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INTRODUCTION

PURPOSE

The purposes of this workshop are (1) to place the Africa
Bureau's NPA within the context of IMF/WB assistance to Africa;
(2} to provide theoretical underpinnings of the shift to
non-project sector assistance; and (3) to convey to workshop
participants the latest thinking in the Africa Bureau on the
analytical requirements for the design, implementation,
monitoring and evaluation of the Bureau's sector adjustment
assistance programs under the DFA.

The workshop is designed to involve A.I.D. managers, program
designers, implementors, and evaluators in discussion of these
issues. By the end of the workshop, participants should:

(1) Have a better understanding of why the donor
community has shifted part of its portfolio to NPA.

(2) Be able to see how the Africa Bureau's NPA relates to
what other donors are doing in Africa.

(3) Have a better understanding of the analytical and
implementation requirements of NPA.

(4) Be in a position to assist the Africa Bureau to
refine and clarify NPA guidance.

FORMAT

The workshop requires the active participation of those
attending. Although there will be a number of sessions in
which formal presentations are made, discussion will be an
integral part of achieving workshop purposes. The sessions on
adjusting policies in specific sectors have been designed to
encourage discussion between those with experience with these
programs and workshop participants.

READINGS

Readings have been kept to a minimum. Participants are
expected to have completed the readings prior to the workshop.

LOCATION AND SCHEDULE

The workshop will take place at the Hotel Ivoire in Abidjan,
Cote d'Ivoire, and at the Hilton Hotel :n Nairobi, Kenya.
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unchanged or has actually declined during
this period*; cbuntries with a long-establizt.ed
indigenous trading class \most ¢f the nations
of West Africa) and those where such a group
is smaller and of recent origin; countries which
are attempting \socialist transformation and
those which are following the example of th
market economnigs.

There is, nonetheless, considerable homo-
geneity within the region. African econo
are for the most part small in economis te

populations. Of the 45 states in the r¢gion,
24 have fewer than five million people/
Nigeria has a gross domestic produtt (cor)
greater than that bf Hong Kong./African
economies are opery; foreign trade/ typically
accounts for about a\quarter of coy! They are
specialized economiel, most of them agricul-
tural, dependent on the export of two or threa
primary commadities.\ Even i/ the mineral-
exporting countries, the bulk /of the popula-
tion—rarely less than 0 pefcent—works in
agriculture, and subsisténcesoriented produc-
tion stil! accounts for half/ or more of total
agricultural output. Only|dbout 20 percent of
the population is urban,{and modem wage
employment absorbs a very small proportion
of the labor force—in mpst fountries less than
10 percent.

In addition to these similafities of economic
structure, other characteristics are common;
the scarcity of edufated pepple, the domi-
nance of land-exterisive agricultural systems,
and an extreme ethnic diversity and conse-
quent political fragility. All ate new states,
recently emerged from colonid] rule, except
Liberia and Ethiopia. All are tropical, with the
exception of Lesotho and Swazjland. In al-
most all, fertility is high and pbpulation is
growing rapidly—more rapidly than in any
other regiot of the world.

Finally, fhere is an extraordinary \degree of
similaritythroughout the region in the nature
of the ppiicy problems that have arisen, such
as ir‘\zz&al development, trade, and indus-
trialization, and in the national respohses to
them.

4. Angola, Congo, Ghana, Mauritania, Mozambique, Togp,
Uganda.
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The Report is necessarily selective in its
analysis. Many important questions have been
treated elsewhere) problems of science and
technology, for instance, are treated ayi
in the Lagos Plan of Ackon, whil
as higher rates cf domestic saving, are like}+
to follow a resumption efgrowth rather than
precec’e it. New investmenbhopportunities and
growth are the focus of the'\Report.

The Present Econcmic Crisis <_

During the past two decades economic de-
velopment has been slow in most of the coun-
tries of Sub-Saharan Africa.’ When, in the
mid-1970s, the world economy experienced
inflation and recession, nowhere did the crisis
hit with greater impact than in this region.

The picture is not uniformly bleak. There
are signs of progress throughout the conti-
nent. Vastly more Africans are in schools, and
most are living longer. Roads, ports, and new
cities have been built and new industries de-
veloped. Technical and managerial positions,
formerly occupied by foreigners, are now held
by Africans. Of the 45 countries in the region,
nine pcsted annual growth rates of over 2.5
percent per capita between 1960 and 1979 (see
Table SA.1).¢

But for most African countries, and for a
majority of the African population, the record
is grim and it is no exaggeration to talk of
crisis. Slow overall economic growth, slug-
gish agricr.ltural performance coupled with
rapid rates of population increase, and bal-
ance-of-payments and fiscal crises—these are
dramatic indicators of economic trouble.

Between 1960 and 1979, per capita income
in 19 countries grew by less than 1 percent
per year, while during the last decade, 15
countries recorded a negarive rate of growth
of income per capita. And by the end of t* »
1970s, economic crises were tattering even

5. All references to Africa in this Report are to Sub-Sa-
haran Africa unless otherwise specifically noted. See the
Introduction to the Statistical Annex for a listing of the
countries included.

6. All tables preceded by the letters SA are located in the

Statistical Annex. A! other tables, such as 1.1, 2.1, 2.2, etc.,
are in the text. :
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high-growth countries like Kenya, Malawi, and
Ivory Coast—where p<r capita ane growth had
averaged ari annual 2.7 percent between 1960
and 1979—compelling them to design pro-
grams, supported by the Bank, to restructure
their economies. Output per person rose more
slowly in Sub-Saharan Africa than in any other
part of the world, particularly in the 1970s,
and it rose more slowly in the 1970s than in
the 1960s (see Table 1.1).

The tragedy of this slow growth in the Af-
rican setting is that incomes are so low and
access to basic services so limited. Per capita
income was $329 in 1979 (excluding Nigeria)
and $411 when Nigeria is included. Death
rates are the highest in the worid and life
expectancy is the lowest (47 years). Fifteen to
twenty percent of the children die by their
first birthday, and only 25 percent of the pop-
ulation have access to safe water. Of the 30
countries classified by the United Nations
Conference on Trade and Development (unc-
TaD) as the poorest in the world, 20 are Af-
rican. Of the 36 countries listed in the World
Bank’s World Development Report 1981 as “low
income” (a per capita income of less than
$370), almost two thirds are African.

The economic crisis is especially evident in
agriculture, and is reflected in output figures.
Export crop production stagnated over the
past Lo decades. A 20-percent increasz in
production registered during the 1960s was

wiped out by a decline of similar proportions
in the 1970s. Consequently, Africa’s share of
the world market dwindled. As for food crops,
while data are uncertain, they leave no doubt
about general tend-ncies. Total food produc-
tion rose by 1.5 percent per year in the 1970s,
down from 2 percent in the previous decade.
But since population was rising rapidly—by
an annual average of 2.5 percent in the 1960s
and 2.7 percent in the 1970s—food produc-
tion per person was stagnant in the first de-
cade and actually declined in the next. Imports
of food grains (wheat, rice, and maize)
soared—by 9 percent per year since the early
1960s—reinforcing food dependency. Food aid
also increased substantially (see Tables SA.24
and SA.29). Since 70 to 90 percent of the pop-
ulation earns its income from agriculture, the
drop in production in this sector spelled a
real income loss for many of the poorest.
The deterioration in agriculture and other
internal and global factors led to widespread
balance-of-payments crises in the 1970s. Cur-
rent account deficits in the region as a whole
rose from a modest $1.5 billion in 1970 to $8
billion in 1980. External indebtedness climbed
from $6 billion to $32 billion between 1970
and 1979, and debt service increased from 6
to 12 percent of export earnings in the sama
period. Foreign exchzngereserves, which were
comfortable in 1970, fell sharply. In 1979, re-
serves couid cover only two months’ imports

Table 1.1. Sub-Saharan Africa and the World: Basic Data

GNP per capita average  Per capita growth 1970~-79 Life ¢W‘ Death rate of
Population ~ annual growth rate (percent) Adult literacy ancy at birth children aged
(miliions) {percent) Volume of rate (percent)  (years) 14 (per thou-
Countries mid-1979 1960-70 1970-79 Agriculture exports 1976 1979 sand) 1979
Sub-Saharan Africa  343.9 1.3 0.8 ~-0.9 -35 28 47 25
Low-income 187.1 1.6 -0.3 -1 -45 26 46 27
Nigeria 82.6 0.1 4.2 -2.8 -2.8 - 49 2
Other middle-
income 74.2 1.9 -0.5 -0.4 =35 M 50 2
South Asia® 890.5 1.5 1.5 0.0 0.6 36 52 18
All developing 3,245.2 s 2.7 0.1 ~1.5 57 58 11
Low-income 2,260.2 1.8 1.6* 0.1 -31- 50 57 11
Middle-income 985.0 39 28 0.6 1.9 n” 61 10
All industrialized 671.2 4.1 2.5* 0.2 5.2 >4 74 1
. hot available.
a. Bhutan, Bangladesh, Nepal, Burma, India, Sri Lanka, and Pakistan.
b. 1970-80.

Source: World Bank data files.



and by 1980 reserves had fallen even lower.
Fiscal pressures also intensified in many
countries, as indicated by declining real bud-
getary allocations for supplies and mainte-
nance, growingimbalances betweensalaryand
nonsalary sperding, and difficuities in fi-
rancing focal and recurrent costs of externally
funded development projects.

The crises that evolved in much of the re-
gion are purticularly disturbing since, during
the period from 1960 to 1974, world trade and
the world economy in general expanded rap-
idly, and many less-developed countries else-
where experienced relatively high growth
rates. Now, against a backdrop of global eco-
nomic recession, the outlook for ail less-de-
veloped nations—but especialiy for the Sub-
Saharan region—is grim. Although cyclical
factors may push prices of some African ex-
ports up from their low levels of the recent
past, mounting energy costs, slow growih in
the industrial countries (which translates into
diminished markets for the developing world),
and reduced growth of international trade
{factors that have plagued the global economy
for the last half decade) will make renewed
African growth difficult. _

In sum, past trends in African economic
performance and continued global recession
together explain tl.2 pessimistic projections
for African developmen* in the 1980s. The
World Development Report 1981, under its most
optimistic set of assumptions about the ex-
pansion of the world economy, forecasts vir-
tually no growth in per capita income for the
continent in this decade’; under iess favorable
assumptions, a negative rate of growth (- 1.0
percent per year) is projected for the poorest
nations in the region.

These prospects and their political, social,
and etunomic implications are not acceptable
either to the countries concerned or to the
international community. There is an urgent
need to understand what has gone wrong
and what must be done—by African govern-
ments themselves and the concerned inter-
national community—to assure a better future
for Africa’s people.

7. World Bank, World Development Repor! 1981 (New York:
Oxford University Press, 1981), Table 1.1.
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Sources of Lagging Growth

Africa’s disappointing economic performance
during the past twu decades reflects, in part,
internal constraints based on “structural” fac-
tors that evolved from histurical circumstan-
ces or from the physical environment. These
include underdeveloped human resources, the
economic disruption that accompanied de-
colonization and postcolonial consolidation,
climati< and geographic factors hostile to de-
velopment, and rapidly growing population.
These internal factors are discussed further in
Chapter 2.

Growth was also affected by a set of exter-
nal factors—notably adverse trends in the in-
fernational economy, particularly since 1974,
These include “stagflation” in the industrial-
ized countries, higher energy prices, the rel-
atively slow growth of trade in primary
products, and—for copper and iron-ore ex-
porters—adverse terms of trade. External fac-
tors are the subject o' Civapter 3.

The internal “structural” problems and the
external factors impeding African economic
growth have been exacerbated by domestic
policy inadequacies, of which three are ¢iti-
cal. Firs¢, nuade and exchange-rate policies have
overprotected industry, held back agricul-
ture, and absorbed much administrative ca-
pacity. Second, too little attention has been
paid to administrative constraints in mobiliz-
ing and managing resources for development;
given the widespread weakness of planning,
decisionmaking, and management capacities,
public sectors frequently become overex-
tended. Third, there has been a consistent
bias against agriculture in price, tax, and ex-
change-rate policies.

New Priorities
and Adjustments in Policy

A reordering of postindependence pricrities
is essential if econcomic growth is tc acceler-
ate. During the past two decades most Afri-
can governments rightly focused on political
consolidation, on the laying down of basic
infrastructure (much of it tied to the goal of
political integration), and on the development



of human resources. Relatively less attention
was paid to produciion. Now it is essential
to give production a higher priority—without
neglecting these other goals. Without a faster
rate of production increase, other objectives
cannot be achieved, nor can past achieve-
mer.!s be sustained. Three major policy ac-
tions are central to any growth-oriented
program: (1) more suitable trade and ex-
change-rate policies; (2) increased efficiency
of resource use in the public sector; and (3)
improvement in agricultural policies.

Exchange-rate and trade policies, ad-
dressed in Chapter 4, are especially critical
for African economies, which are uncom-
morly “open.” Exports account for a large
share of marketed production, and imports
constitute a significant share of consumption.
Moreover, Africa has mere frontiers per square
kilometer than any other region, and they are
highly permeable. The framework of incen-
tives created by trade and exchange-rate pol-
icies is thus especially decisive. With respect
to agriculture, for example, overvalued ex-
chunge rates discourage local production:
farmers obtain less in their local currencies
for their export crops, while the price of food
imports is reduced. The situation is similar in
the industrial sector. Also, direct controls over
trade (for example, import bans and quotas),
which are widely imposed to deal with bal-
ance-of-payments problems, have proved ex-
tremely costly to apply, as they require many
trained people and an enlarged administra-
tive apparatus. Moreover, they have fre-
quently been ineffective.

Chapter 4 also considers policy issues which
bear on the efficiency of resource use in the
public sector. When African states won in-
dependence, they inherited unevenly devel-
oped economies with rudimentary
infrastructure. Markets often functioned im-
perfectly and foreigners dominated trade and
most modern businesses. To speed up de-
velopment and make their economies more
“national,” the new governments expanded
the public sector. 1t is now widely evident
that the public sector is overextended, given
the present scarcities of financial resources,
skilled manpower, and organizational capac-

ity. This has reszlted in slower growth than
might have been achieved with available re-
sources, and accounts in part for the current
crisis. Without improved performance of pub-
lic agencies, stepped-up growth will be dif-
ficult to achieve. The organization and
management of economic activity need to be
reviewed to determine how the resources and
energies of all economic agents can be better
mobilized for development—for example, by
improving government policymaking insti-
tutions and procedures; by giving the public
sector’s development-reiated agencies—
“parastatals”’—clearer mandates and greater
management autonomy; by giving wider re-
sponsibilities to the small-scale indigenous
private sector; by allowing greater scope for
decentralized cooperatives; and by defining
an appropriate role for larger-scale private
capital, domestic and foreign. Many govern-
ments have already acted in this area. In
Guinea-Bissau, Mozambique, Senegal,
Uganda, and Zaire, among others, govern-
ments have decided on effidency grounds that
the scope of private sector activity should be
enlarged.

In most of Africa, four out of every five
people work in agriculture. It is the main
economic sector, generating in most countries
30 to 60 percent of cor, or even more, if na-
tional accounts value it properly. Because of
its importance, agriculture is treated at length
in the Report. A strategy for faster agricul-
tural growth is set out in Chapter 5. Its main
elements are: concentration of resources on
smaltholders; reform of incentive structures
to ensure better prices, more open and com-
petitive marketing systems, and greater avail-
ability of consumer goods in some instances;
a focus in the medium term on making ex-
isting programs work better and on rehabil-
itation of existing infrastructure, small-scale
irrigation, and rural roads; a major effort in
research on crops and livestock; and expan-
sion of pest control and related activities to
reduce postharvest losses. The strategy also
requires careful evaluation of means toward
self-sufficiency in food.

One of the pervasive themes of the Report
is the critical role of human resources in the
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development of Africa. The development of
human resources is the subject of Chapter 6:
education, training, and health. With respect
to education, one basic strategy issue is ad-
dressed: how to expand schooling most ef-
fectively in the face of severe financial
constraints. The training discussion covers a
wide range of questions: project-related train-
ing; expansion of on-the-job training; the need
for special attention to management training;
and technical assistance. In the discussion of
health sector strategies a number of themes
receive attention, including: experimentation
with low-cost rural health care strategies and
their gradual expansion, taking into account
administrative and financial constraints; bet-
ter use of existing resources through im-
proved planning, policy analysis, and
management; mobilization of private as well
as public energies; rehabilitation of infra-
structure and consolidation of existing health
systems; and improvingaccess to potable water
and adequate sanitation.

Although expansion of agriculture is nec-
essarily the centerpiece of any production-
oriented strategy, opportunities for increas-
ing output also exist in other sectors—energy,
industry (marufacturing, utilities, construc-
tion), nonfuel minerals, and transport. Poli-
cies and programs for these sectors are
considered in Chapter 7.

While the focus of the Report is on re-
sponses to the economic crisis of the 1980s,
certain ionger-term problems cannot be ig-
ncred. Perhaps the most critical of these is
rapid population growth. The six children born
on average to an African woman during her
childbearing years represent the highest total
fertility rate in the worid. This high fertility,
combined with declining mortality, has ef-
fects on agriculture, urbanization, and gov-
emmerit spending, which are explored in
Chapter 8. This chapter also considers the
problems of Africa’s rapidly growing cities,
and the responses necessary now if urban re-
sources are to be effectively marshalled and
future urban crises headed off. Problems of
soil conservation, reforestation, and fuel-
wood supply are briefly analyzed, and the
chapter concludes with an analysis of the ra-
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tionale for regional economic integration—the
goal of the Lagos Plan—and the desirability of

‘a positive donor role in suppor: of moves

toward closer regional econonic ccoperation.

Policy-related factors receive priority in the
Report, because—for many of the countries
involved—the prospects for more rapid and
sustained economic development are slight
without appropriate adjustments. Domestic
pclicies can be altered, although it is recog-
nized that changes of this sort require time
and are not easy to achieve. Given a more
suitable policy framework and adequate ex-
ternal support, the region’s substantial eco-
nomic potential could be realized. Agriculture,
long neglected, could recapture the growth
rhythms of the 1960s if the environment were
more supportive. Also, some impact of agri-
cultural research should be felt in the next
few years; research now under way can yield
results by the 1990s. in addition, there is the
promise of the continent’s largely unexplored
minerals, its offshore resources in fish and
fuel, and the unhamessed power of its great
rivers.

Long-run Strategy Implications

The agriculture-based and export-oriented
development strategy suggested for the 1980s
is an essential beginning to a process of long-
term transformation, a prelude to industrial-
ization. It is not a permanent course for any
country, but one that in Africa generates re-
sources more quickly than any alternative and
benefits more people. Without these re-
sources, the foundations of future develop-
ment cannot be established. The list of what
must be done is formidable: administrative
services have to be extended to the rural areas
to increase social welfare and contribute to
the building of a sense of national unity; crit-
ically needed social and economic infrastruc-
ture must be developed; roads must be built
and maintained; suitable schooling must be
offered tc everyone; knowledge about the
economy has to be increased by broader and
deeper research and by pilot experiments on
awide front; and more people must be trained.
Inter-African trade relations have to be de-



veloped and greater cooperation encouraged
by means of joint programs. This will build
mutual interests and the habit of common
efforts, creating a sure basis for increased re-
gional integration, such as is envisaged in the
Lagos Plan of Acticn.

A strategy focused on agriculture and ex-
ports is thus ¢ pen-ended, a necessary begin-
ning. It will help generate the resources Africa
needs to consolidate its political and admin-
istrative forces, educateand improve the health
of its people, and find out what will work
and what will not. It will bring forth human
talent now neglected and uncover physical
resources not yet imagined. And it will open
the way to a future whose shape we cannot
yet see.

Donor Policics

While it is emphasized in the Report that
African governments must review their pol-
icies and programs if their development ob-
jectives are to be achieved, it is also recognized
that policy reform is difficult and delicate. In
allsocieties, formidable abstacles preventquick
responses to even the most carefully reasoned
calls for change. In some cases, consumers
and producers, parastatal managers, civil
servants, and industrialists have an interest
in maintaining existing policies, however in-
efficient these :night be {rom a national point
of view. Further, reform often involves tech-
nical questions fraught with uncertainties. But,
perhaps most of all, reform programs always
take time. For these reasons and others, Af-
rican governments will need additional out-
side assistance, and this matter is discussed
in Chapter 9.

The first step for the international com-
munity, if it is to assist African countries
through the present crisis and help the region
realize its potential, is a commitment to larger
aid flows in the 1980s. While per capita aid
to Africa is already relatively high, the needs
are particularly large and pressing when com-
pared with those of most other developing
regions which are at roughly the same level
Of per capita income.

The analysis in the Report suggests that a
doubling of aid in real terms by the end of
the 1980s, from $4.9 to $9.1 billion (from $4.9
to $17.8 billion in current prices), combined
with an appropriate reorientation of domestic
policy, could lead to a regional average an-
nual per capita growth rate of almost 2.5 per-
cent during the remainder of the decade. On
the other hand, if the established patterns
continue, the overall per capita growth rate
will be zero or negative, with alarming pos-
sibilities for even steeper downward spirais
in some countries.

Additional aid commitments will have to
be made now if disbursements are to reach
required levels by the mid-1980s. These in-
flows should be targeted to improve effi-
ciency of resource use in the short and medium
term. Quick-disbursing balance-of-payments
assistance is critically needed in some coun-
tries to permit fuller operation and mainte-
nance of existing productive capicity and
infrastructure. A focus on completion of ex-
isting projects, on making recently completed
projects work better, on rehabilitation, and
on maintenance will lead to quick increases
inoutput. Productive projects generally should
have highest priority.

Both donors and African governments will
have to change policies and attitudes if the
large increases in aid recommended here are
to come about, and if they are to have their
desired effects. What is needed is a new kind
of social compact, an agreement within the
world community that the struggle against
poverty in Africa is a joint concern which
entails responsibilities for both parties. After
all, foreign assistance has played a more sub-
stantial role in Africa than in most other de-
veloping regions, in terms of aid per capita,
share of total investment, technical assist-
ance, and project selection and design. Do-
nors have thus contributed to some extent te
the present crisis. Moreover, African states
are among the world’s newest and least de-
veloped. They face special economic prob-
lems handicapped by still-acute scarcities of
trained and experienced people, fragile polit-
ical systems, and urtested institutions. They
are, rightfully, a special concern of the com-
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5. POLICIES AND PRIORITIES IN AGRICULTURE

Agriculture is at the heart of African econo-
mies. Most of the population earns its live-
lihood from agriculture. Officially its share of
cop in most countries of the Sub-Saharan re-
gion is between 30 and 60 percent. But this
is an ui.derestimate, since agricultural output
is valued at the prices governments pay to
producers, which are below export ur import
parity prices, and since the value of produc-
tion in the secondary and tertiary sectors is
overstated due to subsidies and protection.
Moreover, the transport, processing, and trade
sectors depend on the production of agricul-
tural commodities, and incomes earned in this
sector provide markets for domestically pro-
duced goods and services.

Thus, agricultural output is the single most
important determinant of overall economic
growth and its sluggish record of recent years
is the principal factor underlying the poor
economic performance of the countries of this
region. For this reason, growth-oriented pol-
icies for this sector are crucial for improving
overall economic performance. This chapter
reviews trends over the last 20 years and then
sets forth the main elements of a production-
focused rural development strategy.

Trends in Agricultural Development,
1960-80

The crisis in African agriculture is reflected in
five trends which evolved over the past two
decades:

o the growth rate of agricultural production
began to decline and, in the 1970s, was less

than the rate of population growth almost
everywhere;

* agricultural exports stagnated, and African
shares in world trade declined for many
commodities;

e food production per capita was at best stag-
nant in the 1960s and fell in the 1970s;

e commercial imports of food grains grew
more than three times as fast as popula-
tion, and food aid increased substantially;
and

e more of the population shifted its con-
sumption to wheat and rice (as evidenced
by the soaring imports of these focd-
grains), which increased food dependency
and created in many countries a mismatch
between local production possibilities and
consumer demand, since wheat and rice in
these countries can only be grown at costs
far above import parities.

OverarL PERFORMANCE

In the 1960s, agricultural production’ grew in
volume by 2.3 percent a year, or roughly at
the same rate as population growth. In the
1970s, however, production dropped to about
1.3 percent a year,* while population grew at
about 2.7 percent. In the low-income and oil-
exporting countries, agricultural growth was
the slowest—about 1 percent annually—while
the middle-income nations achieved a growth
rate in line with that of rural population (which

1. Crops and livestock.

2. See the Statistical Annex for a discussion of some of
the problems involved in estimating average growth rates
in agriculture.



Table 5.1. Growth of Agricultural Exports*

Annual growth rates (percent)
Sub-Saharan Oil-exporting Oil-importing
Africa countiries countries
1961-63 1969-71 1961-63 1969-71 1961-63 1969-71
o to to to to to
Export 1963-71 1977-79 1969-71 1977-79 1969-71 1977-79
Thirty main agricultural
exports
Volume 1.9 -19 -0.7 -8.6 2.6 -0.7
Unit value 2.3 16.2 31 16.8 2.1 16.1
Value 4.3 14.0 23 6.8 4.8 15.3
Value of other agricultural
exports 4.6 8.9 33.4 -1.6 34 9.8

a. Crops and livestock.
Sources: World Bank data and a0 Trade Yearhook tapes.

is estimated to have increased by a little more
than 2 percent a year). All groups of countries
registered declining per capita production,
however, and only eight out of the 39 coun-
tries for which data are available (which ac-
count for less than 15 percent of the region’s
population) showed rising agricultural pro-
duction per capita (see Table SA.25).

While production statistics are highly ten-
tative (particularly for subsistence foods) and
must be regarded with caution,® other evi-
dence substantiates the poor performance
in this sector: the mounting domestic food
prices in most countries; the steep rise in cer-
eals imports; and the export crop figures,
which are more reliable than production sta-
tistics and indicate a substantial decline (see
Table 5.1).

Export PrODUCTION

By the end of the 1970s, agricultural exports
were no greater than in the early 1960s. In
fact, a modest rate of increase of 1.9 percent
a year in the 1960s was offset by an equal
decrease in the 1970s. In terms of volume, the
only crops registering gains were coffee, co-
coa, tea, sugar, and cotton.¢ Sisal suffered a

3. Limitations of agricultural data are discussed in the
Statistical Annex.

4. In terms of prices, coffee and cocoa recorded substan-
tial real gains over the two decades, rising by some 5 percent
annually relative to import prices, while the relative prices
(net barter terms of trade) of the other export crops (when
taken together) fell. Consequently, the share of cocoa and
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marked drop in response to shrinking world
demand. Cattle and meat exports grew steeply
in the 1960s, but, following the 1972-74 West
African drought, failed to regain their pre-
vious levels. Timber also enjoyed a brisk in-
crease in the 1960s, but then stagnated in the

next decade. Perhaps the most spectacular

decline in exports was in oilseeds—especially
groundnuts—which was due to increased do-
mestic demand (in Nigeria, in particular), the
disintegration of Zaire’s rural economy, a
switch from groundnuts to cereals in a num-
ber of countries (Mali, Niger, and Nigeria),
and the spread of “rosette” (a plant disease).
As a consequence, Africa’s share of world
trade declined for most of these commodities.
While world trade in those commodities ex-
ported by the Sub-Saharan countries grew in
volume by 1.8 percent a year, and 3.3 percent
in value (constant prices) over the two de-
cades, the growtt. rates of exports from Africa
were zero and .8 percent, respectively.®

Foob PronucTion

The key crops produced for domestic con-
sumption are millet and sorghum in the Su-
dan and Sahelian countries, maize in Eastern
and Southern Africa, rice in Madagascar and

coffee in the total value of agricultural exports increased
from one third to nearly two thirds between 1961 and 1979.

5. This applies to the 30 main agricultural exports (crops
and livestock), accounting for more than 90 percent of the
total. For the volume of total exports, the rate of increase
was 1.6 percent a year.



Table 5.2. Growth of Production of Selected Food Crops

(in volume)
Annual growth rate (percent)
Sub-Seharan Oil-exporting Oil-importing
Africa countries countries
1961-63 1969-71 1961-63 1969-71 1961-63 1969-71
to to to to to to
Crop 1969-71 1977-79 1969-71 1977-79 1969-71 1977-79
Cereals
Rice (paddy) 4.0 29 6.3 16.7 3.8 2.2
Wheat 3.8 -0.2 -1.2 -0.6 4.0 -0.2
Maize - 5.2 1.3 5.1 0.9 52 1.4
Millet/sorghum 0.9 1.0 0.2 0.7 1.3 1.2
Roots and tubers 2.0 1.8 2.3 1.6 18 19
Pulses 3.3 1.1 52 0.0 2.8 1.4
Groundnuts 0.7 -0.9 -1.2 -14.0 1.7 2.7
Palmoil 1.7 2.2 0.1 2.7 3.7 1.6

Sourve: rao Production Yearbook tapes.

parts of West Africa, roots and tubers (cas-
sava, yams, and sweet potatoes) mainly in
the forest zone of West and Central Africa,
and pulses (cowpeas, in particular) through-
out Africa, but largely outside the forest zone.
Important oilseeds are groundnuts and palm-
oil.

Food production, as measured by the growth
of these major crops,* rose by about 2 percent
a year in the 1960s (see Table 5.2), or at ap-
proximalely the same rate as rural popula-
tion. In the 1970s, however, production
increased only by an average of 1.5 percent
a year and the drop was sharper among the
oil-exporting countries, mainly because of the
decline of groundnuts in Nigeria.” In fact, for
Africa as a whole in the 1970s, growth of food
production was not only well below the in-
crease in total population, but also well below
that of rural population.

Where output increased, it was due largely
to an expansion of the areas under cultiva-
tion. On the other hand, productivity was
stagnant, both in terms of land and labor.
Yields, which grew in the 1960s (by 2 percent

6. The main items left out are fruits and vegetables (in-
cluding plantains) and meat and fish, for which data are
very patchy and even more uncertain than for the staples
discussed below.

7. Excluding groundnuts, the growth rate of food pro-
duction in the vil-exporting countries would have doubled,
from 0.8 percent a year in the 1960s to 1.6 percent annually
in the 1970y,

a year for roots and tubers and close to 1
percent for cereals), stagnated in the next
decade. Thoughyield data are especially weak,
they describe general tendencies, and the de-
clining trend in Africa is in marked contrast
to those in other developing regions, such as
the Indian - ubcontinerit (where, however,
much of the growth has come on irrigated
land). And while land productivity is not the
decisive factor for a thinly populated conti-
nent such as Africa, when growth of total
food production is compared to that of the
rural population, it suggests that labor pro-
ductivity stagnated in the 1960s and fell in
the 1970s."

What is significant is that this decline oc-
curred over a period when the various gov-
ernments and external sources of finance
focused more strongly on food production
projects than ever before. Between 1973 and
1980, about $5 billion in aid flowed into ag-
riculture, $2.4 billion of which was from the
World Bank.® These projects have so far failed
to boost output or have been offset by de-
clines in other parts of the food economy.

8. The rate of growth of rural population does not take
into account the changes in rural population structure, how-
ever—in particular, the decreasing proportion of able-bod-
ied males.

9. Most of this aid was for food production; of the total
incremental output expected from the assisted projects, ex-
port productioa accounted for vnly one eighth—or one-
third, if crops such as maize and groundnuts (which are
both exported and domestically consumed) are included.
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Table 5.3. Growth of Imports of Selected Agricultural Commodities, 1961-63 to 1977-79

(in volume)
Percent yearly
Low- and middle- OQil-exporting Sub-Saharan
income countries countries Africa
1961-63 1969-71 1961-63 1969-71 - 1961-63 1969-71
lo lo lo to lo lo
Commodity 1969-71 1977-79 1969-71 1977-79 1969-71 1977-79
Cereals* 7.4 6.8 215 18.2 9.0 9.5
Wheat 9.3 9.2 26.8 13.3 12.9 10.7
Rice | 4.9 7.3 3.7 68.0 4.9 12.1
Maize 8.5 2.6 - 47.3 8.7 5.7
Dairy products® 9.8 5.4 .. 17.0 7.2 72
Sugar 2.1 -0.1 6.0 24 2.5 5.8
Meat 1.1 5.4 2.3 3.1 1.3 133
Animal and vegetable oils 11.6 5.4 9.1 70.3 11.5 13.0

a. Including those not itemized below.
b. See technical noi®s for Table SA.29.
Source: rao Trade Yearbook tapes.

AcRricuLTURAL IMPORTS

Food imports grew steadily over the past 20
years, except for sugar (see Table 5.3). Im-
ports of cereals soared by about 9 percent a
year since the early 1960s. Commercial im-
ports increased from 1.2 million tons a year
in 1961-63 to nearly 5 million tons in 1977-
79 (see Table SA.29). If exports of cereals are
deducted, net imports averaged about 4.3
million tons during the late 1970s. The fastest
growing are wheat and rice, which together
rose by about 11 percent a year in the 1970s,
theincrease partly reflecting Madagascar’s shift
from a position of net exporter to major rice
importer. Cereals imports are heavily concen-
trated in ten countries: some of the most pop-
ulous (Ethiopia, Ghana, Nigeria, Sudan,
Tanzania, and Zaire), several smallerones with
a marked European lifestyle in the cities and
many expatriates (Ivory Coast and Senegal),
and two with a high degree of urbanization
(Congo and Zambia). Wheat and rice now
account for 82 percent of gross cereals imports
and their share is expected to rise further.
While this is partly due to lagging growth of
domestic food prcduction, it is also the result
of the rapid rate of urbanization and of eco-
nomic policies. Consumption patterns shifted
from the traditional staples to wheat and rice,
a practice exacerbated by overvalued ex-
change rates which often make imported cer-
eals the cheapest source of supply. To some
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extent, therefore, a low rate of growth of food
production may be an effect rather than a
cause of rising cereals imports; both factors
are related to overvaluation of exchange rates.

Foop Aip

The figures in Table 5.3 actually understate
the real hike in imports, since, in a number
of countries, food aid is not reported in for-
eign trade statistics; yet it now accounts for
more than 20 percent of total net cereals im-
ports (see Table 5.4). The bulk of the aid con-
sists of wheat and wheat flour (75 percent of
U.S. food aid in 1979-80), while maize and
sorghum, the staple commodities in many of
the countries, constitute only minor shares.
Food aid is targeted to the areas experi-
encing wars and refugee flows, and to the
Sahelian countries (see Table SA.24). It rose
from about 800,000 tons in the mid-1970s to
more than 1.3 million tons in 1978, because
of the poor crop year of 1977-78; and the
World Food Program estimates that the vol-
ume reached 1.5 million tons in 1980, with
pledges for 1981 placed at 1.8 million tons.

SouRrces oF St.ow AGRICULTURAL GROWTH

There is a fairly widespread consensus as to
the main factors behind the present rural cri-
sis, although perhaps not on the weight to
be attached to each. These include (as dis-
cussed in Chapter 2) the disruptions caused



Table 5.4. Food /Aid and Cornmercial Imports of Cereals, 1975-79

Item 1975 1976 1977 1978 1979
Food aid (thousands of metric tons)
Low-income countries* 834.7 6485 708.2 1,001.0 953.0
Middle-income oil-importing countries® 113.2 98.4 147.7 3369 234.6
Total Africa® 957.8 7520 8686 1,352 12015

Commercial net cereals imports (thousands of metric tons)
Low-income countries

Middle-income oil-importing countries

Total Africa

Total net cereals inflow (thousands of metric tons)
Low-income countries

Middle-income vil-importing countries
Total Africa

Food aid as a percent of total net inflow
Low-income countries

Middle-income oll-importing countries
Total Africa

Food aid per capita (kilograms)
Low-iricome countries

Middle-income oil-importing countries
Total Africa

Total net cereals inflow per capita (kilograms)
Low-income countries

Middle-income oil-importing countries
Total Africa

14718 1,309.7 153’9 1,488.7 12720
6469 7795 13240 1,389.9 1,439.1
28183 3,050.5 4,212.6 4,747.2 4,202.6

2,306.5 1,958.2 2,241.1 2,489.7 2,225.0
760.1 8779 14717 11,7268 1,673.7
3,/76.1 13,8025 5,081.2 6,106.4 5,484.1

36.2 331 31.6 40.2 428
14.9 11.2 10.0 19.5 14.0
5.4 19.8 17.1 22 21.9

4.9 3.7 4.0 5.5 5.1
2.2 1.8 27 5.9 4.0
3.1 24 2.7 4.1 5

13.6 11.3 12.6 13.6 11.8
14.6 16.4 26.6 30.2 28.3
12.4 12.2 15.8 18.5 16.2

a. Includes Comoros and Cape Verde.

b. Includes Djibouti, Equatoriai Guinea, Sio Tomé and Principe, andeeychelles, but excludes Zimbabwe.

¢. Includes oil exporters; excludes Zimbabwe.

Source: Food Aid Bulletin, no. 4 (Rome: rao, October 1980), Table 2, p}:. 8-10.

by wars and civil strife, drought and poor
rainfall patterns during the 1970s, and rapid
population growth, which pushed cultivation
into less productive areas. Agriculture was
also neglected for a long time by government
and donors, as it was by development theo-
rists. Further, there was a misallocation of
investment, notably an excessive emphasis on
large-scale government-operated schemes.
Also, agricultural and economic policies and
institutional frameworks were not conducive
to increasing output: official prices were too
low; marketing systems too uncertain, inef-
ficient, and uncompetitive; input supplies too
irregular; and participation of farmers in rural
affairs too limited. The agricultural extension
effort was weakened by unfavorable policies,
deficient research ouiput, and the organiza-
tional deficiencies of the public sector agen-
cies which were responsible for spearheading
rural development.

Low agricultural growth rates typify all but
a few African countries in recent years (see

Table 5.5). The downward trend is particu-
larly ominous since it has occurred despite
major investment efforts and additional use
of off-farm inputs (see Table SA.28). The shift
in consumption toward wheat and rice is also
worrisome because it involves cereals that are
more costly to produce than millet, sorghum,
and maize, and—except for traditionally grown
rice in some countries—have high costs rel-
ative to imports of the same products.

Action for Rural Development

A major action program for agriculture, the
Food and Agriculture Organization (Fa0) Re-
gional Food Plan for Africa,® was written in
1978 and endorsed by the Organization for
African Unity (oau) in Arusha (1978), Mon-
rovia (1979), and at the Extraordinary Eco-
nomic Summit in Lagos (1980). It postulates
a growth rate for agricultural production of

10. Regional Food Plan for Africa (Rome: rao, 1980).
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which affect his willingness to produce and
to sell: the level, structure, and predictability
of prices; the efficiency, fairness, and stability
of marketing arrangements; the availabilityand
prices of off-farm inputs and of consumer
goods; and (espedially in societies where non-
material incentives are stressed) the degree of
participation in decisionmaking. While all of
these are important, price and marketing pol-
icies are the most general, and these will be
the center of analysis here.

ProsLems oF Pricing Pouicy

It is now widely agreed that insufficient price
incentives for agricultural producers are an
important factor behind the disappointing
growth of African agriculture. The impor-
tance of price policy comes out strongly in
project experience. A recent review of 27 ag-
ricultural projects undertaken by the World
Bank noted “the almost overriding impor-
tance of producer prices in affecting produc-
tion outcome and production levels, often
cutting across the quality of technical pack-
ages and extension services. Seven out of nine
projects implernented under favorable prices
achieved or surpassed their production ob-
jectives; 13 of the 18 under unfavorable prices
failed to do so.”" This idea is also borne out
stzongly in micro-level studies, which indi-
cate substantial farrmer responsiveness to
price.

Despite this general appreciation of the im-

13. Sixth Annual Review of Project Performance Audits, Sep-
tember 1980, paragraph 3.71.

14. Hossein Askari and John Cummings, Agriculturc! Sup-
ply Response: A Survey of the Econometric Evidence (New Yori:
Praeger, 1976). The literature and common observation in-
dicate that farmers respond strongly to changes in relative
prices. The question of aggregate supply response is mone
nuanced. In the short term, farmers’ possibilities are indeed
sharply constrained, and they respond to changed incentive
Structures by switching to the more profitable crops [see
Raj Krishna, “Agriculture Price Policy and Economic De-
velopment” in H. Southworth and B. F. Johnston (eds.),
Agricultural Development and Economic Growth (Ithaca, New
York: Cornell University Press, 1967), especially pp. 505 ff].
In the longer run, . more congenial set of marketing con-
ditions will motivate them to invest in equipment, to hire
labor, to work harder, and to find other ways of breaking
those “constraints” which derive from inadequate motiva-
tion rather than from inadequate technology.

portance of good prices, export crop produc-
ers have been heavily taxed, and prices of
food crops have been systematically set at
below-market levels for most of the past de-
cade. These aspects of price policy are dis-
cussed below.

Pricing of Export Crops. [Export crops are
heavily taxed; African producers have re-
ceived only a fraction of the world market
prices of major exports. Their tax burden,
defined as the ratio of farmgate producer price
to economic value at the farmgate, is on av-
erage in the 40 to 45 percent range (see Box
D). Subsidies on inputs and other service:
provided by government partly compensate
for taxation of cash crops, though they soften
the tax impact very little—by 10 to 15 percent
in most cases.

Available information does not permit broad
generalization about how farmers’ relative
prices and incomes have changed over time.
Data for 12 countries suggest that stagnation
or decline was the most general tendency in
the 1970s, both for farmer terms of trade and
the purchasing power of farmer cash incomes
(see Table SA.31). These data provide some
confirmation for the view, widely expressed
in Africa and outside and implied in the pro-
duction and population growth data, that
farmer real incomes have fallen in many
countries in recent years.

Heavy taxation and unfavorable terms of
trade do not necessarily have quick and/or
observable effects on output trends. But the
high level of taxation of export crops through
export taxes, marketing board levies, exces-
sive  marketing costs, and overvalued ex-
change rates have kept export production in
rnany countries below what it could have been,
and hence contributed to the steep fall in
Africi’s share in the world market noted ear-
lier (see box on agricultural exports from Tan-
zania and Ghana in Chapter 4).!* Since in the
case of most export crops African countries

15. See also John Levi, “African Agriculture Misunder-
stood: Policy in Sierrz Leone,” Fuod Research Institute Studies,
vol. 13, no. 3 (1974).
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Box D: “Taxation” of Export Crops

A good measure of the degree to which crops are
taxed is the “Nominal Protection Coefficent” (nrc),
defined as the price paid to the producer divided by
the amount he would have received had he sold hi:
crops at the world price minus transport, marketing.
and costs. An nec value of more than cne
means that the crop is being subsidized; and the more
it is above one, the bigger the subsidy. An nrc of less
than one indicates taxation; the lower it is below one,
the heavier the tax. The table at right shows necs for
major crops in 13 countries, representing more than
half the region’s population.

The actual level of taxation of export crops is higher
than shown in two important respects. In the first
place, the economic fanngate vaiue of these crops
has been derived on the basis of actual marketing
costs. These costo are, in most cases, those of mo-
nopolistic agencies working without competitive
pressure, and thus are generally inflated. If the mar
keting cost of an effident marketing systein were
used instead, the economic value of crops would be
higherand the degree of implicit taxation even greater.
The level of taxation /3 also higher than shown be-
cause the nrcs do not reflect the influence of over-
valued currencies, which reduce the proceeds of
exports in terms of domestic currency. Taking into
account the effect of an overvalued currency, pro-
duccrs in a nuinder of countries Jisted in the table
received less than half the real value of their crops
in recent years.

have distinct comparative advantages, this
implies a loss of growth opportunities for the
economy as a whole.

Pricing of Food Crops. In most African
countries producer and consumer prices for
basic foodstuffs are legally controlled. Gov-
ernments have dual policy objectives in set-
ting and regulating their prices. They want
to provide adequate incentives for increasing
food production, and they seek to protect the
interests of consumers at the sarae time.! In
practice, the objective of ensuring a regular
supply of staples at “affordable” prices for
consumers has been the dominant criterion
in most countries. This is accomplished in
various ways: producer prices are fixed at
belew market levels; subsidies are provided
by selling imported foods at below landed

16. See Lagos Plen of Action, paragraph 33,
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Nominal Protection Coefficients of Selected Expori
Crops
Crop 1971-75  1976-80
Cocos
Cameroon i 037 (2¢ 0.45(2)
Ghana 0.47 (5) 0.40(4)
Ivory Cosst 0.36(2) 0.38(1)
Togo 030(5) 02504
Coffee
Cameroon (Arabica) 0.72(2) 0.60(2
Cameroon (Robusta) .o 0.36 (1)
Ivory Coast 0.68(1) 0.36(1)
Kerya C.94 (1) .
Tanzania 0.80(5) 0.59 (4)
Togo 042(5) 0234
Cotton
Cameroon .. 0.79 (1)
Ivory Coast 0.79(1) 105(,
Kenya 1.7(Mm ..
Malawi 068(5) 075(2)
Mali 0.35(2) 0.44(4)
Senegal .65 (2) ..
Sudan ST 0782 0.60(1)
Togo 0.62(5) 0.79(4)
Upper \Volta . 0.79 (1)
Grourdnuts
Malawi 0720(5) 059 (2
Mali 057(2 0439
Senegal 0.43(4) 0.66 (4)
Sudan 085(3) 0.67(1)
Zambia 0.70(5) 0.71(4)
Maiz®
Kenya 0.96 (1) 1.33(1)
Malawi 1.68(5) 1.34(2)
Zambia 0.72(5) 0.78 (4)
Sesame
Sudan 0.83(1) 0.59 (1)
Upper Volta .. 0.88 (1)
Ten
Kenya 0.89 (1)
Tobacco
Malawi mwvevanes - 042(5)  0.28(2)
Zambia e 1.09(5) 0.884)
Wheat® - T
Kenya e 1.43 (1)

. . not available,

a. Figure in brackets indicates number f observations
(y'm). R TR

b. Maize and wheat have been alternately exported
and imported in these countries.

Source: World Bank data.

cests; food imports are encouraged when do-
mestic food price levels rise; and imported
foods are given an implicit subsidy because
of currency cvervaluation.

In most instances over the past decade,
officiai food prices in African countries have
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been set “too low”’; prices in parallel markets
are often two (o three times as high. The
official prices have thus been only partially
effective; producers have been able to sell part
of their marketings at the free market prices
ard most consumers have been forced to buy
at open market prices. This happens despite
the existence of state marketing organizations
that are frequently endowed with legal trad-
ing monopolies—especially in grain trading.
While direct price effects on production are
thus diluted, the policy of setting low official
producer prices undoubtedly has negative
effects on farmer incentives to produce and
to seli basic foods.

The effect of government import policies is
in many cases much more important than low
controlled prices of staples. Imported wheat
and rice are now becoming steadily cheaper
than domestic staples because of the over-
valuation of many African currencies. More-
over, intent on keeping urban food prices low,
many governments have in recent years had
periodic recourse to massive injections of food
imports, thereb) causing sharp reductions of
domestic price: (see Box E). These policies,
which stimulate wheat and rice consumption
and discourage producers of substitutable lo-
cal cereals, have been reinforced by food aid,
which has been maintained at consistently
high levels after a brief reduction in the mid-
1970s. Relative price changes favorable to do-
mestic staples have been checked, and urban
preferences for wheat and rice reinforced.

These pricing policies are widely attributed
in the scholarly literature as well as in donor
circles to an urban bias among policymakers.
But a balanced assessment has to recognize
the constraints at work, and the conflicts of
objectivesinvolved. Policymakers in Africaare
fully aware that the raising of producer prices
for export crops would stimulate production
and is in general therefore a desirable objec-
tive. But they are also aware that other ob-
jectives may be sacrificed. Thus, the “taxes”
levied on export crops are a principal source
of finance for public sector activities; for non-
mineral economies there is no other impor-
tant domestic source. Moreover, the scope for
higher producer prices is obstructed on two

Box E: Nigerian Food Imports

bovemmentmdepoucyh\nguiahuhadam
ticularly sirong influence or: prices for major stap? 3.
Wheat and flour imports grew from 400,000 tons in’
1975 to 1.3 million tono in 1978, and then declined
to an estimated 1.0 million ton:: in 1980. Rice imports
Fave grown even faster: volumes increased elevuw
fold between 1976 end 1978—from under 50,000 tons
to over 550,000 tons—then dropped sharply due to
import restrictions. In October 1979, licenses were
issued for only' 200,000 tons for 1980. Prices tripled |
by September of that year. The Government re-
sponded tn this surge in rice prices by lifing import
quotas on rice, cereals, and flour. The same pattem
had occurred earlier: in 1979, wheat and flour prices
fellmarkcdlyasamdtofbiginmasmhimpmb.

In short, the sharp increases in imports in’
years help explain the fall in prices in 1979 vshile later:
import restrictions fueled theic recovery in 1990, G
ernmenttrade policy, particularly for rice, has changed
frequently in recent years as indicated in the table
below.

Summary of Rice Trade Policy

Prior to April 1974 66.6% tazilf

April 1974-April 1975 20% tariff

April 1975-April 1978 10% tariff

April 1978-June 1978 20% tarltf

June 1978-October 1978 10% tariff

Octcber 1978-Arvil 1979  Imports ir: containers
under 50 kilograms
banned.

April 1979 Imperts in contairers 50
kilograms and above
under restricted li-
cense.

September 1979 Six-month ban imposed
on all rice imports. , “H

January 1980 Import licenses issued lw
100,000 tons. h

October 1980 Rice placed under general
import license—no
quantitative restiie-
tions.

Erratic trade policy not only has !iad a dramatic
effect on price levels, sending confused price signals
to producers, but also has increased the risk to trad-
ers who market domestic supplies.

sides: ov.rvalued exchange rates mean that
the foreign currency obtained from exports is
converted into a relatively small amount of
domestic currency, making it difficult for gov-
ernments to pay higher producer prices. And
on the domestic marketing side, marketing
margins absorb large shares of total proceeds,
reducing the share available to producers.
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Finally, a positive price policy for export crops
might lead to reduction—at least in the short
run—in food crop production, and this would
have consequent effects on food self-suffi-
ciency objectives.

Similar conflicts of objectives—real or sup-
posed—underlie food price policy deficien-
cies. Abundant worldwide experience in the
past decade certainly indicates that the polit-
ical risks involved in raising food prices are
hardly-negligible. Moreover, there exist gen-
uine concerns over the impact of higher food
prices on real incomes and the nutritional sta-
tus of the poor. To see food price :olicies
solely in terms of political will or commitment
is too simple.

It is true, nonetheless, that the price poli-
des described above have proved self-defeat-
ing. The policy of attempting to control prices
and supplies of foodstuffs has, by and large,
succeeded in securing only a limited supply
of low-priced (and often low-quality) food-
stuffs for a relatively small group of urban
consumers. It has increased farmers’, and
traders’, risks in producing and marketiiig food
surpluses. It has failed to stabilize and indeed
has actually destabilized supplies over the
course of the year. Further, through its effects
on farmers’ supply response, it has probably

‘resulted in a higher overall leve! of food prices
than would have pertained without govern-
ment attempts to contrel supplies.

Reliance on imports, mc:eover, is creating
a potentially very costly structural depend-
ence on wheat and rice. These now account
for 82 percent of net commercial cereals im-
ports, wheat alone for rearly half the total.
Projections of Africa’s cereals import require-
ments in 1990 vary from 6 million to 28 million
tons, depending on the assumptions used.
Most estimates cluster aroand 11 million to
12 million tons, most of which would be wheat
and rice. This is a conservative estimate since
the 1981 imports may alreacly be 6 million to
7 million tons (including nearly 2 million tons
of food aid). Except in Sudan, Ethiopia, the
East African Highlands, and parts of South-
ern Africa, wheat cannot be grown or can be
grown only at prohibitive costs. Rice can be
grown in a wider range of countries, but often

{8
¢
-

only at high cost. It can be grown efficiently
under rainfed conditions or in small-scale

" schemes in swamps or riverine valleys while

large-scalz irrigation schenies are extremely
costly both in terms of initial investment and
recuirent costs. Therefore, import substitu-
tion of these crops, where technically feasible,
will preempt a sub.tantial proportion of in-
vestible resources. Since urban consumers
would be the main outlet for these cereals,
ambitious rice and wheat production pro-
grams will reinforce the traditional tias against
the rural populations. In addition, this trend
toward rice and wheat consumption, un-
checked by suitable pricing policies, will
maintain the traditional rainfed cereals (and
roots and tubers) in the position of inferior
goods, reducing the extent and stability of
their markets.

ProsLems oF MARKETING AND INPUT SurrLy

The central problem in marketing and input
supply is the very general tendency to give
tco large a set of responsibilities to public
sector institutions, and too few to other
agents—individual traders, private compa-
nies, and farmers’ cooperatives. It is the ma-
jor manifestation of the organization and
management problem discussed in the pre-
ceding chapter.

Marketing Agencies. Export crops are al-
most everywhere in Africa marketed by state
trading organizations; often they use ’li-
censed buying agents,” private traders, to help
in village-level purchases. Government mon-
opolies also exist in many countries for food
crop purchases, though these are generally
less well organized than export-crop market-
ing and are in most cases unable to purchase
more than a minor share of marketed output.

The performance of the export crop mar-
keting agencies is of major importance in sev-
eral respects. First, their degree of efticiency
affects the share of export proceeds that can
be paid to producers. Because of long dis-
tances and the frequently difficult problem of



access, the cost of marketing tends to be high
even under conditions of efficient marketing
operations.'” Second, the crop marketing
agencies are the major point of contact be-
tween peasants, the money economy, and the
state bureaucracy. Unless tiie marketing
transactions #re done fairly and efficiently,
there are high risks of peasant disaffection
from both the bureaucracy and the market
economy.

Surious = dencies characterize the op-
eration of most marketing agencies. Some of
these arise from problems found in almost all
parastatals—ovesmanning, inadequate non-
salary budgets, and management scaycities.
There are also inefficiencies peculiar to the
eport crop parastatals du to the lack of com-
petition. And there are additional problems
in these agencies when marketad volumes
stagnate or decline: decreasing turnover is
compensated by higher overhead per unit,
the producer price being the residual. The
result is an upwaid spiraling of costs and a
parallel duwnward spiraling of exports. Clas-
sic examples of this are groundnuts in Mali
and several export crops in Tanzania.'®

In food-crop marketing, parallel marketing
channels exist in many countries of the re-
gion; the legal and official marketing agency
coexists with a semiclandeine private trad-
ing sector. This is most often the situation
with respect to foodgrains. Iu these markets,
attempts ai controlling marketing and prices
are most extensive but they are effective to
varyingdegrees. In countriesimporting wheat,
price controls are often fairly effective for flour
and bread; for rice, the degree of control de-
pends primarily on the share of paddy grown
in governraent-conirolled schemes. For do-
mestic cereals, the share of official trade in

17. In Kenya, for instance, charges for marketing, stor-
age, transport, and administrative overheads averaged 34
percen: of the f.0.b. border price for maize, 23 percent for
wheat, and 48 percent for rice during the 1972-79 period—
and the agency in question is not regarded in Kenya as a
particularly inefficient marketing institution.

18. See Frank Ellis, A Preliminary Analysis of the Decline in
Tanzania Cashewnuy Production 1974-79: Cases, Possible Rem-
edies and Lessons for Rural Development Policy (Economic Re-
search Bureau, Universiy of Dar es Salaam, December 1979).

marketed production may be as high as 25 to
50 percent (in some East African countries),
or as low as 1 to 2 percent. Price and mar-
keting controls are conspicuously absent for
roots and vegetables, no doubt because of the
rroblems and risks associated with the per-
ishability of these crops. Most governments
do not put much trust in the private sector’s
ability to cope with the task of providing sta-
ble supplies of food to the urban masses, al-
though private traders handle the bulk of the
trade almost everywhere. In most cases pri-
vate traders are tolerated openly or tacitly as
indispenszble partners but are not allowed to
work in ai. economic environment that would
enable them to realize their full potentizl. The
uncertainties associated with the ambigvous
position of private trade and traders discour-
age full-time involvement in food marketing,
investment in transport and storage, and a
systematic approach to developing an ade-
quate supply network.

Official marketing agencies are responsible
for collection, transport, sometimes process-
ing (as with rice), and distribution to the
wholesale and sometimes even retail level.
But producer prices and consumer prices are
fixed by government with little regard to the
actual cost of coliection and distribution. Mar-
keting agencies are also not always or not
fully reimbursed for losses incurred in the
process. Several of them have accordingly
accumulated large deficits reflecting opera-
tional inefficiencies and the cost of govern-
ment-imposed sutsidization of consumers. In
several cases, deficits huve reached striking
proportions, given the rather modest quan-
tities of foodstuffs controlled by these agen-
cies. Some agencies are passive, buying
whatever small quantities are offered to them
at official prices in postharvest periods when
market prices are low, or during bumper crop
years, buying ali they can pay for. Others
exercise varying degrees of compulsion, oc-
casionally bordering on outright requisition.

Input Supply. Input distribution agencies
are another part of the rural marketing system
that has contributed to the poor performance
of agriculture. Unless farm inputs are made
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Table 5.6. Relative Frequency of Government and Private Sector Control in the Procurement
and Distribution of Agricultural Inputs, 39 Countries

Percentage of countries

Farm

Fertilizer Seed Chemicals  equipment

Item supply supply supply supply
Government control* 64 61 47 Q
Private sector control* n 11 17 2
Mixed government and private sector involvement 25 28 36 kK
Total 100 100 100 100

a. Procurement and distribution activity is considered “private’ I_f more than 80 percent of it is in the hands of the private
sector, and “govemnment” if more than 80 percent of it is in the hands of the public sector.
Source: World Bank data files. (See Table SA.32 for country-specific information.)

available to farmers on a regular bas:s and at
the right time, there is little chance that ag-
ricultural production and productivity will

move forward.” Unfortunately, there are only

a few countries in Africa where this important
condition is fulfilled. Procurement and dis-
tribution of inputs is another field monopo-
lized by governments or parastatal agencies.
In more than 60 percent of African countries,
governments reserve full control of the pro-
curement and distribution of fertilizer, seeds,
and most other services as well (see Table
5.6). The motives for entering this field are
similar to those advanced for government in-
volvement in food crop marketing: inputs are
seen as vital commodities that should not be
left to the care of the private sector, which is
regarded as exploitative and unreliable. Pol-
icyrrakers also frequently perceive a need to
subsidize the service provided, which is a ra-
tionale for monopolizing its distribution.®
Many oificials also believe that only by public
distribution will inputs be made available to
the remote areas that private trade is assumed
to neglect because of low profitability. While
this may be tre in some cases, it is mainly
the policy of panterritorial pricing—fixing of-

19. Input supply involves more than just the provision
of fertilizer and seeds. It can include the supply of farm
equipment, fencing and building materials, tractor hire
services, and spare parts.

20. Subsidies need not involve monopolization. The mar-
ket mechanism can be used. But most officials do not believe
that merkets work well enough to be utilized this way. They
believe, in this case, that subsidies granted to importer-
wholesalers or to private traders would not be passed along
to farmers.

A0

ficial prices of inputs uniformly for the entire
territory without regard to actual transport
costs—which impedes private trade from ef-
fectively competing in remote areas.

There is no a priori reason why government
agendies should nct be able to fulfill the input
supply functions efficiently, but due to the
structural probiems besetting many public
agencies—scarce management, lack of incen-
tives, conflicting objectives, overstaffing, aiid
lack of control—they have rarely succeeded
in meeting the rigorous requirements of their
clients—input delivery at the right time, at
the right place, and in the right amounts.

Government agencies have failed to meet
these needs because they have difficulties in
adapting bureaucratic, financial, and admin-
istrative procedures to commercially oriented
operations. For example, they fail to buy in-
puts on a phased basis because they are geared
to the time of release of funds from the budget,
and theseare not necessarily the optimal times.
Likewise, pay scales and hiring and promo-
tion procedures tend to be similar to those in
government. This leads to reduced individual
initiative, unwillingness to make quick and
independent decisions, and consequent effi-
ciency losses.

The absence of competition in input supply
also leads to a lack of innovation. Inputs are
ordered in routizie fashion without regard to
location-speaific requirements. A recent study
in Senegal has revealed considerable scope
for savings in fertilizer cost to farmers, no-
tably by tailoring the nutrient content more
closely to their needs, by eliminating ineffec-
tive elements, by reducing transport cost
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through higher concentration, and by deter-
mining optimal dosage and composition on
economic rather than on technical grounds.
Such adjustments, and the supnly of inputs
in variable package sizes convenient for farm-
ers, would be introduced more readily and
on a broader base in a system leaving more
scope for private vector participation in input
supply.

The general problems outlined above are
exacerbated by the common practice of gov-
ernment, subsidization of inputs, in particu-
lar fertilizer. This has a number of negative
consequences. First, in monopolistic input
distribution systems the funds budgeted for
input subsidies limit the total amount of fer-
tilizer made available; under the budgetary
constraint that many countries experience, the
actual amount of inputs that can thus be pur-
chased remains far below the quantity desired
by farmers at the subsidized price. Therefore,
rather than supplying more farmers than can
be served under private trade conditions,
governments end up serving considerably
fewer. Second, since the quantity delivered
remains well below the level of demand, price
is driven up and, in spite of the subsidy, some
users may pay as much as—or conceivably
mdre than—they would under free-market
conditions. Third, even where the input dis-
tribution agency has 2 source of finance in-
dependent of the budget (such as bank credit
or sufficient working capital as equity), sub-
sidization ties its operation to the budget year,
causing delays in procurement and untimely
delivery to farmers.»

Reform of Price, Marketing,
and Input Supply Policies

While there is not much disagreement with
the general propositions that higher producer
prices would stimulate production and sales,
or that marketing systems should become more

21. Many of the problems and symptoms associated with
the distribution of subsidized inputs also apply to rural
credit institutions administering heavily subsidized credit.

efficient, pushing beyond these propositions
is not easy because the problems are complex
and involve broad aspects of development
strategy. For example, the appropriate level
of producer prices, the relationship between
prices of export crops and food crops, and
between prices of individual crops in each
category are all a function of a government’s
development goals and sodial policy objec-
tives. Nonetheless policy changes are needed
and the directions of change are discussed in
the following paragraphs.

Export Crops

Trade data for the 1970s and the level and
trend of export taxation suggest that in many
countries there is scope for increasing pro-
ducer prices for export crops. The slow growth
of world demand for many primary com-
modities is not a valid argument to the con-
trary as long as Africa does not even maintain
its market share. Higher producer prices in
real terins would stimulate production di-
rectly. It would also allow elimination of most
of the subsidies on inputs, equipment, credit,
or water that now hamper the distribution of
these commodities and services and distort
the allocation of resources.

Four objections to a high price export crop
policy were noted earlier: the need for gov-
emment revenues; the limited freedom for
maneuver on producer prices due to over-
valued exchange rates; high marketing costs;
and the contflict that develop with food self-
sufficiency objectives.

With respect to government revenue, a
number of observations are in order: first,
revenue preservation should take second place
to the need for maintaining or increasing the
pace of export production; second, reduced
taxes should raise export levels so that higher
volumes would to some extent compensate
for the reduced rates; finally, and even more
significantly, higher producer prices should
still leave scope for taxing some of the “rent
elements” prevailing for some crops—coffee,
cocoa, tea, and even cotton.

The exchange rate issue has to be con-
fronted directly or indirectly, as noted in
Chapter 4. In many cases, lagging export
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1. The Deepening Crisis

No list of economic or financial statistics can
convey the human misery spreading in sub-
Saharan Africa. A special study by the United
Nations Children’s Fund (UNICEF), ‘'The
Impact of Recession on Children,” has docu-
mented how children have been the victims of
economic decline. In Zambia’s poorer northern
regions, height-for-age ratios have fallen in all
age categories under fifteen years. Child mortal-
ity in sub-Saharan Africa was 50 percent higher
than the average of developing countries in the
1950s; now it is almost double the average.
Moreover, despite the surges in food imports
and food aid, an estimated 20 percent of Africa’s
population still eats less than the minimum
needed to sustain good health. The number of
severely hungry and malnourished people is
estimated to have increased from close to 80
million in 1972-74 to as many as 100 million in
1984.

The illustrative scenarios in the World Bank’s
World Development Report 1984 suggest that, even
with some fundamental improvements in
domestic economic management, per capita
incomes in sub-Saharan Africa will continue to
fall during 1985-95. In the more pessimistic sce-
nario, GDP is expected to grow at 2.8 percent a
year and population at 3.5 percent, involving an
annual fall in per capita GDP of 0.7 percent. On
this basis, real African incomes in 1995 will be so
low that between 65 and 80 percent of the peo-
ple will be living below the poverty line, com-
pared with roughly 60 percent today.

Political instability is also claiming more vic-
tims. Africa now has around 2.5 million refu-
gees; twenty years ago there were 400,000. One
in every 200 Africans is a refugee. The African
continent, with less than a tenth of the world’s
population, has more than a quarter of the
world’s 10 million refugees. This number does

not include economic refugees or people dis-
placed within the borders of their own country.
Many women and children are often forced

through circumstance to move; some children"

move alone to cities and do their best to survive,
untended. In every case, the poor are depend-
ing on the poor.

In many African countries people are having
to do without any public services, as govern-
ments concentrate their resources and energies
on sheer economic and political survival. Fea-
tures of modern society to which many Africans
have been exposed are withering: trucks no
longer run because there are no spare parts and
roads have become impassable; airplanes no
longer land at night in some places because
there is no electricity to light the runway. While
philosophically committed to self-sustaining
growth, self-reliance, and regional cooperation,
Africa finds itself without the means to generate
and share its resources. It is against this human
and political background that the economic and
financial analysis which follows in this report
must be read.

Of course sub-Saharan Africa is r.ot mono-
lithic. It has great diversity, which must be kept
in mind throughout this report in which
regional generalizations are inescapable. For
instance, low-income semiarid countries,
(Burkina Faso, Chad, The Gambia, Mali,
Mauritania, Niger, and Somalia) represent only
8 percent of the population of sub-Saharan
Africa. Even including other countries with dif-
ficult natural environments—such as Burundi,
Lesotho, Rwanda, and Senegal—the total popu-
lation is about 39 million, only 13 percent of sub-
Saharan Africa’s population, and less than half
that of Bangladesh alone. At the other extreme,
oil exporters in Africa are middle-income coun-
tries. They have a per capita income several
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times the average for low-income countries and
represent about 30 percent of sub-Saharan Afri-
ca’s population and about 50 percent of its GDP.
Another group includes countries such as Bo-
tswana, Ivory Coast, Kenya, Malawi, Mauritius,
and Swaziland, representing about 10 percent
of the region’s population. Over the past two
decades, they have achieved significantly faster
growth in per capita incomes than the low-
income average but since the late 1970s have
run inio problems. The rest (about half) of sub-
Saharan Africa’s people live in countries such as
Benin, Ghana, Guinea, Liberia, Sierra Leone,
Sudan, Tanzania, Togo, Uganda, Zaire, and
Zambia. These countries are relatively well
endowed with natural resources but have had
low or negative per capita growth since 1970. It
is important to keep such variety in mind while
discussing past developments and future pros-
pects, as well as external assistance require-
ments.

Accelerated Decline in Per Capita Output

Since the recession of 1980-82, the world
economy has started to recover. In 1983, gross
national product (GNP) in industrial countries
rose 2.3 percent, after a fall of 0.1 percent in
1982; in developing countries, growth picked
up from 1.1 to 1.3 percent. World trade, which
had declined by 2.5 percent in 1982, grew by 2
percent in 1983; dollar prices of nonoil primary
commodities, which had been falling since 1981,
climbed by 7 percent in 1983.

However, while sub-Saharan countries’
growth suffered along with others during 1980-
82, the recent recovery seems largely to have
bypassed sub-Saharan Africa, even in those
countries with the best earlier records. For oil
importers, per capita output fell by 0.9 percent
in 1981 and 1.7 percent in 1982, but there was no
recovery in 1983—per capita output fell by a fur-
ther 2 percent. Neither did oil exporters benefit
from the 1983 recovery. Their per capita output
fell about 11 percent in the two years 1981-82
(see table 1.1) and a further 7 percent in 1983.

For sub-Saharan Africa as a whole, per capita.

output in 1983 was 11 percent below the 1980
level, more than offsetting all of the very mod-
est gains of the 1970s.

Agriculture fared somewhat better, until 1982.

10

Table 1.1. Growth of Per Capita GDP
in Sub-Saharan Africa, 1960-83

(annual percentage chanye)

Country group  1960-70 1970-80 1981 1982 1983+
Low-income

countries 1.5 -09 =19 =25 -03
Low-income

semiarid -0.1 06 -09 -25 -07
Low-income

others 1.8 -1.1 =21 -25 -0.3
Middle-income

oil importers 1.5 1.2 06 -07 -34
Middle-income

oil exporters 1.1 16 =67 -47 -73
Total 1.3 0.7 -40 -33 -38
a. Estimated.

Between 1980 and 1982, Africa’s food produc-
tion is estimated to have increased by about 2
percent a year, somewhat faster than in 1970-80.
The strongest growth was in wheat, sorghum,
pulses, and sugar; oilseeds, with the exception
of palm oil and palm kernels, continued to fall.
Even at these growth rates, however, per capita
food production was declining, and the acceler-
ated pace of food imports in 1980-82 suggests
that agricultural growth may have been overes-
timated. Cereal imports totaled 9.25 million tons
in 1982, implying that one in five people in sub-
Saharan Africa (the equivalent of its entire
urban population) is now fed by imports. While
few countries prevented a decline in per capita
food production, those that did included two of
the most poorly endowed countries: Niger and
Rwanda. The countries with large agricultural
potential, such as Nigeria, Sudan, Tanzania,
and Zambia, suffered the sharpest falls in per
capita food production. Imports are making
many countries increasingly dependent on
wheat and rice, which are difficult to grow eco-
nomically in Africa.

The worst drought in fifteen years has
recently hit large parts of sub-Saharan Africa. It
started in 1982 in southern Africa and extended
to the Sahelian zone in 1983; particularly in
southern Africa, it appears to be continuing into
the 1984 season. Based on estimated shortfalls
in cereal production, the Food and Agriculture
Organization (FAO) has identified a group of
twenty-four ““most seriously affected’”’ (MSA)
countries, which are the focus of current inter-
national efforts on food aid and emergency
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relief.! Focd production in the MSA countries
declined by 15 percent between 1981 and 1983;
preliminary estimates indicate that it may fall
further in 1984. Senegal’s groundnut and cereal
production are estimated to have fallen 40 per-
cent below normal levels.

Even more serious than the drought’s imme-
diate impact on food supplies are its medium-
term effects on plantation crops and livestock.
In Ivory Coast, coffee production in 1983 may
have been less than half the normal average,
and cocoa and oil (palm and coconut) produc-
tion declined by 10 to 20 percent. In Ghana;,
cocoa production will be 17 percent lower than
the recent average; bush fires, made worse by
drought, may have burned about 10 percent of
total cocoa acreages. Cattle losses have been
substantial in Botswana, Mauritania, and Zim-
babwe. Experience shows that, to rebuild cattle
herds, four to five years of good rainfall are nor-
mally required.

Faced with this devastation, the international
community has launched massive programs of
assistance. The FAO has estimated total cereal
requirements for the MSA countries at 3.3 mil-
lior tons. Thirty bilateral and international
agencies, including those frcm Australia, Can-
ada, Denmark, France, Germany, Italy, Japan,
the Netherlands, the United Kin..dom, the
United States, the EC, and the Worla Food Pro-
gram (WFP), have pledged 2.3 million tons.
Additional contributions, notably from the
U.S. Agency for International Development
(USAID), are expected to help close the gap.
However, considerable problems remain over
transporting and distributing the food.

Industry has suffered serious setbacks, which
in many countries have come on top of years of
industrial decline or stagnation. In the majority
of sub-Saharan countries, manufacturing (as a
percentage of GDP) was lower in 1980 than in
1970. In several cases the slide has been acceler-
ated since then. Even among the countries that
did expand industry up to 1980, several (such as
Ivory Coast, Malawi, and Nigeria) have experi-
enced setbacks. In most cases industrial weak-

1. These countries are Angola, Benin, Botswana, Burkina
Faso, Cape Verde, Central African Republic, Chad, Ethio-
pia, The Gambia, Ghana, Guinea, Guinea-Bissau, Lesotho,
Mali, Mauritania, Mozambique, Sao Tome and Principe,
Senegal, Somalia, Swaziland, Tanzania, Togo, Zambia, and
Zimbabwe,

nesses, partly due to poor quality of
investment, have been prolonged by difficulties
in macroeconomic management and by falls in
imports, locally produced raw materials, con-
struction, and domestic incomes. In several
cases, industry has also been harmed by dis-
rupted or deteriorating transport. Across the
continent utilization rates in manufacturing
have been falling, in extreme cases going as low
as 25 tc 30 percent.

Deteriorating External Environment

The international economic environment has
been difficult for all developing countries during
the last four years. While world trade has stag-
nated and commodity prices have declined,
many developed countries have increased pro-
tectionist barriers for goods from developing
countries; for sub-Saharan Africa restrictions on
sugar and livestock imports have been particu-
larly damaging. These external factors have
aggravated the long-term economic deteriora-
tion in Africa.

For export crops, Africa’s total volume
expanded by about 1 percent a year over the
1980-82 period—an improvement over the
decline during 1970-80. However, for most
crops, the fall in world market shares that
started in the 19705 continued in the 1980s.
These declines have occurred in commodities in
which Africa has a comparative advantage and
which are likely to remain its main potential
source of foreign exchange earnings. Africa’s
market share of oilseeds has fallen steeply,
caught between rising domestic demand and
inadequate incentives to export; so has that of
tea, bananas, cotton, and coffee. Some progress
was made in tobacco, sugar, and sorghum.
Given the slow growth in world demand pro-
jected for primary exports over the next decade,
African countries can expand their exports only
if they can utilize their coraparative advantage
effectively and increase their share.

On top of stagnant or declining exports, the
terms of trade also fell. Between 1980 and 1982,
prices of nonoil primary commodities declined
by 27 percent in current dollar terms. The loss of
income due to deterioration in the terms of
trade was 1.2 percent of GDP for sub-Saharan
Africa; middle-income oil importers suffered
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Table 1.2. Changes in Terms of Trade and the
Associated Loss of Income in Sub-Saharan Africa,
1980-82

Associated loss
Percentage change in  of income in 1982
terms of trade over 1980°
between 1980 (percentage
Country group and 1982 of GDP)
Low-income
countries ~-14.5 24
Low-income
semiarid -2.6 0.5
Low-income
other -16.0 2.6
Middle-income
oil importers -11.1 3.0
Middle-income
oil exporters 18 --0.5
Total -4.7 1.2

a. Calculated by multiplying the percentage of decline in
terms of trade by the share of exports in GDP. Minus sign
denotes income gain.

the biggest loss (3 percent of GDP), ol exporters
had a slight gain (0.5 percert of GDP), and low-
income countries a loss of 2.4 percent of GDP
(see table 1.2). For 1983, preliminary data sug-
gest no significant improvement in Africa’s
terms of trade.

The Debt Servicing Problem

‘During the last four years, debt servicing has
surfaced as a major problem in sub-Saharan

Africa. During this period, twenty-three of the
thirty-one reschedulings in the Paris Club were
for thirteen sub-Saharan countries, and eleven
countries have also restructured their commer-
cial debt. Even countries such as Ivory Coast
and Nigeria, which benefited from the commod-
ity price boom in the 1970s and had, until
recently, a high credit rating, are facing serious
problems in meeting their debt service. Both
bilateral and commercial debt for Ivory Coast
were rescheduled recently, and discussions on
converting about half of the Nigerian trade
arrears to medium-term debt were started in
December 1983, with a tentative agreement
reached in May 1984. For sub-Saharan Africa as
awhole, financial arrears (largely on trade trans-
actions) exceeded $8 billion at the end of 1983,
$5 billion of which was Nigerian.

The estimated total of’ Africa’s disbursed pub-
lic and publicly guaranteed medium- and long-
term debt at the end of 1982 was over $48
billion, the majority of it on nonconcessional
terms. IMF credits totaled about $4 billion and
short-term credits about $7 billion (see table
1.3).

Debt servicing payments are scheduled to
increase dramatically in the near future: on
the existing public 2 d publicly guaranteed
medium- and long-term debt alone, they are
due to rise from $4.1 billion in 1981 and $5.0
billion in 1982 to $9.9 billion in 1984 and an aver-
age $11.6 billion a year in 1985-87. These

Table 1.3. External Public Debt and Projected Debt Service Burden in Sub-Saharan Africa

(amounts in USS billions)

Public and publicly guaranteed
medium- & long-term debt

(PPG/MLT) ,
; Debt service
Annual  Debt service  Short- 1985-87"
Outstanding  growth ratio term IMF
&disbursed  (percent)  (percent) credit credit PPG/MLT
Country group end-1982  1972-82 1982 end-1982 end-1982 Amortization Interest Total IMF
Low-income
semiarid countries 3.0 2 16 0.1 0.1 0.7 03 1.0 0.2
Low-income others 171 19 16 1.0 1.6 4.4 24 68 15
Middle-income oil
importers 171 24 18 2.6 2.2 6.7 29 96 1.8
Middle-income oil
exporters 10.8 24 10 3.5 (.) 12.3 5.1 17.4 v
Total 48.1 22 13 71 4.0 24.0 10.7 347 35
All except oil
exporters 37.3 21 17 3.7 4.0 11.7 5.5 173 35

a. Debt service as a percentage of exports of goods and nonfactor services.

b. On existing debt alone.
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increases will occur in a wide spectrum of coun-
tries. One of the worst affected is Sudan, where
external debt at the beginning of 1983 was esti-
mated to be $7 billion—more than seven times
Sudan'’s export earnings in 1983. Without relief,
its estimated debt service in 1983 amounted to
$1.1 billion, slightly more than its total export
earnings. Even if arrears currently outstanding
were consolidated and rescheduled on 1983
Paris Club terms with a 10 percent interest rate,
Sudan would face debt service ratios averaging
80 to 90 percent for the rest of the 1980s. Coun-
tries such as Central African Republic, Mada-
gascar, Somalia, and Zaire face similar
difficulties. At the other end, some economies,
such as Nigeria, should be able to adjust in
order to meet the sharp rise in their debt service
burden. In between are countries such as
Gabon, Kenya, and Malawi, whose debt service
profile is flatter but will nonetheless be a signifi-
cant burden.

There are a number of reasons for the sharp
rise in debt service requirements. The resched-
ulings in the last few years, mostly on conven-
tional terms, gave short-term relief, but at the
expense of increasing the debt service burden
from 1984 onward. For a number of major
debtor countries, such as Zaire and Sudan, pre-
viously rescheduled amounts, generally not eli-
gible for rescheduling, represent more than a
third of the total payments on public debt
scheduled for 1985-87. In many sub-Saharan
African countries, significant increases in assis-
tance are going to be needed to replace IMF
loans falling due. Taking the IMF loans out-
standing at the end of 1983, repurchases and
charges will total $0.9 billion in 1984 and $3.5
billion during 1935-87.

When Africa’s arrears are taken into account,
its debt service outlook is even more dismal.
Servicing obligations in 1984 would jump about
30 percent if all arrears were repaid in that year.
Unless corrective measures are taken, the exter-
nal resource position of sub-Saharan Africa is
likely to become disastrous in the next few
years.

External Capital Flows

External capital flows to sub-Saharan Africa
have been quite high. Between 1970 and 1982,

official development assistance (ODA) per cap-
ita increased in real terms by 5 percent a year,
much faster than for other developing coun-
tries. In 1982, ODA per capita was $19 for all
sub-Saharan African countries and $46 per cap-
ita for the low-income semiarid countries—com-
pared, for instance, with $4.80 per capita for
South Asia. Aid finances 10 percent of gross
domestic investment in Africa as a whole, but
up to 80 percent for the low-income semiarid
countries and over 15 percent for other low-
income countries. For some countries, ODA
finances not only all investment, but also some
consumption. During 1980-82, however, ODA
levels stagnated, even though sub-Saharan
Africa’s share in the total increased from 21 per-
cent in 1980 to 24 percent in 1982. Net flows
from private sources declined sharply (by about
50 percent) with the decline particularly marked
for oil-importing countries.

However, import capacity did not declineby a
corresponding amount, because of funding by
the IMF, which provided net flows of $2 billion
between 1980 and 1982, mainly to oil importers.
In addition, external reserves were drawn down
by $10 billion ($1 billion for oil importers). As a
result, the total current account deficit increased
from 3 percent of GNP in 1980 to about 9 per-
cent in 1982 for sub-Saharan Africa (and stayed
around 9 percent for oil importers). Data for
1983 are not yet available, but tentative esti-
mates suggest that sub-Saharan Africa’s import
capacity declined significantly, the result of
declining export earnings, falling capital inflows
and export earnings, less finance from the IMF,
and the exhaustion of foreign reserves.

The Long-term Nature of the Crisis

Pressing as the current problems are, it is
important to emphasize that they are not short
term. They are part of a long-run unfavorable
trend, best illustrated by putting the current
food crisis in longer perspective. Figure 1.1
shows annual grain production per capita in
1970-84 for the twenty-four countries most seri-
ously affected by drought, together with the
long-term trend. The trend line shows a fall of
about 2 percent a year. It passed below what
might be considered a minimum for a healthy
diet (of 140 kilograms per capita, the figure
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Figure 1.1. Per Capita Gramn Production i Twenty- four Afncan Countnes Affected by Drought, 1970-84
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Source: Based on Food and Agriculture Organization (FAO) data, except that the 1984 figure is a projection using data from FAQ,
the U.S. Agency for International Development, and the U.S. Department of Agriculture.

implied by current FAO estimates of consump-
tion needs) in about 1975 and has continued fall-
ing since then. Even in the comparatively good
year of 1981, production per capita was only 135
kilograms. In 1984, for the first time, production
is expected to fall below 100 kilograms per cap-
ita. Yet that 1984 projection is only 12 percent
below the trend line; the trend line itself will hit
the projected 1984 level as early as 1988. The
amount by which the 1984 estimate is below the
trend line is almost exactly the same as the
amount by which output in 1981 was above it. It
is difficult to avoid the conclusion that Africa’s
food production does not deviate dramatically
from the trend line; the declines of the past pro-
vide a depressing foretaste of what lies ahead.
What is true for the drought-affected coun-
tries is true for sub-Saharan Africa as a whole.
Of all the major regions of the developing
world, sub-Saharan Africa has had the slowest
growth in food production and the fastest
growth of population during the past twenty
years. It is the only region where food produc-

tion is losing the race with population growth
(see figure 1.2).

- Such realities naturally cause pessimism. Yet
analysis of development in sub-Saharan Africa
and elsewhere suggests a basis for hope. A gen-
eration ago, it should be remembered, the pros-
pects of Korea were regarded as dismal;? ten
years ago Bangladesh was regarded as a basket
case; and about twenty years ago the establish-
ment of the International Development Agency
(IDA) was inspired by tales of woe in the sub-
continent. In sub-Saharan Africa, economic
growth in the 1960s was quite respectable, and

2. Asnoted in the Pearson Commission report, published
in 1969, ‘'For nearly a decade South Korea seemed doomed
to permanent dependence on foreign aid with no pessibility
of achieving a high growth rate from its own resources.
Critics could point to almost every abuse in the catalogue.
There was serious corruption, there was inflation, the aid
dialogue was most acrimonious, and exports of the coun-
try's own products were low’’ (emphasis added). L. B. Pear-
son and oihers, Partners in Development (New York: Praeger,
1969), p. 45.



Figure 1.2. Index of Per Capita Food Production, 1961-65 fo 1983
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observers saw several reasons to expect fur-
ther rapid development.® Even in the 1970s,
growth in several African countries (Botswana,
Cameroon, Ivory Coast, and Malawi) was sig-
nificantly faster than the world average. The
history of economic development has been full
of surprises. The evidence is overwhelming
that, with the right comhination of external
assistance and domestic policies, countries can
turn around, often in less than a decade. One
essential step in that process is clear-headed
analysis of experience, identification of

3. In The Economics of African Development (New York:
Praeger, 1967), by Andrew M. Kamarck, it was projected
that sub-Saharan Africa could grow at 7 percent a year dur-
ing the 1970s and beyond: "“Of the mineral producers,
Gabon, Guinea, Liberia, Zambia, Nigeria, Congo (Leupold-
ville), and Rhodesia already clearly have the potential to
reach or surpass a 7 percent GNP rate of growth. Congo
(Brazzaville), with potash and possibly bauxite and iron-ore
deposits; the Sudan, a very lazge and practically unexplored
area; and Ghana, if it handles its opportunities from the

strengths and weaknesses, and designing of
policies suitable to each country’s circum-
stances.

Appendix

The tables that follow on pages 16-20 present
the basic data on macroeconomic developments
since 1960 and external resource flows to sub-
Saharan Africa during 1979-82. -

Volta power and aluminum project wisely—may also belong
in this select group. Most of the other African countries
depend mainly on agricultural exports, and here the exter-
nal constraints apply. But this still does not mean that partic-
ular countries cannot be successful—especially if others, by
mishandling their affairs, open up the opportunities to get a
bigger share of a limited market. Among the more likely
candidates for such success are the Ivory Coast, Kenya,
Uganda, and the Sudan.”

15



Occasional Paper No. 34

Adjustment Programs in Africa;
The Recent Experience

By Justin B. Zulu and Saleh M. Nsouli
with case studies by
Nur Calika and Lelde Schmitz

Internationa! Monetary Fund
Washington, D.C.
April 1985



I Introduction

This paper reviews recent experience of African
countries in the design and img!ementation of adjust-
ment programs supported by use of Fund resources.!
The aggregate analysis ~overs primarily 1980 and 1981,
while the case studics include results through the end
of 1983. The paper is divided into seven parts. The
first part outlines the economic background leading to
the emergence or aggravation of financial imbalances
in Africa before 1980. The second part reviews the
role of the Fund in financing ard adjustment. The third
part examines the objectives of programs supported
by use of Fund resources. Against this background,
the fourth part analyzes the design of programs. The
fifth part assesses the experience in implementing
adjustment programs, with a view to determining the
reasons for the difficulties that these countries en-
countered. The sixth part provides case studies of the
recent adjustment programs of Somalia and Mali,
which were supported by use of Fund resources. The
conclusion summarizes the study’s main findings.

Economic Background

The economic and financial problems facing African
countries before 1980 were manifested in sluggish
economic growth, riting inflation rates, and widening
deficits on the current accounts of their balances of
payments. Economic growth, which averaged about
S percer.t during 1974-76, fell to about 2 percent dur-
ing 1977-79. Accordingly, during this period, per capita
real income declined. The rate of inflation, which
picked up frcm about 10 percent in 1973 to an annual
rate of about 16 parccnt during 1974-76, continued
to increase, averaging more than 18 percent during
1977-79. The combined current account deficit rose
from about US$4 billion in 1974 to about US$7 billion

' Unless otherwise noted, the countries discussed in this paper
ars those covered by the African Department of the International
Monetary Fund. They exclude Egypt. the Socialist People's Libyan
Arab Jamahiriva, Sudan. and South Africa. The paper does not
attempt to draw a distinction between stznd-by and extended
arrangements. Rather, it focuses on the calendar year during which
adjustment programs were implemented.

a year during 1975-77, and widened still further,
reaching nearly USS$10 billion annually during
1978-79. These deficits were, for the most part, fi-
nanced by foreign borrowing, while countries at-
tempted to contain the reduction in reserves in absolute
terms. As a result, external debt increased dramati-
cally. It ros: from USS$1S5 billion at the end of 1974 to
US$45 billion at the end of 1979. The debt service
ratio more than doubled, rising from 8.0 percent in
1974 to 16.6 percent in 1979 (Table 1). Even so,
international reserves as a proportion of goods and
services declined from 13.4 percent of annual imports
in 1974 to 10.0 percent in 1979.

Contributory Factors

These deteriorating economic conditions reflected a
number of external and domestic factors. During this
period, the international economic and financial en-
vironment tended to affect African countries nega-
tively. Following the sharp increase in oil prices in
1973-74, industrial countries experienced a sharp de-
cline in economic activity accompanied by a substantial
acceleration in the rate of inflation. These factors
tended to reduce the demand for exports from Afiican
countries and to contribute to a softening in export
prices, while prices of imports from industrial countries
increased considerably. Furthermore, increases in oil
prices directly affected the import bill of African
countries. With a reduced demand for exports, declin-
ing terms of trade, and an inelastic demand for imports,
African countrics faced widening current account def-
icits. Some resorted to direct import restrictions, which
resulted in shortages of consumer goods as well as
intermediate and capital goods. The shortage of con-
sumer goods tended to fuel domestic inflationary pres-
sures, while the shortage of intermediate and capital
goods contributed to a slowdown in economic activity.

The adverse international ecenomic environment
also affected domestic financial policies, which were
not promptly adapted to the emerging situation. In
particular, many countries were alrcady embarked on
ambitious public investment programs and were rapidly



1 ¢ INTRODUCTION

Table 1. Africa: Selected Economic Indicators, 1973 -83¢

1973 1974 1975 1976

1977 1978 1979 1980 1981 1962 1963

Economic growth 2.39 6.27 2.7 5.85
Infiation 9.86 17.07 15.84 1663
Terms of trade 8.3 7.63- -~12.19 7.00
Ratio of external

debt to GDP 2490 25,87 2150 .82
Debt service

ratic cee 8.00 9.50 9.50
Current account -450 -4.00 -7.20 -6.50
Net official transfers 1.10 1.50 1.70 2.00
Net capiial inflows 3.80 2.60 4.90 4.40
Ovenll balanc 2 of

payments 0.50 0.30 -060 -0.10
Total outstanding

debt 11.60 14.75 1840 23,40

(Percens) ,

1.%0 2.20 2.80 4.5 19 0.30 ~1.40
1940 1590 1940 20.10 .60 16.90 16.0
1810 -8.70 240 <250 -43 =-4.10 -5.60
3580 3660 38.00 3s5.70 41.50 49 50 59.60
1190 1550 16.60 17.40 19.70 23.70 25.10

(Billion U.S. dollars)
-660 -940 -99 -1290 -1400 -12.50 -10.80

2.3 2.50 2.9 330 3.3 .20 3.30
5.00 6.40 6.60 8.4 8.40 1.90 .

-2 -140 -1
55.50 €2.50 66.30

-1.20
50.90

070 -040 -0.30

J0.3¢ 3650 4530

Source: Inteimational Monetary Fund, World Economic Outlook: A Survey by the Staff of the International Monetary Fund, Occasional

Paper No. 9 (Washington, April 1982); and Fund staff estimates.

! This table follows the Fund's International Financial Statistics classification of the African countrics. These include ull the African
mer: er countries, except Algeria, Egypt, Nigeria, and the Socialist People's Libyan Arab Jamahiriya, which are classified under different

headings. In this table, South Africa is also excluded.

expanding government current expenditures. In a num-
ber of countries, improving prices of primary products
in the late 1950s and early 1970s had contributed to
an increase in government revenues and export pro-
ceeds that allowed for such expansion. With the
tapering off in demand for such zxports and the decline
in the terms of trade, budgetary receipts started to lag
behind the growth in expenditures. This led to a
widening in budgetary deficits, which were increasingly
financed by domestic bank borrowing and external
borrowing. The expansion in credit to the government
sector, accompanied in some instances by an accom-
modating stance on credit to the private sector, in-

creased the pressures on domestic prices and the
balance of payments.

Rather than dealing with the roots of the problems,
countries generally focused on their symptoms. Price
controls were intensified, consumer subsidies were
increased, producer prices were kept low, and admin-
istrative controls on imported goods were widened in
scope. Many countries also retained exchange rates
that were incompatible with financial stability. Under
the circumstances, parallel markets for goods and
foreign exchange widened, generaiing considerable
distortions and slowing down economic activity.



II The Role of the Fund

In view of mounting economic and financial imbal-
ances, a number of African countries worked closely
with the Fund to design and carmry out appropriate
adjustment programs during 1980-81.2 At the beginning
of 1980 there were 12 stand-by arrangements. The total
amount approved under these arrangements was equiv-
alent to SDR 455.2 million. Several arrangements
expired and new arrangements were approved during
1980. At the beginning of 1981 thzre were 11 stand-by
and 3 extended arrangements for a total of SDR 1.8
billion. With the increase in extended arrangements
and the approval of new stand-by arrangements in
1981, the numbers of stand-by and extended arrangs-
ments in effect at the end of 1981 were 13 and 6,
respectively, with the total amount committed reaching
a record SDR 4.3 billion. Purchases nearly doubled in
1980 and more than doubled in 1981, reaching a record
SDR 1.7 billion (Tables 2 and 3).

The number of African countries that adopted ad-
justment programs supported by use of Fund resources
during this period was relatively limited. Many, how-
zver, resoried to financing rather than adjustment.
This was reflected in a sharp increase in debt servicing.
It is, therefore, essential to review the difference
between financing and adjustment, and, in this regard,
the role of the Fund in the adjustment process.

Adjustment Versus Financing

When a country faces an external sector disequilib-
rium, this is manifested in a rise in its current account
deficit, requiring it to resort to increased external
borrowing to finance the disequilibrium. If the dis-
equilibrium resulted from permanent factors and if a
country were not to take the necessary measures to
adjust, this financing would have to continue indefi-

nitely. As the external debt rises, a country would'

eventually rcach a point where its ability to service
the debt would be impaired. undermining its credit-

¢ See Guitidn (1981), Kanesa-Thasan (September 1981), Makalou
(1992, 1983), and Nsouli (1982).

worthiness. Under such conditions a country would
lose its ability to continue to finance an external sector
disequilibrium. Failure to adjust would force a country
to impose strict controls ¢a imports. The resulting
import shortage would exacerbate underlying infia-
tionary pressures. In developing countries that depene
heavily on imported intermediate manufactured and
capital goeds, isnport controls would cause ecoiomic
activity and investment to suffer and lead to a shasp
fall in economic growth. -

Thus, financing alone will not solve a disequilibrium.
Financing only magnifies and postpones dealing with
the problem and, in due course, leads to a greater
disruption of the economy thaa if adjustment were
undertaken promptly. Accordingly, the choice is not
between adjustment and financing but between promptly
initiating a gradual and orderly adjustment process,
on the one hand, or being faced with abrupt and
disorderly adjustment, on the cther. The costs to the
economy are too high in the latter case, in terms of
the rising debt burden, the emergence of large distor-
tions, and the abrupt slicck to the economy when
financing ceases. Yet many African countries followed
the latter path. The role of the Fund is to avoid such
disruptions and minimize the costs of adjustment by
providing, preferably at an early stage, the necessary
financing to ensure a smooth and gradual process of
adjustment.

Duration of Adjustment

From the short survey of the economic problems
facing African countries, it is clear that the extent of
the ‘mbalances has increased, requiring a more con-
certzd adjustment effort. The Fund has recognized
that the deep-seated structural problems and the mag-
nitude of these imbalances require longer periods of
adjustment. The question of the length of time over
which adjustment should take place, other things being
equal, is crucial. If a very short time period is set for
altaining equilibrium, adjustment could prove costly
toa country, because it would require a rapid deflation
of the economy. At the other extreme, stretching out

K
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Teble 2. Africa: Stand-By Arrangements and Arrangements Under Extended Fund Facility, 1979-83
(In millions of SDRs)

Stand-By (SBA) .

and Extended Date of Expiration Amount t Undrawn
Facility (EFF) Approval [ Approved Purchased ! Balance

1979
Congo SBA April 28, 199 April 24, 1980 4.00 2.00 2.00
Egypt EFF July 28, 1978 June 30, 1980 425.00 75.00 350.00
Gar’ iy, The SBA Nov. 2, 199 Nov. 1, 1980 1.60 —_ 1.60
Ghrwa SBA Jan. 10, 1979 Jan. 9, 1980 53.00 32.00 21.00
Keiya SBA Aug. 0, 199 Aug. 19, 1961 122,48 -— 12.4
Liberia SBA March 21, 1979  March 20, 1980 9.25 9.25 —_
Malawi SBA Oct. 31, 199 Dec. 31, 1981 26.34 3.06 .28
Mauritius SBA Oct. 31, 199 Oct. 30, 1981 73.03 20.00 53.03
Rwanda SBA Oct. 31, 199 Oct. 30, 1980 5.00 -— 5.00
Senegal SB2. March 30, 1979 March 29, 1980 10.50 10.50 -—
Sierra Leone SBA Nov. 2, 1979 Nov. 1, 1980 17.00 1.50 9.50
Sudan EFF May 4, 199 Jure 30, 1980 200.00 30.00 170.00
'lz‘m SBA June 11, 199 Dec. 31, 1980 15.00 -_ 15.00
SBA Aug. 27, 199 Feb. 26, 1981 118.00 20.00 98.00
'l‘oul( 1,080.20 209.31 870.99
Egypt and Seden) 455.20 104,31 350.99

1980
Central African Republic SBA Feb. 15, 1980 Feb. 14, 1981 4.00 4.00 —
gypt EFF July 28, 1978 June 30, 1980 425.00 75.00 350.00
Equatorial Guinea SBA July 1., 1980 June 30, 1981 $.50 3.00 2.50
Gabon C. EFF July 27, 1980 Dec. 31, 1982 14.00 -— 34.00
Kenya SBA Oct. 18, 1980 Oct. 14, 1982 241.50 60.00 181.50
Liberia SBA Sept. 15, 1980 Sept. 14, 1982 65.00 13.40 46.60
Madagascar SBA June 27, 1980 June 26. 1982 64.50 10.00 LK )
Malawi SBA May 9, 1980  March 31, 1982 49.90 22,00 21.90
Mauritania SBA July 23,1980  March 31, 1982 .70 8.90 20.%0
Mauritius SBA Sept. $, 1980 Sept. 4, 1981 35.00 15.00 20.0%
Morocco EFF Oct. 8, 1980 Oct. 7, 1983 810.00 147.00 663.00
Sencgal EFF Aug. 8, 1980 Aug. 7, 1981 184.80 41.10 143.70
Somalia SBA Feb. 27, 1980 Feb. 26, 1981 11.50 6.00 5.50
Sudan EFF May 4, 1979 May 3, 1982 427.00 151.00 276.00
Tanzania SBA Sept. 18, 1980 June 30, 1982 179.60 25.00 154.60

Zaire SBA Aug. 29, 1979 Feb. 26, 1581 118.00 98.40 19.60
;:‘l.'al 2.685.00 684,80 2,000.20
(exciuding

Egypt and Sudan) 1,833.00 458.80 1,374.20

1981
Ethiopia SBA May 8, 1981 June 30, 1982 67.50 44.00 23.50
Gabon EFF June 27, 19680 Dec. 31, 1982 34.00 -— 34.00
Ivory Coast EFF Feb. 27, 1981 Feb. 22, 1984 484.50 176.70 307.%0
Kenya SBA Oct. 15, 1980 Oct. 14, 1982 241.50 .00 151.50
Liberia SBA Aug. 26, 1981 Sept. 13, 1962 55.00 33.00 22,00
Madagascar SBA April 13, 1981 June 26, 1982 109.00 39.00 70.00
Malawi SBA ay9,1980  March 31, 1982 49.90 40.00 9.90
Mauritania SBA June 1, 1981 March 1, 1982 25.80 10.30 15.50
Mauritius SBA Dec. 21, 1981 Dec. 20, 1982 30.00 7.50 2.5
Movrceco EFF March 9, 1981 Oct. 7, 1983 817.10 136.50 680.60
Sencgal SBA Sept. 11, 1981 Sept. 10, 1932 63.00 15.70 41.30
Sierra Leone EFF March 30, 1981 Feb. 22, 1984 186.00 33.50 152.50
i SBA July 18, 1981 July 14, 1982 43.10 25.90 17.20
Sudan EFF May 4, 199 May 3, 1982 427.00 251.00 176.00
Tanzania SBA Sept. 15, 1980 June 30, 1982 179.60 25.00 154.60
Togo SBA Feb. 13, 1981 Feb. 12, 198} 47.50 7.28 40.25
Uganda SBA June §, 1981 June 30, 1982 112.50 71.50 35.00
Zaire EFF June 22, 1981 June 21, 1984 912.00 175.00 737.00
Zambia EFF May 8, 1981 May 7, 1984 800.00 300.00 500.00
Zimbabwe SBA Apnl 8, 1981 Apnl 7, 1982 37.% 7.5 -
;ug( 4,722.50 1,525.38 3,197.18

alal (excloding

) 4,295.%0 1,274.35 3,021.18
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Table 2. (concinded) Africa: Stand-By Arrangements and Arraagements Under Extended Fund Facility,

1979-83
{In miltions of SDRs)
Stand-By (SBA)
and Extended Date of Exg:eﬂoa Amount Undrawn
Facility (EFF) Approval Approved Purchased ' Balance
1962
Gambia, The SBA Feb. 22, 1982 Feb, 21, 1983 16.90 16.90 —
uines EFF Feb. 27, 1981 Feb. 22, 1984 484.50 292.14 192.36
Ivory Coast SBA Dec. 1, 1962 Nov. 30, 1983 25.00 11.50 13.50
Kenya SBA Jan. 8, 1982 Jan. 7, 1983 151.50 90.00 61.50
Liberia SBA Sept. 29, 1982 Sept. 28, 1983 55.00 5.00 50.20
Madagascar SBA July 9, 1982 July 8, 1983 51.00 30.60 20.40
Malawi SBA Augy. 6, 1982 Augy. 5, 1983 22.00 10.00 12.00
Mali SBA May 21, 1982 May 20, 1983 30.40 25.40 5.00
Morocco SBA Apnl 26, 1982 Apnl 25, 1983 281.30 196.90 84.40
Senegal SBA Nov. 24, 1982 Nov. 23, 1983 41.30 6.00 41.30
Somalia SBA July 18, 1962 Jan. 14, 1984 60.00 15.00 43.00
Sudan SBA Feb. 22, 1982 Feb. 21, 1983 198.00 70.00 128.00
Togo SBA Feb. 13, 1981 Feb. 12, 1983 41.50 1.25 40.25
Uganda SBA Aug. 11, 1982 Aug. 10, 1963 112.50 50.00 62.5
'l'oul‘ 1,582.90 826.69 756.2}
Sudaa) 1,384.9%0 7%.69 €28.21
1983
Central African Republic SBA April 22, 1983 April 21, 1984 18.00 4.5 13.50
Ghana SBA Aug. 3, 1983 Aug. 2, 1984 238.50 143.10 95.40
Ivory Coast EFF Feb. 27, 1981 Feb. 22, 1984 484.50 446.00 38.50
Kenya SBA March 21, 1983 Sept. 20, 1984 175.95 129.80 46.15
Liberia SBA Sept. 14, 1983 Sept. 13, 1964 55.00 28.00 27.00
Malawi EFF Se&( 19, 1983 Sﬂx 18, 1986 100.00 10.00 90.00
Mali SBA c. 9, 1983 May 31, 1985 40.50 10.00 30.50
Mauritius SBA May 18, 1933 Aug. 17, 1984 49.50 24.75 24.75
Morocco SBA Sept. 16, 1983 March 15, 1985 300.00 30.00 220.00
Niger SBA t. 5, 1983 Dec. 4, 1984 18.00 6.30 11.20
Sem SBA Sept. 19, 1983 Sept. 18, 1984 63.00 31.%0 31.%0
Somali SBA July 15, 1982 Jan. 14, 1984 60.00 51.28 8.75
Sudan SBA Feb. 23, 1983 Feb. 22, 1984 170.00 144.50 25.%
Togo SBA March 4, 1983 April 3, 1984 21.40 19.41 1.99
Uganda SBA Sept. 16, 1983 Sept. 1S, 1984 95.00 44.00 51.00
Zaire SBA Dec. 27, 1983  March 26, 1985 228.00 — 228.00
Zambia SBA April 18, 1983 April 17, 1984 211.50 76.50 135.00
Zimbabwe SBA March 23, 1983 Sept. 22, 1984 300.00 97.50 202.50
;ﬁ‘ 2,628.85 1,297.61 1331.24
Sudan) 2,458.88 1,15.11 1,304.74

Source: International Monetary Fund, Treasurer's Department.

! Cumulative purchases under the arrangement from date of approval.

the adjustment period indefinitely would avoid dealing
with the problem and result in a situation very close
to that of pure financing. Between these two extremes,
there is an optimal trajectory defining a time span that
will minimize the economic costs of adjustment. Al-
though in practice it is extremely difficult to determine
such a trajectory with any significant degree of pre-
cision, every Fund-supported program attempts to
place the economy concerned on such a trajectory,
within the constraints of available information.’ Be-

! For a discussion of the relative income costs of adjustment of
diffeient trajectories defined by various policy approaches, see
Nsouli and Ishiyama (1979).

cause in many developing countries the lack of foreign
exchange may impede the country from following such
an optimal adjustment path, the Fund ¢an provide and
help mobilize the necessary financing. It is these
considerations that underlie the repeated emphasis by
the Fund’s Managing Director that financing and ad-
Jjustment must go hand-in-hand.

The guidelines on conditionality, which were refor-
mulated in 1979, emphasize that there is a need to
encourage members to adopt corrective measures at
an early stage of their balance of payments difficulties:
that, in many cases, periods of adjusiment longer than
those normally associated with one- or two-year stand-

S '
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Table 3. Africa: Purchases and Repurchases from the Fund, 1979-83

(in miltions of SDRs)
1979 1980 1931 1982 1983
Pur-  Repur- Pur- Repur- Pur-  Repur- Pur- Repur- Pur-  Repur-
chass chases' chases chascs! chases chases! chases chases' chases chases!

Benin -— — 1.94 -— -— -— - — 1.90 -
Burkina Faso -_— -— -— -— — -— -— —_— - -—
Burundi 2.5 —_ -— -— - -_— -— -_ - 4.90
Cameroon -_ 11.39 -— 12.85 —_— 3.48 —_ 2.95 3.00 0.50
Central African Republic — 2.38 5.85 4.39 17.00 3 2.40 0.60 5.70 0.30
Choad _— 1.24 - 2.18 7.10 543 - —_— 3% -—
Cotnoros -_— -— 0.48 0.48 0.30 — - - - -_—
Congo 2.00 1.14 —_ 5. -— 6.78 — -_— 1.3 —
Djidouti —_ - - - - — —- -_— - —
Egypt - SL22 - 189 -— TN 47.03 49N - 22
Equatorial Guinea -_ 0.24 9.53 - .20 0.85 1.26 1.27 1.40 .
Ethiopia 36.00 — - - 66.10 - 23.50 2.28 —  18.00
Gabon 7.5 - -— - —_ —_ -_ 1.99 - 7.50
Gambia, The — 3.52 1.60 - 9.00 - 16.90 2.24 0.90 2.60
Ghama 46 293 -— 9.65 - 9.65 8.47 483 27500 1540
Guinea 2" 4.40 - 1.10 058 s.01 1591 4.5 4.70 -_—
Guinea-Bissau 1.10 —_— -— — 2.38 -— —_— 0.28 0.40 0.40
Ivory Coast - - nn - 38.70 - 5.4 —  167.80 -
Kenys 86.25 30.59 60.00 6.98 30.00 7.17 150.28 16.89 132.60 41.00
Lesotho - - - - - - 2.02 - - -
Liberia 29.73 -_— 18.40 2.40 47.54 2.16 64.41 -_— 62.00 10.30
Madagascar -_— 3.1 39.20 1.51 39.00 7.43 51.713 5.39 15.20 3.0
Malawi 2.7 0.76 2438 0.93 30.00 36 1469 12.62 420 1030
Mali - 1.7 5.10 2.28 - 2.28 25.38 1.06 17.60 1.0
Mauritania - 0.89 19.40 6.71 10.30 6.94 18.76 16 2.10 4.0
Mauritius 21.97 - 3500 - 68.00 11.00 28.01 5.49 360 145
Morocco —_ 23.20 184.5%0 67.35 192.76 53.40 433.28 32.50 134,80 23.30
Niger —_ -— —_ -— -— —_ -— -— 30.80 —
Nigeria - - - - - — 30871 - 7o -
Rwanda —_ -_— —_ - - -_— —_ —_ _— —
Sio Tomé and Principe —_— - - - - -— —_— —_— — -_—
Sencgal 14.73 8.74 4328 6.36 57.74 6.36 53.17 13.33 37.00 10.50
Seychelles -— —_ -— -— —_ —_ - -— .70 -
Sierra Leone 7.50 .27 9.50 9.22 kX 5 9.2 s.13 5.28 23.60 2.00
Somaiia _— -_— 6.00 -— 25.88 -_— 37.00 4.75 47.40 —
Sudan 83.15 3370 14280 M7 165.55  19.03 71.85  30.15 193.00 41.60
Swaziland - —_— - - - - 4.28 - 10.00 -
Tanzania 34.00 13.03 40.00 25.03 15.90 26.4 1.74 11.12 6.10 25.10
Togo —_— — 16.58 - 7.25 —_— - - 21.%0 -—
Tunisia - - - 24.00 - — - - - -
Uganda 10.58 8.00 37.50 10.00 122.50 10.31 85.00 1.51 112.70 11.90
Zalre 2000 3147 7840 6545 194.60 103.78 131.61 22.07 130.30 10.40
Zambia 100.00 26.29 50.00 44.03 359.30 47.32 41.50 86.20 18840 11).60
Zimbabwe - - 324 - 37.%0 - - - 153.60 —_—

Total 539.72 287.38 874.12 421.84 187585 43623 1,765.55 31695 1,940.30 378.60

Total (excluding Egypt and Sudsn)  456.57 202.96¢ 731.30 30821 1,710.30 339.28 1,646.67 24288 1,747.30 334.30

Source: International Monetary Fund, International Firancial Statistics.
! Repurchases include only those relating to outstanding purchases.


http:1,747.30
http:1,710.30
http:i,940.30
http:1,765.55
http:1.875.85

by arrangements are required; that a flexible approach
to the treatment of external borrowing in adjustment
programs needs to be adopted; and that due regard
has to be given to the domestic social and political
objectives, the economic priorities, and the circum-
stances of members, including the causes of their
balance of payments problems. Within these zeneral
guidelines, considerable flexibility in applying condi-
tionality has been maintained. Greater emphasis has
also been given to providing increased financing to

Duration of Adjustment

countries over sufficiently long time periods, while
formulating programs that pay considerable attention
to supply-oriented policies, which meet the develop-
ment aspiraticns of developing countries and which
reduce the burden of adjustment.* These considera-
tions are fully reflected in the programs adopted by
the African countries during 1980-81.

¢ See Guitidn (1981), Makalou (1982, 1983), and Nsouli (1982).
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III The Objectives of Programs

The general objectives of ndjustment programs sup-
ported by use of Fund resources are summarized in
the Fund's Artic!es of Agreement. These objectives
include:

To facilitate the expansion and balanced growth of inter-
national trade, and to contribute thereby to the promotion
and maintenance of high levels of employment and real
income and to the development of the productive resources
of all members as primary objectives of economic policy.
(Article I, Sec. ii)

. to shorten the duration and lessen the degree of
disequilibrium in the international balances of payments
of members. (Article 1, Sec. vi)

While the Fund provides resources in support of
policies designed to carry out an appropriate adjust-
ment program, a primary concern of African countries
that adopted prog-ams supported by use of Fund
resources was the achievement of a sustainable level
of economic growth. The key to such sustainability,
however, was the achic vement of domestic and exter-
nal financial stability. If a country had high levels of
domestic inflation, reflecting excess demand pressures,
savings and investment would be discouraged, leading
to a drop in economic growth. Similarly, if a country
faced continuous external imbalances, the ensuing
shortage of foreign exchange could result in a curtail-
ment of important imported inputs and capital goods;
in addition, the distortions arising from a disequilibrium
exchange rate could undermine both the export- and
import-competing industries. The sustainability of
economic growth thus also would be impaired. Ac-
cordingly, in the design of these programs, an important
prerequisite for a sustainable rate of economic growth
was the achievement of domestic and external financial
stability.

Domesiic and external financial stability are inter-
related. A high rate of inflation reflects excess demand
pressures, which are also manifested in the external
sector. Similarly, a low rate of inflation cannot be
sustained indefinitely with an external deficit because,
in due course, the inflow of goods and services would
have to be curtailed, leading to an acceleration in
inflation. Hence, if a sustainable external financial
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positionis reached, it follows that a sustainable position
of domestic financial stability has also been reached.
This interrelationship is further seen in the fact that a
country's current account position is the mirror image
of, and is definitionally equal to, the difference between
domestic investment and national savings.

The countries under consideration had external cur-
rent account deiicits that were symptomatic of the fact
that domestic investment far exceeded national sav-
ings. These deficits were generally financed by foreign
borrowing. Such an external position did not, in itself,
imply that the external position was not sustainable.
That depcnded on the magnitude of the underlying
variables. A current account deficit can reflect either
a high level of consumption or a high level cf invest-
ment. If foreign borrowing is used to finance con-
sumption, the productive capacity of the economy will
not necessarily increase sufficiently to service the debt.
In contrast, if the borrowing is used to finance invest-
ment, and the marginal return is equal to or exceeds
the cost of borrowing, the current account deficit can
become sustainable if other conditions are met. The
following definition can be used: A sustzinable extcinal
sector position denotes a current account position
associated with a consumption and investment pattern
that is consistent with the growth of debt-servicing
capacity.

In most of the programs under consideration, ac-
cordingly, the three basic and interrelated objectives
were generally to promote economic growth, to reduce
inflation, and to improve the current account position
over the medium term. Chart 15 shows the emphasis
given to economic growth in the programs under
consideration. Most programs aimed for an increase
in economic growth during the program year as com-
pared with the previous year. Nearly all prog.;ams
attempted to hold annual inflation to about 15 percent.
However, as shown in Chart 2, nearly the same number
of programs allowed for an increase in inflation over
the previous year as programs that tried to reduce
inflation. This may have reflected a certain degree of
realism as to how much, if at all, inflationary pressures

I Charts 1-14 are in Appendix I.
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could be controlled in one year, particularly if cost-
push elements were relatively important determinants.

Although all programs did not attempt in one year
to narrow the current accounts (Chart 3) or, for that
matter, overall balance of payments positions (Chart
4), the emphasis generally was on improving these
indicators. In supply-oriented programs, in particular,
an expanded level of investment financed by external
assistance could involve an increase in associated
imports, which would contribute to a short-term wid-

Objectives of Programs

ening of the current account deflcit. Such investment
could be viewed, however, as contributing to the
productive capacity of the economy and as encouraging
increased exports or reduced imports over the medium
term.

In sum, these diverse quantitative targets for the
key objectives confirm that Fund-supported programs
have tailored adjustment to the particular circum-
stances of the country.



IV Instruments and Policy Design

Although there is peneral agreement on the objec-
tives, each program is designed differently. There is
no such thing as a “‘typical’’ Fund-supported adjust-
ment program, although many articlss have been
written attempting to describe such programs by point-
ing out the commonality of objectives and instruments.
The objectives and instruments, however, are limited
and are clearly common to most countries. A program
involves setting specific quantitative objectives and
selecting the proper mix of instruments as well as
deciding the degree to which each instrument will be
used. In this sense, because no two countries share
the same economic conditions, no two Fund-supported
programs are alike. Each program addresses the spe-
cific problems of the country concerned, takes into
account the macroeconomic relationships imposed by
the institutional framework, and sets the quantitative
targets for the instruments selected.

With these caveats in mind, it is possible to discuss
in general the policy areas that recent Fund-supported
programs in Africa covered. Because the problems of
these countries are deep-rooted and structural, the
policies emphasized supply-oriented measures de-
signed to bring about structural changes. At the same
time, financial policies were designed to reinforce the
supply-oriented measures.®

Domestic Structural Policies

Because economic growth depends largely on the
level of domestic capital formation, provided that
investment is allocated efficiently, the programs in-
corporated measures to strengthen the development
planning process. In this regard, the Fund relied mostly
on the expertise of the World Bank. In addition, with
a view to improving resource allocation, mobilizing
domestic savings, and encouraging private sector in-
vestment, the programs paid close attention to pricing
policies. Many of the countries maintained extensive
systems of price controls and subsidies. Such policies

¢ See Makalou (1982, 1983) and Nsouli (1982).
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temporarily masked inflationary pressures, led to
shortages, and contributed to a misallocation of re-
sources. Furthermore, to the extent that low agricul-
tural producer prices were maintained, agricultural
production suffered. To mitigate the impact of price
controls and subsidies on the economy, the programs
attempted to deal with the roots of inflationary pres-
sures, namely the imbalances between demand and
supply.

As can be seen from Chart 5, in the programs under
consideration, close attention was paid to maintaining
or increasing the ratio of savings to gross domestic
product (GDP). In some countries, this ratio was
expected to decline, owing in many instances to an
expected reduction in **enforced** savings that resulted
from liberalized trade. In contrast, investment ratio
targets, compared with the previous year, show a
wider dispersion (Chart 6). In some countries, an
immediate increase in investment would have contrib-
uted to expanded production and, hence, supoly-
oriented adjustment. In others, however, investment
was pushing against the limits of the absorptive ca-
pacity of the country and/or was contributing to a
rapid accrual of external debt. In such countries, the
programs aimed at containing investment to more
realistic levels.

In most of the countries, public sector enterprises
played an important role in production. The rationale
for these enterprises was that, at the carly stages of
economic development, the private sector was not in
a position to undertake a number of economic func-
tions. Over the years, public enterprises in several
countries incurred substantial losses, which were borne
directly or indirectly by the central government budget.
In the context of a number of these programs, the
authorities reviewed carefully the operations of public
enterprises. Invariably there was a consensus that
these enterprises have to operate efficiently. Their
operations were, in a number of cases, streamlined.
In other cases, where the public enterprises were not
considered viable on efficiency grounds, their opera-
tions were phased out. Clearly, public enterprises could
not be judged solely on the grounds of profitability, as
a number of these enterprises provided vital social



services. However, the costs for such services should

be specifically provided for in the budget; profit-
oriented public cnterprises should not be called upon
to perform such a role. In setting up adjustment
programs, the Fund has assisted the authorities in
focusing on the implications of the position of public
enterprises for production and financial management.

The government sector, through both its current and
capital operations, has played a dominant role in the
economies of most African countries. In many of the
countries, revenues did not fully cover expenditures.
Consequently, the governr:ents resorted to domestic
and foreign borrowing to finance their budgetary def-
icits. Financial stability could not be restored without
first tackling the excessive expansionary impact of
fiscal policy. Fund-supported programs, therefore,
devoted considerabie attention to measures which
could improve the fiscal positions.

On the revenue side, a number of programs included

tax measures designed to expand the domestic revenue
base and increase the elasticity of the tax system.
Improvements in tax collection procedures in most
countries also contributed considerably to higher rev-
enues. On the expenditure side, the emphasis was on
limiting the growth in current expenditures by strength-
ening administrative expenditure controls, reducing
new government hiring, restraining salary adjustments,
and reducing the expansion in real administrative
expenditures. Capital expenditures generally were as-
sessed against the availability of resources and carried
out within the context of the macroeconomic frame-
work of the development plan.

Fiscal Policies

The thrust of fiscal policy in Fund-supported pro-
grams in Africa can be seeir in Charts 7-9. Most
countries set a goal of increasing the proportion of
government revenue (excluding foreign grants) to GDP.,
However, where economic conditions did not allow
for an immediate increase in the program year, the
revenue ratio was expected to drop (Chart 7). In most
of the countries, the domestic revenue ratio was under
25 percent, but the ratio of expenditure to GDP was
generally in excess of 25 percent. Accordingly, while
in a few programs the expenditure ratio was targeted
to increase, there was invariably an attempt to bring
about a reduction in the ratio of expenditures to GDP
(Chart 8). Because of the attempt to increase revenues
and contain expenditures, nearly all programs aimed
at reducing the ratio of the government deficit (ex-
cluding grants) to GDP (Chart 9).

Fiscal Policies

In many of the countries, monetary policies critically
depended on fiscal developments; the expansion of
domestic credit generally was contingent upon the
level of credit used by the central government to
finance the budgetary deficit. The flexibility in con-
ducting monetary policy, therefore, was generally
limited to controlling credit to the private sector to
offset partially the impact of the expansion in credit

‘to the government sector. Not surprisingly, the gov-

emment sector, in certain instances, tended to crowd
out the private sector. As a result, the private sector
was unable to secure adequate credit to carry out its
activities. A more restrained fiscal policy stance would
generally allow the monetary authorities to follow a
more flexible credit policy toward the private sector
and help promote economic growth,

Monetary Policies

Charts 10-13 show the diversity of monetary policies
under Fund-supported programs. Nearly as many pro-
grams allowed for a higher rate of net credit growth
to the government as allowed for a lower rate (Chart
10). However, in countries where credit tc. the private
sector had grown at about 10 percent or ‘ess in the
previous year—and these constituted the majority of
the program countries—the programs tried to increase
the growth rate of private sector credit. This was
broadly reflected in the overall net domestic credit
growth target. Generally, countries that had a net
credit expansicn in excess of 20 percent in the pre-
ceding year planned to reduce that to about 20 percent
or less. Those with a rate of less than 20 percent aimed
for an expansion rate greater than in the previous year.
The domestic liguidity growth targets, reflecting the
interdependent targets of domestic credit growth and
changes in net foreign assets, do not allow for any
significant generalizations; the rate of growth was
expected to increase and decrease in nearly the same
number of countries (Chart 13).

Within the context of monetary policy, the interest
rate structure plays an important :ole in domestic
resource atlocation, the process of financial interme-
diation, the promotion of domestic savings, and the
level of investment. The tendency has been, in many
of these countries, to follow a low interest rate policy.
This adversely affected their economies, because it
tended to result in misallocation of resources and
in financial disintermediation. In the context of
high international int:rest rates, low interest rate
policies may have resulted in a tendency for out-
ward capital flows and a failure to attract private sector
capital from abioad, although, admittedly, private
capital flows depend on factors besides the interest
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rate. In formulating programs, the interest rate policy
was reviewed to determine the most appropriate in-
terest rate structure. In numerous programs, domestic
interest rates were revised.

External Sector Policies

With regard to external sector policies, the programs
focused on three main issues: restrictions on current
international transactions, the exchange rate policy,
and external debt. Restrictions on interuational current
transactions are usually implemented because of im-
balances that have led to shortages of fureign exchange
at the prevailing exchange rate. The detrimental effects
of such restrictions have already been discussed. Their
phased removal, as imbalances declined, was an im-
portant element of the programs under consideration.

The exchange rate is one of the important instru-
ments that can aid in the adjustment process. An
inappropriate exchange rate generates cost-price dis-
tortions that have a negative effect on the consumption-
investment mix as well as on the export-import mix
and tends to reduce the profitability of export- and
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import-competing activities in the country. Such fac-
tors are detrimental to economic growth. The appro-
priateness of the exchange rate level, therefore, was
carefully reviewed in the context of the programs
under consideration.

Several count:ies took steps to adjust exchange
rates. Those that took such action supported it with
appropriate financial and economis policies to reinforce
its contribution to the adjustment process. Somalia,
for example, devalued its currency by 150 percent in
domestic currency terms during 1981-82. Uganda also
devalued its currency by about 100 percent over the
period May 1981-June 1982. Both Somalia and Uganda
introduced dual exchange rate systems on a temporary
basis,

Given the importance of external borrowing for
achieving a sustainable external debt position, Fund-
supported programs aimed at containing the debt
burden at levels compatible with the debt-servicing
capacity of the country. In countries that had accu-
mulated external payments arrears, the programs pro-
vided for the gradual elimination of these arrears. As
can be seen from Chart 14, most programs attempted
to avoid a significant increase in the ratio of external
debt to GDP.



V Performance Under Programs

Performance under programs is difficult to assess
insofar as the assessment depends on the yardstick
selected. Guitidn (1981) discusses the problem in detail,
focusing on three yardsticks: (1) the performance that
would have been achieved without a program; (2) the
performance in the previous year or series of previous
years; and (3) the targets of the programs.

The first yardstick is essentially a hypothetical sit-
uation, about which it would be hard to reach a
consensus. The second yardstick addresses mzinly the
question of whether there has been an improvement
or deterioration from the previous year or years. The
third assesses the performance against the targets of
the program. Without entering into a detailed discus-
sion of the relative merits of the yardsticks, in this
part we shall assess the performance of countries
against two yardsticks: (1) the targets of the program,
and (2) the previous year's performance.

These quantitative yardsticks are not sufficiently
adequate in giving an idea of the contribution to
adjustment of the measures *aken. A number of mea-
sures tend to improve econoric conditions only grad-
ually, so that their effect can only be fully realized
over the medium and long term. Other measures tend
to bring about important qualitative changzs—such as
the removal of bottlenecks or the enhancement of
financial intermediation—that are not easily measur-
able. Furthermore, there are numerous other factors
at work so that it is, at times, difficult to isolate the
positive effects of measures taken. Accordingly, the
analysis that follows should be cautiously interpreted.

Achievements Versus Targets

Charts 1a-14a” provide an idea of the achievements
compared with the targets. The results generally in-
dicate that in many cases the performance fell short
of targets. In most countries, economic growth was
below target levels, although there are a number of
exceptions wh:re the performance exceeded the tar-

! Chartx ta-l4a are in Appendix II.

gets (Chart la). Results on reducing inflation, as
measured by the consumer price index, were mixed.
Nevertheless, most countries were close to targets and
succeeded in keeping inflation below 20 percent
(Chart 2a). Most countries fell short of achieving the
targeted improvement in their current account posi-
tions as a proportion of GDP, as can be seen from
Chart 3a. About half of the countries met their goal
with respect to the overall balance of payments position
as a proportion of GDP. Thus, as far as the objectives
of programs are concerned, there was generally a
shortfall in economic growth, inflation targets were
attained or nearly attained in most programs, and the
external sector current account targets were achieved
in about a third of the cases.

Turming to policy indicators, the ratios of savings
andinvestment to GDP were generaliy close to targets.$
With regard to fiscal policy, revenues (excluding grants)
as a proportion of GDP were, in most cases, close to
target. However, the ratio of expenditure (excluding
grants) to GDP was generally exceeded. Beczuse of
this, in most countries the budgetary deficit (excluding
grants) as a proportion of GDP was considerably
exceeded. The rate of growth of net credit to the
government, accordingly, generally did not conform
to targets. Furthermore, credit to the private sector
was exceeded in numcrous cases. Reflecting these
developments, net domestic credit growth exceeded
the targets in about half the countries. In most,
domestic liquidity growth was, therefore, considerably
above target. Insofar as external debt is concerned,
the data indicate that nearly all countries exceeded the
targets.

Achievements Versus Previous Year

Given these deviations from targets, Charts |b-14b*
show how countries performed relative to the previous
year. In terms of economic growth, there was a
considcrable improvement in a number of countries

* The dots vn the zero point of the target axis in the charts indicate

that no targets were set.
* Charts Ib=14b are in Appendix {11,
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but a decline in most. Inflation worsened in just over
half the .cuntries. In the external sector, neither the
current account position nor the overall balance of
payments as a ratio of GDP appears to have improved
or worsened significantly in most countries.

With regard to policy indicators, there were no
major changes in the savings and investment ratios.
Government revenuc as a ratio to GDP increased in
most countries, while government expenditure as a
ratio to GDP remained unchanged or declined in most
countries. Accordingly, the budgetary position (ex-
cluding grants) improved in the majority of cases. On
the monetary front, net credit growth to the govemn-
ment sector remained about the same as the previous
year or declined in most cases. Credit growth to the
private sector for most countries, however, was nearly
equal to or exceeded the previous year's rates. Overall

net domestic credit expansion was mostly nearly equal

to or iess than the previous year's. Chart 13b suggests
that, in most cases, domestic liquidity increased at a
faster rate. The external debt ratio as a proportion of
GDP increased for virtually all countries.

From these diverse results it is hard to generalize
whetherin a one-year period there was an improvement
or deterioration in the economic situation of the couin-
tries adopting Fund-supported programs. The results
seem to be almost evenly divided. It is, therefore,
essential to examine the reasons for these deviations.
Table 4 provides information on objactives, as indi-
cated by economic growth, inflation, and the current
account position, as well as on two key financial policy
instruments—the budgetary deficit (excluding grants)
as a proportion of GDP and the rate of growth of net
domestic credit. Table 4 shows a close correlation
between attaining program objectives and observing
the quantitative policy instrurients. In 14 programs
where either or both of the 2 policy instruments were
observed, 2 or 3 objectives were attained. In9 programs
where the policy instruments were not observed, 2 or
more of the objectives “vere not attained. Accordingly,
we find a close correlation in 23 of the programs. Only
in 7 programs is a relationship not clear.

Factors Affecting Implementation

There are several reasons why certain programs
could not be implemented or, in rare instances, where
the measures were implemented, the targets could not
be reached. These factors are essentially the following:
unforeseen developments, difficulties in mobilizing
strong political support, limitations in the administra-
tive infrastructure, overly ambitious program expec-
tations, and delays in inflows of development assis-
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tance. Notwithstanding such problems, a number of
countries readapted their policies and successfully
carried out their adjustment programs.

By far the most important factor resulting in unsuc-
cessful implementation of programs was unforeseen
developments. Even in instances when the program
could be judged **successful,’ the success was limited
by unforeseen factors. For example, in Liberia a
higher-than-expected increase in oil prices caused
losses in the energy-intensive iron ore sector. This, in
tumn, contributed to a fall in tax revenue, which made
attaining the budgetary target more difficult. In addi-
tion, the increase in interest rates abroad contributed
to pressures on both the budgetary and th~ external
sector positions. A soft world coffee market caused a
shortfall in export receipts for Madagascar. In Malawi,
the failure of the maize crop resulted in an increased
demand for imported maize. Compounding this prob-
lem was the increase in international inferest rates that
also coniributed to budgetary and balance of payments
pressures. Implementation of the Fund-supported pro-
gram in Mauritius was adversely affected by two
factors: a higher oil bill, owing to increases in inter-
national prices, and cyclones, whick damaged the sugar
crop and caused exports to decline sharply.

While Morocco was implementing its cdjustment
program, the world demand for phosphate fell. This
led to a shortfall in Morocco's phosphate export
receipts. At the same time, Morocco’s agricultural
output fell, owing to drought. Higher-than-anticipated
international interest rates also added to the budgetary
and external sector imbalances, while the appreciation
ofthe U.S. dollar resulted in an increase in the domestic
subsidy of basic consumer goods.

In Senegal, performance under the Fund-supported
program was affected by drought. Sierra Leone also
suffered from a weakening of export prices and un-
expectedly high levels of rice imports made necessary
by unfavorable weather. In Tanzania, expert prices
turned out to be lower than projected. Togo's export
performance suffered because of shortfalls in both the
quantity and the price of exports. In Zaire, export
prices took a turn for the worse at the same time that
capital inflows fell short of expectations. Zambia's
performance was affected by two developments: the
sharp decline in copper and cobalt prices—its two
main exports—and an increase in debt service pay-
ments, owing mostly to higher international interest
rates. In Zimbabwe, a landlocked country, a disruption
of the transport system had a severe impact on the
implementation of the program.

The second most important reason for unsuccessful
programs was the difficulty that governments encoun-
tered in mobilizing sufficient political support for their
adjustment efforts. This is most apparent with regard

L\\\



Facts Affecting Implementaticn
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to the implementation of fiscal policies. The govern-
ments of the Centrai African Republic, Ethiopia, Equa-
torial Guinea, Kenya, Madagascar, Malawi, Morocco,
Senegel, Sierra Leone, Toro, Zalre, and Zambia found
it difficult to keep to the level of expenditures outlined
in their programs. Furthermore, in a number of coun-
tries revenues fell short of expectations either because
necessary tax measurzs were delayed or because
improvements in tax collection enforcement could not
be carried out as expected.

Related to the last point is the question of the
administrative capability of countries to implement
measures that are necessary for adjustment. In most
countries this is particularly apparent in the case of
fiscal measures, where improvements in expenditure
control and revenue collection could not be effected,
even where the government appeared to be determined
to bring about such improvements. In a number of
programs it was also expected that action would be
taken to improve the position of public enterprises.
The expected improvements did not materialize, mainly
because of the limited administrative capabilities of
the government to effect the requisite changes.

Another factor was the appropriateness of the targets
setout in the programs. In some instances the requisite
policies were observed, but the targets were not
attained. Interestingly, there are virtually no cases
where the targets were attained without the observance
of the requisite policies. In some cases, the macro-
economic interrelationships may have been different
from those assumed in the initial design of the program.
In other cases, data limitations may have resulted in
errors in economic forecasting. Some targets may also
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have been too optimistic in fight of the constraints
operating (n the economy.

Finally, in a few cases there were either delays or
shortfalls in net infiows of development assistance. In
this group the notable examples are Mauritania, Kenya,
Sierra Leone, and Tanzania.

Performance (_Jriteria

Certain indicators were used in the course of imple-
mentation to determine whether the programs were
progressirg satisfactorily. Whenever these indicators
deviated from targets, the Fund and the country would
consult on whether additional measures were needed
to keep adjustment on track. These indicators, usually
referred to as performance criteria, included net credit
to the government sector and net domestic credit or
net domestic assets. In addition, in many countries
quantitative limits were set on nonconcessional exter-
nal loans contracted and on external payments arrears.
In rare instances, where it was deemed applicable,
subceilings were set on credit to the private sector, as
were limits on external payments arrears, the rutio of
the government budgetary deficit to GDP, and domestic
government payments arrears. The programs also
provided that there be no intensification of restrictions
on payments and transfers for current international
transactions, nor on imports for balance of payments
purposes. The programs also set dates for reaching
understandings about future policies and performance
criteria.

e



World Development Report 1988

Published for The World Bank
Oxford University Press



Fiscal policy for stabilization and adjustment

The fiscal crisis facing most developing countries—
and the related problems of external debt, infla-
tion, and recession—have called new attention to
the importance of sound fiscal policy. Although
country circumstances vary greatly, fundamental
principles of fiscal management apply every-
where, This chapter describes these principles and
then applies them to three different issues: the
debt troubles of the middle-income countries, the
problem of c; cles in commodity-exporting econo-
mies, and the task of adjustment in the severely
resource-constrained economies of Sub-Saharan
Africa.

One of the most important aspects of fiscal pol-
icy is the management of the public sector’s
deficit—the excess of its spending over its revenue
(see Box 3.1). Deficits in themselves do not auto-
matically imply macroeconomic problems. If the
use of public resources is sufficiently productive,
future income can be generated to cover the servic-
ing costs of any debts incurred. If expenditures rise
owing to temporary factors, such as wars or natu-
ral disasters, then deficits may be justified as a way
to spread the cost over several years. Deficits can
be more easily absorbed by countries with high
Tates of domestic private saving and well-
developed capital markets. Thus a relatively kigh
deficit need not cause problems in an efficient,
l‘fSh'ﬁiaving economy, whereas in a low-saving,
highly distorted one, even a small deficit might be
destabilizing. A prudent fiscal policy can therefore
be defined as one that maintains the public deficit
at a level that is consistent with other macroeco-
Nomic objectives: controlling inflation, promot-

ing private investment, and maintaining external
creditworthiness.

Fiscal policy and macroeconomic performance

The extent to which any given public sector deficit
can be reconciled with broader macroeconomic
goals depends largely on the way it is financed. A
deficit must be funded by the private sector lend-
ing the government some of the excess of its sav-
ing over its own investment, by foreigners lending
part of their savings, by printing money, or by
some mixture of the three (see Box 3.2). Too greata
strain on any of these sources of finance can create
macroeconomic imbalances. Overreliance on do-
mestic borrowing may mean high real interest
rates and falling private investment. Overrelisixce
on foreign borrowing can cause appreciating real
exchange rates, widening current account deficits,
unsustainable external indebtedness, and dwin-
dling foreign exchange reserves. Overreliance on
money creation may prompt higher inflation.
Viewed from the alternative perspective of produc-
tion and expenditure, an increased fiscal deficit is
an additional claim on the supply of goods. The
only ways to meet this extra claim are by importing
additional goods from the rest of the world (that is,
increasing the current account deficit), by driving
up domestic inflation and interest rates to make
the private sector buy fewer goods, or by increas-
ing domestic production.

Figure 3.1 illustrates the link between fiscal defi-
cits and current account deficits in four countries.
Since the surplus of private saving over invest-
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Box3.1 Measuring the public deficit

The correct way to measure the public sector deficit
dipends on the purpose. The most obvious abjective is
to measure the net claim on resources by the public
sector; this in turn influences the external deficit, infla-
tion, domestic interest rates, and employment.

A useful indicator would then be the public sector’s
net use of financial resources, the public sector borrowing
requirement (PSBR). The PSBR represents the total ex-
cess of expenditure over revenue for all government
entities, all of which must be financed by new borrow-
ing net of repayment of previous debts. It is also called
the “consolidated public sector deficit.” Expenditure
includes wages of public employees, spending on
goods and fixed capital formation, interest on debt,
transfers, and subsidies. Revenue includes taxes, user
charges, interest on public assets, transfers, operating
surpluses of public companies, and sales of public as-
sets. Expenditure does not include amortization pay-
ments on government debt or accumulation of financial
assets, while revenue does not include the drawdown
of cash reserves.

The PSBR is the most comprehensive deficit mea-
sure, but it can be misleading in some circumstances.
In countries with a high rate of inflation, part of the
borrowing by the public sector is offset by the decline
in the real value of their existing debts. A fraction of the
interest payments by the public sector then compen-
sates creditors only for the loss in the real value of the
debts; it does not represent a real interest cost to the

. government. Sometimes the deb* principal is explic-
itly indexed to inflation, in which case the indexation
inflates the PSBR. Another measure of the public sector
deficit for these cases is the change in rcal debt. The
operational deficit is defined as the PSBR minus the infla-
tion correction part of interest payments; it is some-
times called the “inflationcorrected’” deficit. The dif-
ference can be significant. In 1985 in Brazil the inflation
correction component of the indexed domestic debt
was 30 large that the PSBR was 27.1 percent of GDP,
while the operational deficit was only 3.5 percent of
GDP.

The interest paid on debt is a result of past deficits

ment often cannot cover additional public deficits,
these spill over in varying degrees as bigger cur-
rent account deficits. Higher international interest
rates and lower cominodity prices also add directly
to both types of deficit in many countries. So while
foreign borrowing permits the fiscal deficit to ex-
pand without undue pressure on domestic infla-
tion and interest rates, the buildup of external debt
makes countries more vulnerable to external
events such as global recession, falling commodity

56

rather than current behavior. A measure of the current
policy stance might therefore exclude all interest pay-
raents, yielding the primary deficil, also called the “non-
interest deficit.”” The deficit measures how
current actions improve or worsen the public sector’s
net indebtedness, and it is important for evaluating the
sustainability of government deficits. Although fiscal
deficits can be run indefinitely, the primary balance
must eventually become positive to cover at least part
of the interest on current debt. If public revenue and
the economy as a whole grow faster than the real inter-
est rate, then even the primary balance can remain in
deficit. However, it is generally not possible in the long
run to always grow faster than the interest rate. The
relation between these deficit concepts is shown in Box
figure 3.1,

The public sector should include the central govern-
ment, provincial and municipal governments, decen-
tralized agencies, and state-owned enterprises. Con-
ventional deficit measures o’ten include only the
central government. This can give a very misleading
picture when other public entities are running large
deficits or surpluses. Even in comprehensive measures
the public financial intermediaries are often excluded
because of their special role as financing agents. On
occasion these intermediaries, especially the central
bank, have run large losses. These are sometimes
called the “’quasi-fiscal deficit.” They usually arise be-
cause the central bank assumes the exchange rate or
portfolio losses of private banks (see Box 3.3) or be-
cause the central bank directly engages in subsidized
lending. The deficit of public financial intermediaries
has macroeconomic effects similar to the deficits of
other public entities; they should therefore be included
in the overall PSBR. Measurement difficulties are for-
midable, however. Such losses are often omitted unless
they are too large to ignore.

Another correction to the deficit is to remove the ef-
fect of temporary factors: the deviation of domestic in-
come, commodity prices, and interest rates from their
long-run values, and events such as tax amnesties.
Sales of government assets could also be excluded,

prices, and sudden changes in the cost and avail-
ability of new foreign lending. If fiscal expansion is
unsustainable, the continued accumulation of ex-
ternal debt only delays an adjustment that is all the
more severe for being postponed.

Fiscal deficits and inflation

Governments can choose to finance their fiscal def-
icits by creating money, that is, by printing and



Box figure 3.1 The relation between different
deficit concepts

Total
> interest

payment

since they are really financing deficits rather than con-
tributing revenue. The result would be the structural
deficit, that is, the deficit likely to persist unless correc-
tive measures are taken.

All of these deficit measures provide their own in-
sight into the economic impact of government finance.
The PSBR measures the need for domestic or external
financing (see Box 3.2). The operational deficit removes
some of the distortions caused by high inflation. In
debtor countries the primary deficit indicates the public
sector’s current contribution to debt difficulties. Dur-
ing times of abnormal commodity prices or domestic
income, the structural deficit gives a picture of the
long-run position.

spending currency. By issuing currency, govern-
ments are able to claim real resources; this claim is
known as seignorage. The sum of currency hold-
ings by the public and by banks is known as the
money base, since it is the basis for monetary
transactions performed with cash, checking ac-
counts, savings accounts, and other typas of mon-
etary assets. Because the demand for monetary as-
sets keeps increasing in a growing economy, the
government can to a limited extent finance itself

through expanding the money base without caus-
ing inflation. When the rate of new money creation
exceeds the growth in demand for money, how-
ever, inflation can result. (In countries where the
currency is freely convertible, foreign exchange re-
serves might also be lost as people exchange the
unwanted domestic money for foreign currency.)
Individuals are, in effect, taxed by inflation be-
cause the real value of their money holdings falls:
part of the government’s seignorage then becomes
an implicit “’inflation tax.’’ Banks holding reserves
against deposits also face this tax, which they usu-
ally pass on to depositors in the form of lower
iriterest rates on deposits. Inflation created by the
printing of money may carry an extra fiscal benefit
because it reduces the real value of domestic gov-
ernment debt. (When inflation is anticipated, how-
ever, nominal interest rates rise in advance to com-
pensate bondholders for the inflation tax.)

Seignorage—the government’s ability tc claim
resources in return for issuing currency—is usually
limited by the demand for real money balances,
which typically falls as inflation rises. Beyond a
certain point an increase in money creation, and
thus in the rate of inflation, may actually decrease
seignorage if the demand for money falls sharply
enough in response. Countries that have relied fre-
quently on money creation as a form of public fi-
nance typically have a very low rate of money
holdings. Brazil and Israel, for instance, have had
modest levels of seignorage on currency—thanks
to their low ratios of currency holdings to GDP—
despite very high inflation (see Table 3.1). Only
countries with extremely high rates of inflation—
for example, Argentina and Bolivia—have tempo-
rarily generated seignorage on currency of more
than 3 or 4 percent of GDP, but such seignorage
rates are not sustainable,

Inflation, therefore, is often a fiscal phenome-
non: it is caused by governments with no alterna-
tive source of deficit finance resorting to money
creation at a higher rate than the growth in money
demand. Any hope of controlling inflation without
reducing government deficits is then in vain. Ex-
cessive reliance on money creation is particularly
risky if the inflation itself worsens the deficits, be-
cause expenditures keep pace with rising prices
while revenues do not. This means that still more
money creation becomes necessary—further wors-
ening the inflationary spiral.

To counteract the inflationary pressures of
money creation, governments sometimes raise the
reserve requirements on bank deposits. This in ef-
fect requires banks instead of the general public to
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Box3.2 Whatisa “prudent” fiscal deficit?

One way to decide whether a public deficit is “'pru-
dent”’ is to deternine whether financing it is consistent
with the government’s other macroeconomic
objectives—external creditworthiness, growth of pri-
vate investment, and control of inflation, for example.
To do this, financing must be broken down into its
components. A good starting place is the identity stat-
ing that the sum of all investment in the e;onomy must
be equal to the saving available from both residents
and foreigners (see Box figure 3.2. top). Foreign saving
is the excess of foreigners’ income from the domestic
economy over their spending in it. This is equal to the
current accuunt deficit in the balance of payments. Pri-
vate saving is equal to GNP minus taxes and private
consumption, which gives the private component of
gross national saving. Public saving is the excess of
public current revenues over current spending, and the
public deficit can therefore be defined as public invest-
ment minus public saving. The first identity can thus
be rewritten as shown in Box figure 3.2, bottom. A
public deficit must be balanced by a domestic private sector
that saves more than it invests and/or by an external current
account deficit. The ““prudence’’ of the public deficit de-
pends on the level of private saving, the desired level

of private investment, and the desired current account
deficit.

The financial flows corresponding to both the exter-
nal current account deficit and the private surplus are
aholmpomnt.ﬂnamntm'dtypeoffotdpmd
private lending will determine whether the public defi-
cit is consistent with other macroeconomic goals, as
described below.

External creditworthiness is sometimes defined as
maintaining an 2cceptable ratio of gross external debt
to exports. This is because exports determine the ahility
to service debt; a permanently increased debt-export
ratio could impair creditworthiness. This suggests that
public external debt should grow at the same rate as
exports over the long run. Temporary increases in com-
modity exports should not lead to more public borrow-
Ing for the reasons discussed in the section on com-
modity export cycles in the text, If access to voluntary
foreign lending has already been interrupted because
of excessive borrowing in the past, then it makes sense
to 2im for a lower debt-export ratio, implying that the
growth of debt should be held below the growth of
exports,

The usual objective in managing foreign exchange

Box figure 3.2 The savings-investment identity and the financing of a public deficit
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hold currency, so that the money base—but not the
overall supply of money—expands. Alternatively,
the financial system may be required to hold large
amounts of government bonds in its portfolio at
artificially low interest rates. While increased re-
serve or portfolio requirements avoid the inflation-
ary effects of monetary expansion, the resulting
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increase in the spread between deposit and loan
rates hinders domestic financial intermediation.
Savers react to the poor returns on deposits by
storing their wealth in property or by taking it
abroad. The squeeze on bank loans restricts do-
mestic investment and forces investors to turn
abroad for funds.
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reserves is to maintain an adequate ratio of reserves to
imports of goods and services. Deficits can be piu-
dently financed by running down reserves only to the
extent that reserves remain over this target. As impocts
grow, additional resezves have to be accumulated; the
financing available ffom this source could therefore be
negative.

Printing money to finance a deficit can result in infa-
tion to the extent that it exceeds the growth in demand
for money at the current level of prices. Higher reserve
requirements are one way to avoid that result, but they
widen the sprezd between deposit and loan rates, and
can therefore be inconsistent with other objectives of
efficiency in domestic financial markets and greater pri-
vate investment.

Nonmonetary domestic borrowing from the banking
system or from the nonbank private sector should be
consistent with the macroeconomic objective of pro-
moting private sector investment. One guideline is to
avoid an increase in the share of public borrowing in
domestic credit provid=d by the banking system. An-
other approach would be to target public domestic bor-
rowing at a level consistent with the desired level of
domestic real interest rates.

Delaying payments on deb: service or on goods
purchases—that is, increasing arrears—is an important
source of finance in some countries. Arrears are im-
plicit credits that have similar macroeconomic conse-
quences to other forms of public borrowing, as well as
jeopardizing future financing. A common objective is
to reduce arrears either in absolute terms or as a pro-
porticn of GDP.

These criteria can be used to judge what level of fiscal
deficit is prudent. Higher growth in exports, real de-
mand for money, and overall financial savings means a
higher deficit can be financed without violating the ob-
jectives of external creditworthiness, low inflation, or
reasonable real interes: rates. In general, faster eco-
nomic growth brings bigger deficits within the bounds
of prudence, because it usually implizs faster growth of
exports and demand for money. In a slowly growing
economy with low financial savings and stagnant ex-
ports, the prudent fiscal deficit i3 likely to be low.

Sustainability of fiscal deficits

Fiscal deficits have implications for the future as
well as for the present. The debts created by bor-
rowing have to be serviced. The public sector must
generate the necessary resources through receipts
from public investment, through additional taxes

or spending cuts, or through money ceation. Al-
though governments can borrow indefinitely, in
the long run they must dlaim enough resources to
pay at least part of the interest; otherwise the level
of debt will rise without 'imit as a proportion of
GDP. This means that the so-called *‘primary
deficit’’—the consolidated public sector deficit ex-
cluding interest payments (see Box 3.1)—must
eventually run into surplus to compensate for past
deficits. The only exception to this requirement is if
resources are used so effectively that the growth
rate of the economy—and of public revenues—
persistently exceeds the real interest rate on public
debt.

The sustainability of fiscal policy is not an ab-
stract concern, The private sector takes it into ac-
count, for example, when deciding whether to in-
vest. If deficits are perceived to be unsustainable,
then the private sector will expect future tax in-
creases or money creation. If it predicts the latter, it
will also expect higher inflation and currency de-
valuation. Savers can avoid this threat of implicit
or explicit taxation by taking their capital abroad;
this itself accelerates the breakdown of the unsus-
tainable policies. The moment of truth for impru-
dent fiscal policy often comes with a finandial or
balance of payments crisis.

Stabilization versus structural adjustment

In analyzing the fiscal crisis in developing coun-
tries, a distinction must be made between macro-
economic stabilization and structural adjustment.
Stabilization addresses short-term problems that
need to be dealt with urgently: inflation, loss of
foreign exchange reserves, capital flight, and large
current account deficits. Structural adjustment ad-
dresses obstacles to longer term growth: distor-
tions in the incentives for production (for example,
overvalued real exchange rates); controls on
prices, interest rates, and credit; burdensome tar-
iffs and import restrictions; and excessive taxes
and subsidies. These tasks must be undertaken to-
gether. Careless structural adjustment can make
the problem of stabilization more difficult, because
the distortions are often a source of revenue to the
government. For example, high tariffs provide
public revenue as well as protection to domestic
industry. Equally, structural reforms are unlikely
to command credibility unless stabilization policies
are in place. Investors will expect trade liberaliza-
tion to be short lived if fiscal deficits imply an
eventual balance of payments crisis. And fiscal sta-
bilization can hamper structural adjustment. For

59

LV



S

Figure 3.1 Public deficits and current account deficits in four countries, 1977 to 1986
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example, cuts in public infrastructure spending to
reduce the deficit may cause private investment to
fall. Raising tariffs to increase public revenues may
distort relative prices
Stabilization is often associated with a domestic
recession characterized by rising unemployment,
Y contracting imports, and falling real wages
living standards. Lower living standards are
inavoidable when the previous level has been arti-
3cially raised by unsu:tainable policies. But the re-

cession can be damaging to future growth if it is
too deep or too prolonged. The blow to the confi-
dence of domestic investors may inhibit necessary
new investment. The decline in the economy can
also strain the financial system and impair its abil-
ity to finance new growth. Excessive cuts in spend-
ing risk a downward spiral of continually falling
output. These risks make it vital to team contrac-
tion of demand induced by fiscal retrenchment
with structural adjustment to increase output.



Some waste of resources can be eliminated with
little effect on growth; other forms of fiscal re-
straint can be damaging. Incentives to expand ex-
ports reduce the contraction of imports necessary
to vestore external balance, and steps to promote
savings lessen the fall in investment required to
finance the fiscal deficit. Additional external fi-
nancing can buy time for new supply incentives to
take effect.

Stabilization and structural adjustment face dif-
ferent institutional constraints. Stabilization is of-
ten postponed, but it can usually be implemented
when a crisis forces events. In contrast, structural
adjustment seldom carries the same sense of ur-
gency; its results are less obvious and more grad-
ual. It often requires the support of a broader circle
of policymakers than stabilization, which is typi-
cally undertaken at the behest of the central bank
and finance ministry. Structural reforms are diffi-
cult, too, because they inflict visible damage on a
few and bring less obvious benefits to many. These
difficulties reinforce the tendency to pursue short-
run stabilization to the exclusion of structural ad-
justment during crises.

The interdependence of fiscal, monetary,
and exchange rate policies

Fiscal policy needs to be judged alongside the
other main tools of macroeconomic policy: mone-
tary policy and exchange rate policy. Macroeco-
nomic imbalances are often addressed by tighten-
ing monetary policy. However, the governments
of developing countries find it more costly to con-
trol the money supply than do their counterparts
in the industrial countries. To tighten monetary
conditions, they are usually forced to impose
higher reserve requirements on banks or to induce
the banking system to hold more government
bonds. In their shallow financial markets this often
provokes a bigger rise in interest rates than would
be the case in the industrial countries. Private bor-
rowers must therefore reduce their demands for
credit more drastically by decreasing capital invest-
ment or by going abroad for foreign loans. Higher
interest rates on existing private debt are also more
likely to cause financial distress for private enter-
prises and thus to weaken the banking system in
developing countries. Interest rate controls are

Table 3.1 Revenues from seignorage on currency in selected countries, average for 1980 to 1985

Seignorage
Level of retvnues (increase Ratio Currency Inflation
seignorage revenues incurrencyasa currency holdings growth (percent (percent
and country percentage of GDP) ] GD?(pm‘mt) per year) per year)
High '
Argentina 4.0 3.8 269 24
Bolivia 6.2 6.1 438 506
Ghana 2.2 6.1 45 54
Sierra Leone 2.4 7.7 35 LX)
Moderate
Brazil 1.0 14 129 147
Isezel 1.1 13 165 181
Mexico 15 37 50 58
Peru 1.9 1 92 %
Turkey 1.2 s k) 46
Low
Banglzdesh 0.6 4.0 16 12
Colombia 08 4.7 18 2
Cote d'Ivoire 0.7 9.2 8 7
Dominican Republic 0.7 4.6 16 15
Korea, Republic of 0.5 43 13 9
Nigeria 08 7.2 13 16
Venezuela 0.4 4.5 8 12

Notes: This table measures only the seignorage corresponding to currency held by the public, since seignorage un banks’ holding of currency
rescrves is difficult to measure for some countries. The first column is calculated as the end-uf-year currency outside banks (IFS line 14a) minus
the end-vf-ycar value of the previous year, dividud by the current year CDP. The secund column is the ratio of the average of beginning-of-year
and end-uf-year currency outside banks to current GDP. The third column is the percentage change in currency outside banks from end-uf-year to
end-of-year. The final column is the percentage change in the cunsumer price index (IFS line 64) from December to December. The geometeic
average of growth rates is used for columns three and fuur; the arithmetic average of ratios is used fur columns Land 2,

Source: IMF, International Financial Statistics,
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Figure 3.2 Real effective exchange rate indexes for selected countries
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sometimes used to counteract these pressures, but
this often leads to credit rationing and capital
flight. So, more than in industrial countries, tight
money is a poor substitute for fiscal discipline.
Exchange rate policy on its own is also unlikely
to be successful at stabilization. Public deficits of-
ten result in real exchange rate overvaluation be-
cause the additional pressure on domestic demand
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drives up wages and prices. Tight monetary policy
reinforces this tendency by raising domestic inter-
est rates and attracting capital inflows. Devalua-
tions of the currency without an accompanying fis-
cal correction will eventually be offset by increases
in domestic prices and affect the real exchange rate
only temporarily. “qually, when wages and do-
mestic prices do not fall readily in nominal terms, a
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fiscal contraction without a nominal devaluation is
also unlikely to change the real exchange rate.
Figure 3.2 shows the pattern of real exchange
rate movements for a sample of twelve countries
representing middle-income debtors, commodity
rters, low-income countries, and countries
that avoided debt-servicing difficulties through
successful adjustment. The countries that stayed
out of trouble had remarkably stable real exchange
rates, thanks partly to stable fiscal policies. The
other three groups saw expanding fiscal deficits in
the late 1970s and early 1980s, and their real ex-
change rates appreciated during this pericd. After
1982 fiscal austerity accompanied by nominal de-
valuation began in these countries. The result was
a sharp depreciation of the real exchange rate.
Noniinal devaluations have an immediate effect

on public sector accounts because they revalue for-
eign currency income and nditure in domestic
currency. Whether the effect on the fiscal deficit is
fiegative or positive depends on whether the pub-
lic sector’s spending on debt service and imports
exceeds its income from exports and trade taxes
and on how producer prices and public sector
wages change. For example, an oil exporter would
likely gain additional public revenue from a deval-
uation, while a debtor without significant public
sector exports would more likely find that its extra
expenditure was greater than its additional reve-
nue. So the degree of fiscal squeeze needed to
achieve a given reduction in the budget deficit fol-
lowing a devaluation varies according to whether
the public sector is a net earner of foreign ex-
change.

Figure 3.3 Overall and primary public balances for four middle-income debtors, 1977 to 1985
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bia also showed exceptional fiscal restraint by cut-
ting expenditures while revenue was increasing
sharoly.

Careful fiscal management greatly reduced the
macroeconomic side-effects of these countries’
commodity booms. Inflation either stayed level or
increzsed only slightly in Botswana, Cameroon,
and Indonesia. During the boom the real exchange
rate actually depreciated modestly in Cameroon
and Botswana, while in Indonesia the appreciation
was moderate compared with elsewhere. Exports
of other goods were satisfactory in all three cases,
and import growth remained within bounds.

Principles for munaging commodity export cycles

One coramonly stated principle for managing com-
modity orice movements is that the revenue from
temporary price increases should be saved,
whereas income from permanent increases can be
spent. Usually this precept was disregarded, or
else price increases were erroneously assumed to
be permanent. In one sense, though, the principle
misses the point, which is that all commodity
prices have been extreme'y volatile during the past
decade. Classifying a particular shift as *’perma-
nent’’ or ““temporary’’ in such an environment is
uncertain. Policymakers therefore have to ask
which sort of mistake is more costly. The cost of
assuming a tempovary price increase to be perma-
nent is probably higher than that of assuming a
permanent increase to be temporary. As the exam-
ples of Mexico, Nigeria, and others illustrate, it is
often difficult to rein back spending that increased
during a supposedly permanent boom—especiaily
if boom revenue was leveraged through borrowing
into even higher spending. Delays in adjustment
to the fall in export prices lead to further debt accu-
mulation. When the adjustment finally comes, it is
more difficult because countries have to cope not
only with lower commodity revenue, but also with
increased debt service and reduced flows of new
lending. A prudent strategy, therefore, is for the
public sector to save a large portion of its commod-
ity revenue,

The use to which these additional savings are
put determines how quickly the government can
respond to changed circumstances. The main alter-

natives are increasing the country’s net foreign as- -

set position (either through repaying debt or accu-
mul-ting foreign deposits), reducing public
domestic debt, or raising puhlic domestic invest-
ment. Resides the drawbacks of increased public
spending described above, public investment suf-
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fers from the defect that it is difficult to reverse:
new investment spending is hard to stop for
projects under way, and it is usually Jifficult and
time-consuming to sell physical assets once thay
have been acquired. All this suggests that any ad-
ditional public investment financed by commodity
revenue should be limited to highly profitable
projects.

Although not compietely without risk, foreign
assets are highly liquid and thus can be sold
quickly during bad times. Botswana has protected
itself against downturns in the diamond market by
increasing its foreign exchang: reserves to cover
two years’ worth of imports. Repayment of debt
reduces the public sectoi’s exposure to unstable
revenues and ..voids the monetary pressures
caused by reserve accumulation at the central
bank. Cameroon (after 1978) and Colombia (in
1986) used their commodity revenues to repay
public external debt. Reducing the government’s
net debt to the central bank would also reduce
monetary expansion by offsetting (“sterilizing’’)
the increase in foreign exchange reserves; Colom-
bia used this method in 1986.

In addition many countries could usefully recon-
sider the balance between public and private sav-
ing during commodity booms. If governments
save a high proportion of boom revenues, this can
help the country to save enough in good times to
provide resources for consumption in bad times.
As discussed above, however, governments have
often spent too much in booms. It may be better in
many cases to allow private producers to retain
more of the boom revenue, so that they can them-
selves save during good times to prepare for bad
times. If private saving is thought to be inade-
quate, it may be due more to controls on financial
markets, such as low deposit interest rates, than to
any inherent defect in private savings bshavior.
Wise policy would try to facilitate both public and
private saving during booms.

Adjustment in low-income Sub-Saharan Africa

In the 1980s low-income countries have faced eco-
nomic problems similar to other developing coun-
tries. These problems include fiscal and external
deficits, excess public indebtedness, overall eco-
nomic contraction, and inflation. However, the
problems in low-income countries have been par-
ticularly severe. The external debt problen has be-
come even more serious than in the highly in-
debted middle-income countries, with little
prospect for full debt servicing in the foreseeable
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future. [n 1986 the ratio of all external debt to GNP
in low-income Africa was 82 percent, compared
with 61 percent for the seventeen highly indebted
middle-income countries.

The special difficu’ties of low-income economies
arise from their limited flexibility, particularly in
the financing of public expenditure. Yet the need to
build up social and physical infrastructure makes
heavy demands on budgets. External financing is
mostly limited to official sources, domestic financ-
ing is restricted because of thin financial markets,
and the tax base is usually narrow. These countries
depend heavily on official development assistance:
in low-income Sub-Saharan Africa official develop-
ment assistance amounted to 12.2 percent of GNP
in 1986. However, the way the aid flows were man-
aged may have contributed to the severe adjust-
ment problems that became apparent in the 1980s.
The inflow of foreign exchange supported an ap-
preciation of real exchange rates, excessive imports
by urban consumers, and a resulting decline of
export- and import-competing sectors in the late
1970s and early 1980s. The mismanagement of aid
may also have contributed to low rates of domestic
saving.

The scarcity of public financing has led these
countries to rely on some highly distortionary
means of financing, including heavy taxes on the
main commodity export. These are usually imple-
mented through low producer prices paid by the
commodity marketing board or through differen-
tial exchange rates that penalize producers. Import
tariffs are another important source of revenue.
Low-income countries derive 38 percent of govern-
ment revenues from international trade taxes,
compared with 19 percent in middle-income coun-
tries. The revenue system of low-income countries
is thus very fragile and subject to wide swings as
external conditions change. Their high commodity
taxes have also encouraged the growth of black
markets and smuggling.

Fiscal and external deficits in Africa

Low-income African countries borrowed heavily in
the late 1970s and early 1980s to finance consump-
tion and domestic capital formation in the face of
declining export prices and volumes. The fall in
2xport revenues was the result both of their own
bad policies, such as heavy taxation of export com-
modities, and of weak growth in export demand
from the industrial countries. High fiscal deficits
led rapidly to external borrowing because the level
of domestic savings is low in most icw-income

countries. [n 1986 the average rate of gross domes-
tic saving in all low-income countries besides
China and India was only 8 percent of GDP, com-
pared with 23 percent in middle-income countries.
In Burkina Faso, Lesotho, Mozambique, and So-
malia saving was negative in 1986. The corres-
ponding levels of public and private consumption
were unsustainable without external financing.

After 1980 official and private creditors and the
countries themselves realized that the rate of pub-
lic borrowing necded to be cut. The debt troubles
of the highly indebted middle-income countrie:
also contributed to a drop in lending to low-
income countries. Total net lending to Sub-
Saharan low-income countries fell from more than
$4 billion in 1980 to less than $2 billion in 1985 (see
Figure 3.7). Repayments of principal on past offi-
cial credits, as well as a drop in new disburse-
ments, were to blame.

The countries were forced to cut deficits sharply.
In Kenya the primary deficit (that is, excluding in-
terest) fell rom 7.4 percent of GDP in 1981 to near
zero in 1985, while in Malawi it dropped from 11.8
percent of GGDP in 1981 to 1.0 percent in 1985. In-
terest payments increased in Kenya from 2.4 to 4.4
percent of GDP during; the same period, however,

while in Malawi they rose from 4.6 to 6.3 percent .
of GDP. This meant that the overall deficit im-

proved about Z percent of GDP less than the pri-
mary balance. As with middie-income Jebtors, ex-

" ternal debt service (including both interest and

amortization) was a large burden on the budget

and amounted to 34 percent of current public reve- -

nue in Kenya and 44 percent in Malawi in 1985.
Debt service was also a heavy burden on the bal-
ance of payments, although severe import restric-
tion allowed current account deficits to improve in
line with improved fiscal balances.

Megative rztes of economic growth and more re-
alistic exchange rates have dramatically increased
the ratio of outstanding and disbursed debt to
GNP in many low-income countries, despite the
drop in net flows of new debt. In Malawi the ratio
of public debt to GNP increased from 56 percent in
1980 to 71 percent in 1985, while in Kenya it in-
creased from 32 to 51 percent, in Zaire from 43 to
112 percent, and in Zambia from 61 to 133 percent.
Unfortunately adjustment to date has been at best
a matter of running harder to stay in place.

Exchange rate management in Africa

Overvalued real exchange rates have been particu-
larly common in Sub-Saharan Africa. They are at
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Figure 3.7 Net flows of medium- and long-
term debt financing to Sub-Saharan Africa,
1980 to 1986
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Notes: Net flows arc disbursements minus amartzation of con-
cessional and noncuncessional lending, figures do not include
grants or short-term lending. The deflator used to convert to 1960
dollars is the manufacturing unit value index, which measures
the average price of manufacturing exports by the five
industrial countries. The solid line indicates the leve] of total net
flows, and the dotted line indicates total net official flows. For
1963, net private flows are negative.

Source: World Bank 1987d.

the center of the macroeconomic management
problems that many countries in the region have
faced. The official exchange rate is used as a fiscal
instrument in many low-income African countries,
although not in the francophone countries, where
the individual authorities do not control the ex-
change rate. Lacking an adequate tax base to fi-
nance desired spending, governments resort to
taxing the mineral and agricultural export com-
modities, which account for a large share of the
formal sector. Often this is done by maintaining an
official exchange rate below parallel market rates
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and requiring commodity exporters to sell foreign
exchange at this rate to the central bank. Alterna.
tively the government sets domestic producer
prices with reference to the official rather than the
parallel rate. The official exchange rate is also often
used to subsidize certain sectors through the ad-
ministrative allocation of foreign exchange to thes,
sectors at the official rate. If the government's pur-
chases of foreign exchange exceed its sales, then
the tax implicit in the differential between the offi-
cial and paralle] exchange rates exceeds the sub-
sidy to the private sector. The tax is distortionary
because it discourages exports. Attempts to evade
the tax lead to the growth of parallel markets in
smuggled goods and foreign exchange.

Since 1982 many countries have sharply deval-
ued their official exchange rate (see Figure 3.2),
Official and parallel rates have converged, which
has reduced the export tax and improved produc-
tion incentives. However, the devaluations can be
destabilizing: where other revenue sources are not
found to replace the lost export tax, the result may
be bigger fiscal deficits ard an inflationary increase
in money creation. Fiscal reform therefore needs to
happen along with exchange rate reform (see Box
3.5).

The need for fundamental reform

As has happened elsewhere in the developing
world. fiscal restraint in low-income countries has
often damaged the prospects for long-term
growth. Spending cuts have fallen disproportion-
ately on public capital formation, as in the middle-
income countries. Social services have been cut
from already inadequate levels. A more selective
way to reduce expenditure must be found, by
eliminating subsidies to better-off consumers in fa-
vor of priority areas such as transport mainte-
nance, primary education, and basic health. Chap-
ters 5 and 6 discuss these issues in more detail.
The tension between stabilization and structural
adjustment runs in both directions. Stabilization
has sometimes made the task of structural reform
all the harder—for example, when it has meant
cutting productive investment. But structural re-
form can also set back efforts at stabilization. Low-
income countries face this problem in a particularly
acute form. They find it hard to reduce distor-
tionary taxes, for instance, since the lost revenue is
difficult to replace. Without a doubt these coun-
tries need to reduce the massive protection that
they grant to inefficient industries, but the revenue
role of tariffs cannot be lightly dismissed. No alter-
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native revenue source could immediately compen-
sate for the loss of revenue that would result from
a sweeping liberalization effort. The implication is
that trade liberalization must proceed in stages,

accompanied by matching fiscal reforms. Replac-
ing quotas by tariffs and adopting more uniform
tariff structures are two ways to reconcile liberali-

zation and revenue goals in the short term.

Box3.5 Exchange rate unification and fiscal balance

The effect on the scal balance of closing the gap be-
tween the official . 'd parallel exchange rates can be
seen in the experience of Chana and Sierra Leone. Be-
fore 1983 Ghana had large fiscal deficits financed by
printing money, strict foreign exchange rationing, high
irflation, and a strong demand for foreign currency as
a hedge against inflation. The black market exchange
rate was a more accurate measure of the true value of
the local currency (the cedi) than the official rate. The
pw.rhase and allocation of foreign exchange at the offi-
cial rate levied an implicit tax on exports and granted
an implicit subsidy on imports. The black market pre-
mium was generally more than 500 percent and
reached more than 2,000 percent in 1982. Production of
the key exports, cocoa and gold, fell sharply during
1970-82 in response to the prohibitive rate of implicit
export taxation; real per capita incomes fell 30 percent.
Because of the fall in exports and the lack of external
financing, imports were severely compressed.

In April 1983 the Ghanaian government initiated its
Economic Recovery Program. In October 1983 the offi-
cial exchange rate was increased from 2.75 cedis/dollar
to 30 cedis/dollar, at a time when the black market rate
rvas roughly 90 cedis/dollar. The black market received
formal recognition: special import licenses wer:
granted to those who wished to bring imports in
through the black market, provided the appropriate
taxes were paid. Noncocoa exporters were allowed to
retain a fraction of their foreign exchange earnings for
debt service and approved imports. The Cocoa Board
also had a retention account from 1983 to early 1987. In
January 1986 the currency was devalued again to 90
cedis/dollar. The market was split into two tiers in Sep-
tember 1986. Only cocoa exports, debt service, and pe-
troleum imports were to go through the official market,
while raw materials and inputs were to pass through
an auction market for foreign exchange; consumer
goods were excluded. In February 1987 the markets
were unified at the auction rate. Consumer goods were
subsequently integrated into the auction except for a
few prohibited items.

The stepwise devaluation oi the official exchange rate
was accompanied by fiscal reform to reduce the deficit,
thus lessening the need for the export tax implied by
the previous difference between the official and black
market exchange rates. The fiscal deficit was reduced
from 2.7 percent of GDP in 1983 to 0.7 percent in
1986. This was accomplished mainly by dramatically
increasing tax revenue, from only 5.5 percent of GDP

in 1983 to 13.6 percent in 1986. This allowed the gov-
emment to decrease its use of the “inflation tax.”
Wholesale price inflation fell from 81 percent in 1984 to
30 percent in 1986, despite the huge changes in the
official exchange rate. Overall the Ghanaian experience
is one of successful devaluation accompanied by fiscal
reform.

Sierra Leone encountered greater difficulties with ex-
change rate unification. The local currency (the leone)
was floated in June 1986, at a time when the black
market rate was five times the official exchange rate.
Inflation immediately accelerated from 57 percent for
the twelve months preceding the float tc 259 percent
for the following twelve months. The monetary base
increased by 151 percent from June 1986 to June 1987.
In reaction, the official exchange rate was artificially
fixed one year after the initial float. Since then few
transactions have been occurring at the official rate.

The disappointing outcome reflected an underlying
fiscal imbalance. During the preceding five years reve-
nue had been greatly eroded; it fell from 16.1 percent of
GDP in 1978-79 to 6.0 percent in 1985-86. The sharpest
decline was in international trade taxes, reflecting the
shrinkage of reported trade flows as goods moved into
the parallel market, but domestic tax collections also
fell. This chronic inability to collect taxes caused the
deficit to increase to 14 percent of GDP in 1985-86. The
deficit was financed through a combination of money
creation and the implicit tax on exports arising from the
difference between the official and black market rates.
The effective elimination of the difference led to a drop
in the export tax, so the rate of money creation had to
rise. Maintaining consumer subsidies on staple foods
and petroleum in the face of increased inflation and
depreciation increased the deficit further. Thus for fis-
cal year 1987 the fiscal deficit was about $6.7 million a
month. The average monetary base for the fiscal year
was the equivalent of $44 million, so that inflation of
about 15 percent a month was necessary to generate
the ““inflation tax’’ to finance the deficit. This was close
to the actual inflation rate of about 11 percent a month
for this period.

The experience of Sierra Leone illustrates that float-
ing the official exchange rate by itself does not solve a
macroeconomic imbalance—~indeed, without accompa-
nying fiscal reform it may actually make it worse. The
Sierra Leonean float was implemented when the fiscal
balance was out of control. Fiscal reform is often a pre-
requisite to unify dual exchange rates.
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In summary, the fiscal problems of the low-
income African economies are even more severe
than those of the middle-income debtors and com-
modity exporters. Past fiscal deficits have left 4 ieg-
acy of debt that complicates their present adjust-
ment efforts. Impressive reductions in fiscal
deficits have been achieved, but they have by ne-
cessity focused on unsustainable short-term mea-
sures. The scarcity of public revenue sources is
cramping attempts to correct structural distortions,
such as large gups between official and parallel ex-
change rates, high tariffs, and low producer prices
for commodities. Fiscal reform is a way to resolve
the dilemma. Broader revenue bases would make
it possible for the low-income countries to reduce
or eliminate some of their most distortionary taxes.
A greater flow of external finance, together with
selective debt relief, would help support reform.

Fiscal policy and the growth imperative

The developing countries face a fiscal dilemma. On
the one hand, departures from prudent fiscal pol-
icy have helped to create economic crises involving
excessive debt and high inflation. Fiscal austerity
in these circumstarces was unavoidable. On the
other hand, it is essential to restore growth, in-
comes, and employment. Several of the worst af-
fected countries are in depressions as severe as the
Great Depression of the 1930s.

One of the most important lessons from this sit-
uation is that overspending and unsustainable
growth carry a high cost. Countries that followed
stable macroeconomic policies were hurt far less by

the turbulence of the 1980s. For example, Thailand
surpassed the Philippines, and Colombia outpaced
Peru in per capita income in the 1980s, although

the pairs were closely matched in the 1970s. The

poor also fared much better in the stable 