe is called the producer surplus, and
tha fact that producers zeceive more for their goods, on
than at lower levels traded.
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can sce that the sum of producer and consumer surplus is
under competition than in the monopoly case; the
nce being the so-called "dead-welight loss" contained in
e YAZ. The reason for this loss is that the monopolist,
o choose the level of market transactions, imposes a
istribution of surplus from the consumers to himself so as to
maximize his producer surplus. The producer surplus is now the
area cof trapezoid PmYZW. Note that the producer actually loses
the surplus in triangle BAZ, but gains that contained in
rectangle Pm YBPe, his gain exceeding his loss. Since the wvhole
surplus pie is smaller than under competition, and the producer
has increased his slice, the loss of consumer surplus ls greater
~4an the gain in producer surplus. This difference is the dead-

weight loss.l
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It should be noted, however, that this analysis lignores

1
the effect on other markets of the reduced supply in the monopoly
marke*. Since the monopolist uses less factors than in the
competitive case, more factors of production are available at
lower cost ia the rest of the economy; that is, the supply curves
A 21l other markets are pushed to the right. Stiil, it can be
chown that, if we assume homogeneous actors, the first best
sslution is foxr all markets to be competitive.
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The amalysis presented here provides a rather robust model
ts vnderstand the effects on the Burundi economy of the various
coaditions of the SaF and tac Sals.

ttarlat Distortlions and Imcerfections

u the analysis precscnted in the preceding sectlon, let
ate the efficiency losses caused by various market

1d imperfectlions.
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By imperfection, we mean any factor, internal to the market,
<hat moves the market away from the ideal of pure competition. A
so0-called "natural moncpoly", in which the market is too small to
mere than cne precducer, is an example of such an
ticn. W¥e saw above the effect a monopoly has on market
iam. Another example. of an imperfection 1s the presence
nai’lties, external or "spill-over" eifects that are not
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A distortion is any external constraint on the normal
fupotiening of a wmarket that canses the aquilibrium position to
be other than that under pure competition. An example of a
disterzicn Lo 2 Laoer udfa, '

To 3ee how various distortions affect market equillbrium,
sze Flgure 2. An import quota is a numerical limit to the
cuantity of a product that can be imported into the country.
actually, any ligitation on the free importation of products --
limict cd licenzing, for example -- has the same effect as a gquota.

When choosing between a straight tax on imports and
rtificial impediments, such as quotas and licenses, the tax is
alwavs preferable from a purely.economic point of view. For this
rezszon, the World Bank has called for rapid elimination oZ these

non-tax impediments to impo:ts

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
inporter profits from his monopoly power by raising his price
above the equilibrium price (Figure 2a).

Mow, If the importer is also the supplier (Toyota, for

example), then the two entities have an incentive to transter
fcreign exchange out of the country by invoicing imports at morxe
thar *he world price for the product. In fact, the foreign
exporter can capture all of the excess demand by billing the
imoortaer for the entire amount of the excess. Thus, numerical
cuctas oa imports can result in a dead-weight loss to the
imnozting country and a net gain to the exporting, country egual
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S the shaded arca in the figure.

(3

I1f the object iz to reoduce the demand for foreign exchange,
import tariff in the amount 0f the dead-weight loss will
rate revenue for the government in that amount per unit, and
xchange demand per unit will egual the world price
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1ze Zk)., In this case, the loss to consumers is passed on to
govarnnent of the importing counhtry and not to forelgners,
se came shadad area as before is now tax revcnues hto the
imperting ceountry.

¥hile an iuport tax 1s always preferable to an import quota,
it can be shown chat an export quota and an export tax are
1ivalent To sea why this is o, realize that the quota raises

Y
\.~‘ -V an

the world grice above the equilibrium price without quotas.

Uow, 1f each of the countries in the prcduction cartel imposed a
tax equz) to the diffcrence between the world price and its
domeztic cost of precduction, domestic producers would be willing
to produce no more than the guota limit. Thus, ocutput is the
came 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 caze is that the tax redistributes the gains made vy the
caztel frem the producers of the product to the government of the
procducing country. There is, however, no transfer between the
exporting and importing countries.

Anotiaecr important example of a market imperfection is the
case cf gublic 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 orx
production.

For example, an individual would not likely bear the full
cost of protecting his house from fire; however, since his
neighboxs 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
3lso. Because of the shared nature of this type of good, they
are referred to as "public goods". Other examples are national
Czfense and public parks.

In the case of a public ¢ood (Figure 3a), the way to
visualiza it graphically is that the individual demand curve does
not incliude the benefits to others. 1If it did, the (market)

demand curve would be greater than the sum (horlzontally) of the
individual demands. Thus, the market.- demand curve, including
social benefits, Dw, would be to the right of this sum, Di. Then
=ctal consumption would be at a higher level and producers would
e cfferes? a highzr price. Therefore, the presence of external
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senefits Tedds to undsrconsumption of the good unless sone
method, such as public financing, is found to provide the good.

In the case of external hads, such as pollution (Figure 3b),

the problem is that the ccnsumers may not pay the full social
ccst of their consumption. If producers are allowed to spill
effluent intc a river withouvt incurring the clean-up costs or the
coztsz to thcse who get sick ¢r can no longer £ish the river, then
Z00 nuch of the procduct will be ccnsumed frcom society's point of
v The nrivate supplyv curve, Si, does not reflect the true,
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marcinal cost, Sw. The eguilibrium level of transactions
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POLICY IMPLICATIONS FOR THE FOREICH SECTOR.
Why is Exchange Rate reform needed?

In much of the developing world, governments maintain
ztificially low exchange rates. This is often done in the,
mistaken, beliesf that the country will improve its balance of
pavmaents problem. The purpose of this section is to demonstrate
why such a policy is both futile &aiid counter- productlve.

{u

L34

art wi tn, let us apply our microeconomic framework to
n exchance sector (See Figure 4). Foreign exchange,
ther good nas a supply and demand function. The

is a zo-called "derived" demand, in that people want
n exchange because it enables them to buy foreign goods.
h any other good, the demand for foreign exchange falls as
ice increases.
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The supply of forelgn goods is the reflection of foreigners'
2emand £for our products. As the price of foreign exchange rilses,
the price of our currency falls and foreigners will want to buy

nore of our products.

Nowv, 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
beiow 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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Cne pfoblem that sometimes cccurs is that countries, such as
in the CFA zone, auct peg theizr (ccmmon) currency to
currency. If domestic irnZlation, caused by a reduction
due to war, feor e\ﬂmule, i5 higher than that elsewvhere,
eyporc-producta become relatively expensive and there will
xcaess demand for foreign exchange.
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One =olution to the problem, so long as the country is
sermitted indecendent f£iscal policy, is to subsidize exports and
mgose an equal import tariff just equal to the difiference

tetween the equilibrium price and actual price of foreign
exchange. This makes the price of one dollar's worth of imports
cgual to the pegged price plus the duty, which equals the
equilibrxium price. The price of our exports to foreigners equals
the, overvalued, price of our currency less the subsidy, which
aczin ecguals the equilibrium price. Therefore, we conclude that
a pegged exchange rate regime can be made equivalent to a
Zlcating exchange rate through a regime of moving import tariff
and <jual export subsidy.

Let us nov investigate why countries often adopt policles
that actually wvorsen their balance of payments situation. Ve
11 start with the various arguments usually made in favor of
excnange controls and then explain why each argument is illogical

economically.

1. One argument against exchange reform is that it will lead
o & Elight of capital from the country.

fui 8
{

1n £2¢E, widerpricing £6reign €xchange actually contributes

to_this fllgit. This undervaluation of foreign axchanga €r0v1dan
a disincentive to turn over foreign exchange earnings

Centzal 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

orevents it.

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

substitutes.

The main fallacy of the inflation argument is the fallacy of
the argument ignores the fact that inflatlion is

comnecsitcion:

orimarily a monetary phenomenon. So long as monetary aggregates
dc not grow fastez nndexr the devaluation regime, devaluation's
nest ll}ely impact is aeilattionary. This is because export
exmansicn will actually rncrease GDP, which means that the same
cuantity of money is chasing a larger guantity of goods.
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nroblem with the impoverishment argument is that the
r urt most by nigher import prices are consumers of
or-s, and these tand not to pe the poorest in the country to

n with. In any event, a better solution to adverse impacts
e
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higher iaport prices is through some sort of incomes policy,

“ exchange controls.,

. Another argument against devaluation, and one which has

nerit im it, concerns a country like Burundi, whose primary

product is controlled by an international export quota.
(equilibrium) demand for Burundi's cheaper coffee wvere to

noticecbly as = result of exchange rate reform, the quota
imi:z Burundi's potential foreign exchange earnings.
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s not at all clear that Burundi needs to be
J vzt guota; it's coffee exports represent only a

tio the world's production and a compelling
argument could be made for Burundi to leave the cartel, or at
lezst cheat. In fact, however, Burundi is not currently meeting
its quota, so that some expansicn of coffee exports would occur
in any event. For a more detailed discussion on coffee see the
supplementazy materials in the appendix.

o
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cht 21so £ind, as a result of exchange reform,
marke-s for cther products. In particular, a more realistic
cxchange rate cculd result in considerable expansion in Burundi's
sorder trade. See the supplementary materials in the appendix
sor an outline of a possiole study of the effects of exchange
litaralization on border trade.

- . . )
burundil nicght

There is also the problem, for land-locked countries like
Zurundi, of transporting exports to wvorld markets. Some
accommodation with the neighboring countries might be arrived at,
making it possible for Burundi to increase shipments. Aagaln, the
World Bank might play a role in this effort and in improving
3urundi's links to the outside world through loans to those

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
c+:11 trade in the Black Market because 1it's more convenient.
The easiest response to this argumen: is that -the
egquilibrium rate, by definition, includes a premium sufficiently
lazrge to encourage people to turn in thcir foreign exchange at
the Central Bank and to discourage their demand for foreign
cxchange until the gquantity supplied equals the quantity
deranded. Generally speaking, so long'as there is any
enforcement of exchange rules, the pzremium will be very slight

ovar the Rlack Marxet rate.



5. §IHally, it is argued, devaluation will worsen Burundi's
Yulicetary problems by forcing the GOB to pay more for foreign
2 7hange than before exchange liberalization.

S

T"his is, in fact, the real reason governments opt to
cvervalee *heir currencies; they can get foreign exchange "on the
chaazg'". The fact is that this is a myopnic viev of the world that

ignoraz the long-run imgpacts of such policles on fcreign trade,
export production and expansion of the modern sector of the
econony. It is rot by accident that those countries do best that
rzoulzte least. '

Al 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
exchange 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 for this is that it takes some time for
eccnonic entities to react to the change in the exchange rate.

Zxportexs don't immediately expand production to reap the
ded benefits of the higher exchange rate and buyers of the home
untry exports are able to buy the same number of units for less
reign exchange than before devaluation. Thus, foreign exchange
arnings may fall temporarily following the devaluation.
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On the demand side, importers may have to fulfill contracts
anéd 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 situatlion of the country. In fact, if domestic
oroducers 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 a country engaging in
substantial devaluation of its currency to proceed slowly in this
direction. Rather than attempt to bring its currency immediately
to the frze-market exchange rate, it might want to devalue only
ore or two percent per month until the (projected) long-run
Zcrxeign cuchange rate is achieved. .
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4s we polnted out earlier) the gains from a free-market
c2eign exchange system far outweigh any benefits from a system
£ regulated rates and exchange controls.

O rh

On the demand side, a regulated foreign exchange rate system
reans vhat the guantity of forasign exchange demanded far exceeds
that availakle. In order to remedy this diseguilibrium
situztion, axchange controls limiting the sales of foreign

euciance must be pronmulgated. Under the new reform measures of
the %World Bank, however, such controls are to be abandoned.
These rcformz, in effect, dictate that Burundi adopt a free
fcre2ign a2xchange narket.

On the supply side, undervaluing foreign exchange overvalues
éomeztic currency and discourages foreigners from purchasing
local products. For exporters of tangibles and the producers of
inmport substitutes, a properly-valued foreign exchange means a
higher price for their products, as measured in domestic
currencyv. Since each unit sold by exporters receives the world
nrice, and each dollar earned fetches more when it is converted
into local currency at the Central Bank, exporters are better
0fE, So tco are those employed by export manufacturers, who will
expand thelxr production and bid up the price of thelr labor.

Turthermore, since export producers receive the free-market
value for their foreign exchange earnings, there is no incentive
to =ell foreign exchange in the black market. Similarly, those
wvho produce import substitutes receive greater effective
orctecticn 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 llberalization on
cross-border trade. It is somewhat hard to know how large that
trade 1is, but our quess 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 soll 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
ar=2a £or USAID support.

A second study needs to be cGone on the consequences of
exchance 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

&1



ectablishes the price for coffee at each stage of production.
{See Bucknall Report for a detailed discussion of this system).
The difference between the final price, earned by the BCC, and
_ne cost to the BCC is creditéd to the fonds de Stabilization,
winich ostensibly is used to finance losses wham the world coffee
orice is below BCC's cost.

Followving exchange rate reform, one would envision a

vin fall nrofit to 2CC as its local currency earnings far exceed
the cost of coffece. This "tax" on coffee exports represents a
net cain to the government and could be used to assist the

sovernment in its f£inancing. 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
n “nd borrowing rates to the same level and to make all

l2nding 2
rates the sare,.

To understand how this will lead to greater efficiency, it
is useful to thninkx of the money market as one thinks of any other
market with the price of money equal to the interest rate. The
equiiibrium rate is, therefore, the rate at which money demand
and moncy cupply 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 somewvhat 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 cf prcjects -- agricultural loans getting ore 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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BURUNZI: Debt Iadicatars, 19§7-97
in aillione of SOR

1337 1388 1553 1330 1991 1932 1593 IEL] 1535 1398 1937
Froa Existing Cosaitaents (Ead-1987)
DISIRETNINTS 35.0 63.3 42,6 K} 1€.9 6.2 2.7 1.3 0.3 0.0 0.9
AYIITIIATION 2.4 221 22,4 22.2 23.6 25.1 26.0 26.4 27.0 23,4 5.9
ITZARETE 13.9 13,5 13.3 13.40 12.4 11.3 11.2 10.7 10.1 9.6 9.3
TIST Soavilz 35,3 2.6 35.7 35.1 36.1 37.0 KY 37.0 3r. 28.0 5.4
NET FLINS 32.% 43.4 a2 9.0 -5.7  -18.¢ -22.3 -25.1 -26.8 -26.4  -Z5.9
Froa Nev Coamitcents {1938-97)
73,7  1£3.% 87.7 14¢.7 £9.5 189.2  1it.6 1343 126.8 125,214
28,5 I3.2 72,0 3 10L9 4 1138 127,00 128.8 120.9  123.9
2.9 R 0.9 0.0 0.0 0.0 0.9 7.1 9.1 11.2 19.0
02 0.3 1.0 8 2.2 3.0 3.8 6.2 8.1 10,0 14,0
0.2 8.3 1.0 A 2.2 3.0 4.6 13.3 17,2 21.2 3.0
28.3 £i.3 72.0 83.9  191,8  1d4.1  18.8  120.0  119.7  109.8  104.9
Charges fros Additicnal SAL Coamitaent
15.6 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.9
0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.9 0.9
0.0 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1
Total
COITIENTS 7.7 203.3 87.7 149.7 §9.5 159.2 11,6 194,3 126.8 135.2  l44.2
DISSURGENENTS 113.5 1324  li5.8 15,0 1187 1203 12,3  128.3 129.t 120.9  1Z8.3%
ARCATIZATIIN 22,4 22, 22.4 22 22, 23.1 26.8 33.4 6.1 9.6 44,9
[NTEZSTS 14.1 14.0 14.4 14,6 14.8 14,9 15,1 17.0 18.3 19.7 238
TERT sERVICE 36.9 35.1 36.7 6.9 23.4 40.0 41.9 30.4 54.4 53.3 59.8
WZT FLENS 9.1 1113 3.2 92,8 35.1 95.2 96.3 94.9 91.0 €1.4 73.9
Scurce & {923, Dopartaent AFICO.
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- 1397 1522 1993 1959 1331 1992 1993 1394 1998 1996 1937

frea Existing Cozaitasats (End-1987)

llispReIaNTs 109.9 29,9 3.9 41,2 3.7 4.8 3.2 1.8 0.4 0.0 0.0
2 5.0 3.2 3.7 30.3 31 23.5 36.7 37.3 38.2 40,1 36.7
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K 9.3 1.2 12.4 -%.4  -25.7  -31.§ -39 - -d0. -IEJT
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! T 0.3 0.7 1.4 1 3.1 4,2 3.3 8.8 11.5 14,2 19.9
0.3 0.7 1.4 2.1 3.1 4.2 6.6 18.8 24,3 30,0 46.7
6.9 72.3 99.0 116,5  142,7  161.3  168.0  169.7  163.3  155.2  148.3
Charges froa Additional SAL Cosaitment
JISTYRSZNENTT 20.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
SMZRTIIATION 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
T 6.0 0.1 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2
Total
181.8  277.7  120.5 20,9 1254 2281 157,88 281 179.2  19L1 203.3
45,9 182.3  159.0 159.7 “186.4  170.1 1744  18l.4 182.5 1710 175.2
29,0 20.2 20.7 0.3 3t 35.5 37.9 47,3 51,0 53.9 £3.5
13.2 19.1 19.8 20,3 20.7 21,1 21.3 24,0 23.9 21.9 23.4
2237 IRUCE §7.2 43.3 30,3 5.1 33.8 56.6 39.2 1.3 77.0 83.8 6.9
NIT LT 117.8  132.1  128.2 128.9  123.3 1346 1365 1342 1315 U101 1116
vzno Ifes
iR lTEnd 1,293 1,388 1.375 1,399 1402 L4140 L4140 1414 L4l 1414 L4l

Couore s 1272, Denzrtaent AF3CO,
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Table I.l: ODP by Iadustrial Crigin, at current prices
(in billjons cZ Fbu)

- D G v S G S L MM A G G S D G WS G SR D B M mn B W G Gt e D P M e P M S W WE S G W GG G S G AR D MR D A S WS ED GRS S e . -

1983 1984 1985 1986 1987
Priaczy lactox 53.483 64.59 77.66 80.98 84.05
c/w Zupcrt Crops 5.81 4.74 5.60 6.41 6.72
3w Totd Crons
Seconcary Zector 14.58 14.87 16.41 18.53 na
c/w Mznulfacturing 4,51 5.36 5.61 6.50 na
Txzroiary Sector 25.583 27.96 32.13 34.81 na
o/ Zuklic Admn 11.92, 14.05 16.13 17.86 na
SCP ac TFaccor Costs 94.04 107.42 126.20 134,32 84.05
Mat Indirect Taxes 6.62 10.75 12,59 14.49 -84.05
CD? at Market Prices 100.66 118.17 138.79 148.81 na
Tacle I.2: ODP 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/w Export Crops 2.28 1.67 2.24 2.29 2.25
c/w Tood Crops 12.86 12.58 13.25 13.68 14.05
Secondary 3Sector 4,22 4.52 4.75 4.91 5.16
o/w Manufacturing 1.44 1.66 1.94 1.96 2.03
Tartiaxvy Sector 5.99 6.31 6.38 6.60 5.15
o/w 2ublic Admn 1.66 1.66 1.69 1.74 1.92
GDP st Factor Costs 27.54 27.26 28.87 . 29.82 31.22
Nzt Indizzct Taxes 2.41 3.58 3.28 3.7S 2.96
CD? at #zzXket Prices 29.95 30.84 32.15 33.61 34.18
52
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:i. Table II.1: GDP by End-Uses, at constant.1970 prices
ol

o - +.: (in billions of Fbu) .

1983 1984 1985 1986 1987

;DP at market prices 29.95 30.84 32.15 33.61 34.18
Resource Gap - 2.57 ~ 2432 1.18 1.30 na
Imports GNFS 5.77 6.23 5.53 5.52 na
Exports GNFS 3.20 - 3.91 4.35 4.22 na
Tot21 Expenditures 32.53 33.17 33.34 35.20 na
Consumption 26.24 - - 28.32 - 29.19 - 30.08 na
Public 3.28 3.24 3.30 3.76 na
Private - 22.96 25 08 25.89 26.32 na
Investment 6.29 4 85 " 4,15 S.12 na
Fixed Investment 5.04 4.74 4.31 4.83 na
Public 4,39 - 4,01 3.58 3.94 na
Private 0.65 0.73 0.73 0.89 na
Change in Stocks 1.25 0.11 -0.16 0.29 na
Domestic Savings '2.70° 1.44 1.50 2.78 ° na

TET DA S MR O S AL R G S D A S S D D D G D D D D G G D D WP VD G aR D D D WD G Y G S G D D S D W T P G G2 G N D D ¢ G W O G5 Y G G R e S =

Table IX.2: GDP by End-Uses, at current prices
(in billions of Fbu)

TTIRTT TR T M S R o h TR R D 5 5 D B G G GBS D D LS SR D SR R N D S D D G D D S S WP D D A P WD e NP EP WD B AR WS P WP G D G =D D s ) a e - -

1983 1984 1985 1986 1987
GDP at market prices . 100.66 118.17 138.79  148.81 na
Resource Gap - - -some—wm—omeewm—-14.79 - 16.24 - 12.33 5.81 na
Imports GNFS 23.78 - 29.68 26.92  27.83 na
Exports GNFS - . 8.99 N 13.44" . 14.59 22.02 na
ceie .-M._:-.......m .g_.‘.._._. € e amr s s - R S o
Total Expend tu:es R 115.45 134.42 151.11  154.62 na
Consumptio f' e i o 92,47 - 112.70---131.88  138.65 na
Public - Bk 13.34  15.36 17.64 21.20 na
Private =~ "% 79.13 97. 34 114 24 117.45 na
Investment " 22.98  21.72  19.23  15.97 na
Fixed Investment ' 19.44 20.79 19.85 19.18 na
Public _ . oo wovwwn-16,94-- - 17,60 ---16.48 - 15.63 na
Private .t 2.50 . 3.19, " 3.37" 3.55 na
Change ‘in 8tocks 3.54 0.93 -0.62 -3.21 na

e mme e w et ae

Domestic Savings 8.19 5.47 6.91  10.16 na



- Table-III.l. Balance of Payments.
In millions, of US §, at current prices

1983 1984 1985 1986 1987
Exports G & NFS : TR I 101 125 137 108
Merchandises £ob 8l :Y:} 112 126 96
o/w Coffee 70 83 93 116 70
NFS - IS 16 - 13 - 13 11 12
Imports G & NFS © 256 216 - 204 214 233
Merchandises fob - ce e 184 --- 184 171 179 190
NFS 72 32 33 35 43
itesource Balance -+ =159 -=118-- -79 =117 -125
Net Factor Income ) -26 -27 =31 -52 -64
o/v Interest e om0 3 8- - -9 12
Net Currezit Transfers 38 38 62 58
Pr lvate‘_,. . S . .-_..E-..f..‘.~..‘:.52 . 6 e e 8 5 4
Public ' o321 30 57 54
Current Account Balance - ---- :-=134 - «5136*5~ -=103 -124 -186
(including Capital Grants) -
Lirect Investment . e I ¢ R SETE 1l 3 2
Nfficlal Capital Grants - 40 40 43 37
HHedium & Long Term Loans . . . 8 56 67 118
Disbursements -~ -« =it L~ 90~ T3 8s 147
Amortization
Net Short-Term Capital - mm— e . .. a0 - 0 0 -1
Capital Not Elsevhere Include , 0 0 0 0 ]
Changes in Net Reaezves -«~v~;~m-15 e Qs -+ =9 -17 9
Memorandum Items:
Net Reserves (end-year) 27 20 30 69 61
Import equivalent o - 0.8 1.1 2.5 1.5
Debt Service na na na na
bebt Service / Exports 7.3 16.9 18.3 22.3 na
I'xchange Rate, Fbu/Us 8 : -+ 92.95 - 118. 71 -120.69 114.17 123.56

54
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Table IV.1. Overall Budgetary Operations
In billions o0f Fbu, at current prices

—— et = s o v = e W D B N S mE Gw = mm - A S D D G A R G s My e D D e MDD G G e S TR D G M MD S e A e GE S N W EE GO P EE W W G e e e

1983 1984 1985 1986 1987
seveanu and Jrancts 16.58 21.81 24.49 29.00 na
NEvanLas 12.37 17.04 19.69 23.83 na
Tiw RAevenues 11.8¢ 16.03 18.22 21.21 na
Income Taxk 3.45 3.90 4.04 4.43 na
Trancacticn Taxr 2.07 2.54 2.85 3.24 na
Teer Tax 3.16 3.36 3.76 3.76 na
Iaport Dutie 2.7 3.24 3.38 4,28 na
Ccfiae Ex t Duties 0.C0 2.68 3.66 4,96 na
Ctherc 0.41 0.31 0.53 0.54 na
don Tai Revenues 1,01 1.01 1.47 2.62 na
Grantzs 2/ 3.71 4.77 4.80 5.17 na
Total IZxsendlitures 31.75 31.59 31.56 33.98 na
Cuxxan Sxnanditures 13.48 14.12 16.06 17.56 na
Salariss 6.03 6.47 7.08 7.81 na
Coccés & Services 2.30 2.77 3.79 4,25 na
Transfers & Subsidies 1.26 1.24 2.15 2.09 na
Cthersz 0.02 0c.78 0.55 1.18 na
Interests 0.85 1.55 1.98 2.23 na
Unclcssified 3/ 3.02.; 1.32 0.51 na na
Canitzal Zxpenditures 18.27 17.47 15.50 16.42 na
L&justnent for 0.22 0.66 1.23 0.320 na
other cz-erations
QOvarzll RBalance (commitment -14.65 -9.12 ~-5.84 -4.69 na
Ova2rall Zalance (Cash) -12.55 -10.53 -7.40 -6.06 na
Firancing 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
Amnortizetion -0.57 -0.81 -1.40 -3.79 na
Intceznal 2.81 2.42 2.08 -0.42 na
2anking Svystem 2.39 1.71 1.63 -1.08 na
Jorn-3anlting System -0.05 0.71 3.45 0.66 na
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Aut>satic 1mport licences for all
prazucts evcept glass, textiles and
pnareacect:cals, and a3 fev luxury itess.
(August, 1936). First grown of
restrictions on isports of luxury items
vzre elisinated in Jan. '33. Perind of
licenses validation has increaczed froa 4
to 3 sonths; tise required to validate
vaz reduced to 10-13 days (Jan, £332),
(Rhat does this e2an?)

Literalization of price of all groducts
e:cept eight strategic products for which
price ceilings can be iseosed in case of
aute shartages (far a maviaut of 4
n:9tas); potrolena and c2e2at; and erpart
craps in July 1236, Adjnstaent of tar-
iffs fcr vater and eleztricity (Feb.'83).

Cansotidation of fizcal and inpert dutios
33 tariff refora. Nuak2r of dudios
r2duced frow 57 to 5. Pawgs of duties
fivad at 1°-501, evweept for luwry goods
(122%) Cuely 86), zad phaze of ta2 tann!ff
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- Increase the ceiling telaw which cosezreial baaks are
alloved to grant autoaatic licences fora FEa 1 eillion
to 10 an,

Eliainate resaining isport restrictions:

- on isports of luxury goods

- on isports competing vith producticn of CNAPHA
(phargaceuticals) and VERRUNE! (glaz:) within the
frasevork of rehahititation of coacerned enterprises.
on ispcrts competing with grotection of COTELY
(textiles). .

Roviev azy adjustazat of valer and elactrizity tarilfs
(to strergthen RESIPESU finarn:ial position) and of
petroleus products grices (%2 refle:t 1ncreasad coasts
and easure adeguste fiscal rovaauncy,

Liberaliz2 prices of certain azec-1-2ustrial groducts
(rice, vheat, pain-cil and se;:r) e tha contert of
the prograa to be grepired for corcernad entarprices,

Third phase of tariff refors, Bis2d o5 study to clarify
resenclature betvesn final ard inler-24:3ta geods, tate
into account IEP tariff, and rowizy level of tarifis on
interaediata goods vhile asintaini~g fizcal roveryes
(siudy coapleted ia S=zt, B3),

= Pra-ulgata dacrea v evpzrt prosotien, introducing
sirplified duty drav-tack, prefarential profits taves
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gzdictivlz frac taiad peadits; acd tielifying

etiqration grozatoess foo indesbrialists by Wisit

foraiga ziekste,
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Third phase

- Reduce nuaber ¢! rediscourt ratas to 2 ‘norssl and
preferential rates).

- Eliminate maximus interest rates on credits and of
ainiaua rates on deposits,

Fourth phase: Liberalization of all interest rates.

Yitienal Taspzates Fead - Adopt procedures of National Guarantee Fund,
4 Facja- - Revise dispositien grantiag ta Treascry prior cliins
* “en collateral progerty
1. %:zl and p?v:r;v allizatian peozrass - Jain the UNDP-Tinanced/Bank ecacuted projects
’ i - Define proaras of vall targated paverty alleviatisa
actions focused on
(3) nutrition progras for chiliren;
(b) suppert to wosen in davelepzent;
(2) support to small scale productive projects; (213
{d) study ea feod aid; (e) coardination of doncrs
assistance in AIDS prograas.
- Prepare moritoring cysten focusad on cocial and
e:znanic varjahles,
Soodelloudur en adjusteent prozoas
i

indicatars,
tha vay of =-=ilaring?)
a3iy witd rezidost niszien,
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The -folloving pleces. are the result of our discussions with
members of the Burundi comdunity over the past three days. As
promised, wve have looked into various matters concerning
employment policy and prospects during the life of the SAL-2.

What ve have found 1is not promising at least in the near
term; however, it uoes offer some possibilities in the way of
directing USAID resources. I trust you will £ind these reports
enlightening.
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POPULATION MOBILITY AND THE URBAN SECTOR

In all of our discussions 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 subsistence farmers and a smaller, well-
behaved urban population. This policy is fundamental to the
Government 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
grovth rate for much longer unless it urbanizes. Eventually,
population pressure on the land vill 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 betveen twvo 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 grovth program, to help ease the inevitable tension
that occurs when large masses, of people migrate to urban areas.
There are certainly other alternatives, and wve recommend that
USAID consider financing a study of other directions to take.

While this particular program is directed towvard relieving
population pressures in the major population centers --
Bujumbura, Gitega, etc. -- it has also been suggested that a
program to develop small, rural tovns is also a possibility.
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A PROGRAM OF PLANNED URBAN GROWTH

One of our maln concerns is in the area of population
mobility. The current policy -- mobility laws and "permis de
sejour"” -- restrict free movement of the population, while
successfully avolding many of the problems inherent in unbridled
urbanagrovth: inadequate housing, sewvers, 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 countrlies. :

While the objectives of these laws are commendable, they are
inconsistent with the objective of increasing market efficiency.
In the modern sector, these lawvs 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 agrlicultural output.

USAID could assist Burundi as it struggles with the conflict
betveen 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 thes velfare costs attending the loss
in quality of life in urban areas. :

b) Design of a program to set aside space for planned
communities vhere nevcomers can settle temporarily vhile getting
established -- job seeking, capital accumulation, etc. -- and to
provide zoning regulations to prevent barrio conditions.

c)  In to help provide essential services in these zones:
clean zWming vater, tollet facilities, sewers, roads, etc.

d) Asoistance to residents in building quarters conforming to
the zoning restrictions. Loans and grants to nevcomers for
purchasing building materials: corrugated roofs, bricks, cement,
vood, 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 asslst the financial sector in its foreign exchange
needs, SAL-2 provides for an $8 million APEX fund as start-up
capital for small businesses. Purthermore, 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 continue to insist that the banks make
loans that are unvarranted on financial grounds.

2. & lack of coordination ¢i investment projects with
nelghboring countries can lead to duplication of effort and
fragmentation of markets. We learned of two recent cases -- the
battery factory and matches -- in which Rvanda and Burundi will
be competing with each other for a very small market. In the
case of the battery factories, the same person is building both.

3. Burundi has a scarce supply of the expertise needed to
identify and assist nevw entrepreneurs in their investment
efforts. Nelther the Chamber of Commerce nyr 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 vho have
either retired or have sold out their interests in businesses --
are abesnt in Burundl.

4. The Government has refused to repeal the 10 million FBu
deposit required of all foreign importers. This tax, vhich
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, thls has not happened.

5. As of yet, the commercial banking sector has been unable to

generate commercial bank deposits form the profits of swall
entrepreneurs. These businessmen, vho tend to be concentrated in
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the distribution sector, continue to horde their money rather
than deposit them in the banks. Hopefully, as real interest
rates on deposits achlieve positive levels, such savings will be
Jenerated.



