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IntroductIOn

The USAID EqUIty and Growth through Econormc Research program conducted a workshop on
econormc polIcy Issues m Afhca m Accra, Ghana, from February 3 through 8, 1997 The
GhanaIan Centre for PolIcy AnalysIs (CEPA) hosted the event, whIch was attended by more than
one hundred researchers and polIcy-makers The purpose of the workshop was to brmg together
polIcy-makers from publIc and pnvate sectors WIth econOIDlC polIcy research teams from
throughout Afhca, to dISCUSS one another's polIcy-reform success stones and frustratIOns

The studIes bemg funded smce 1995 under the USAID/EAGER program focus on polIcIes whtch
have successfully facilitated renewed growth m Afhca and those whIch contmue to mhtbIt It One
component ofEAGER focuses on trade polIcy Issues, mcludmg bamers to trade, means of
enhancmg regIOnal trade, effects on trade of monetary, fiscal and exchange rate polIcy, and new
opportumtIes for trade and mvestment The research under thIs EAGER/Trade cooperatIve
agreement IS coordmated by a consortIUm headed by AsSOCIates for InternatIOnal Resources and
Development Members ofthe consortIUm mclude the Harvard InstItute for InternatIOnal
Development, Purdue UmversIty, the Umverslty ofLaval and InternatIonal Busmess InItIatIves

The second research consortIUm, headed by the Harvard InstItute for InternatIonal Development,
funds and conducts research m the area broadly termed PublIc StrategIes for Growth and EqUIty
Its research IS concentrated on the followmg themes

• Legal, regulatory and JUdICIal reforms and governance

• Macroeconormc stabthzatIOn

• Fmanclal market reform

• Labor market reform

To ensure that EAGER research reaches and engages researchers and polIcy-makers throughout
the contment, the EAGER program mcludes a contract for commumcatIOns and mformatIOn
dIssemmatIon The lOgIstIcal arrangements for the Accra workshop were handled by the
dIssemmatIOn consortIUm, led by BHM InternatIOnal, Inc , whose subcontractors mclude
InternatIOnal SCIence and Technology InstItute, Inc (rSTI) and Abt AssocIates, Inc

The EAGER research agendas are demand-dnven, WIth themes and pnontles decIded by polIcy
makers m consultatIon WIth researchers, rather than researchers alone Research funded under
EAGER must be pertment to a htgh pnonty econOIDlC polIcy Issue, and must address ItS eqUIty
ImplIcatIOns, be useful to stakeholders, have a reasonable chance that polIcy-makers will respond
WIth meamngful change, be of mterest to USAID IDlSSIons m the countnes concerned, and
potentIally contnbute to sustaIned, eqUItable growth
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The Accra workshop was the thrrd such senuannual event, followmg on the maugural one m
Bamako, Mah m November 1995 and Its successor m Kampala, Uganda m July 1996 Begmnmg
m Bamako, the orgamzers were struck by the practIcal and pollcy concerns brought out by pollcy
makers part1c1patlOn These are not ordmary research workshops, nor are they tradItional pollcy
semmars WIth each workshop, pollcy-makers have taken an mcreasmgly actIve mtellectual role
Imt1ally they were proVldmg guIdance to research projects not yet underway Now they are
reactmg to results from 1ll1t1al fieldwork reports, Wlth practIcal and POlltlCal concerns rmsed by the
1mphcatlOns of the research They force researchers to test therr results, and to find POlltlCally
acceptable and econoffilcally Vlable avenues for development The researchers, m turn, focus
concrete econOffilC analyses and reports on econOffilC actors that pollcy-makers othefWlse rarely
encounter

We ask readers ofthese proceedmgs to Vlew them as work m progress Unhke tradltlOnal
proceedmgs of scholarly gathermgs, these are reports ofpartIally completed research at most,
and, m many cases, ofproposed research Confllctmg Vlewpomts may be reflected m the
dlscusslOns Tms IS welcomed by the orgamzers, as It serves to sharpen the focus of research, and
sends researchers back to the field to answer the questlOns rmsed

The workshop began Wlth two days ofpreparatlOn, durmg wmch teams, most ofwmch compnse
Afhcan and Amencan researchers, came together to coordmate therr presentatlOns and have theIr
papers reproduced On Wednesday through Fnday the formal meetIngs were held, accordmg to
the schedule set out below On Saturday the EAGER/Trade Techmcal Comrruttee reVlewed
research proposals, one by one The deCISIons ofthe comrruttee and the llst of partIcIpants are
found m the annexes to the current report
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Wednesday, February 5, 1997

PresentatIOn of Research and DIscussIon of Pohcy ImpbcatlOns

8.30-9·00 RegIstratIOn

9:00-10:00 Openmg SeSSIOn

Charr Joseph Abbey, ExecutIve Drrector, Centre for Pohcy AnalYSIS (CEPA), Ghana

Joseph Abbey welcomed the partIcIpants

Drrck Stryker, PresIdent ofAlRD and ChIefofParty ofthe EAGER/Trade component of
EAGER, bnefly mtroduced the EAGER project concept He IdentIfied two pnncIpal ObjectIves
ofEAGER (1) to demonstrate that pohcy-targeted research m Afnca can have a sIgnlficant
effect on pohcy decIsIons, and (2) to enhance dIalogue between researchers, government and the
pnvate sector

He then descnbed the mechamsm by whIch EAGER has sought to reach these ObjectIves Frrst,
EAGER has Visited countnes where It has been mVIted to ehcIt research Ideas and pnontles by
leaders m government and busmess m these countnes Second, teams have been constItuted
conslstmg ofAfncans and expatnate collaborators to undertake research m these areas He gave
a bnef explanatlOn of the three components ofEAGER 1) Trade 2) Pubhc StrategIes for Growth
and EqUity and 3) DIssemmatlOn For EAGER/Trade, he explamed the role ofregIonal
coordmators, and of country level adViSOry COmmlttees m gUldmg the research and m developmg
actIon plans to promote the pohcy concluslOns of the work

Drrck Stryker then gave a bnefexplanatIon of the workshop orgamzatlOn and schedule

Chve Gray ofHllD, ChIef ofParty ofthe PSGE component ofEAGER, bnefly noted the four
themes that have been IdentIfied to date for that component 1) Legal, Regulatory and JUdICIal
Reforms and Governance, 2) MacroeconomJc StabillzatlOn, 3) FmanClal Markets, and 4) Labor
markets

He noted the appropnateness ofGhana for thIs workshop gIven lllID's past relatlOnshIp WIth the
GhanaIan Government, and the fact that three ofthe four ImtIaI studIes ofthe PSGE component
mclude Ghana m therr country focus
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Keynote Address

H E VIce PresIdent of Ghana, John Evans Atta Mills, gave the Keynote Address After
extendmg a warm welcome to all partICIpants and ViSItors to Ghana m partIcular, the VIce
PresIdent emphasIZed the lffiportance of the Issues the workshop would address He noted the
lffiportance of trade m creatmg new opportumtIes, and called upon the partICIpants to face the
problems wmch lffipede trade m order to stimulate It

The VIce PresIdent recommended the need to mamtam a practIcal tone m dISCUSSIons and to aVOId
SImply falhng back on academIc expertIse Underlmmg the need to undertake useful research, he
gave the example ofthe Councll for SCIentIfic and Industnal Research, wmch was not obtammg
the research fundmg It needed for ItS members and so has broadened ItS own mandate to
undertake and commerCIalIZe research

The VIce PreSIdent IdentIfied one of the pnncipal components of the government's development
program as bemg to create the mfrastructure to allow growth to occur He CIted electnfication
and storage mfrastructure as examples for rural development

The VIce PreSIdent also stressed that research must be available at the local level, and that greater
use should be made ofGhanman researchers because they are more economIcal to use, and by
usmg them they can budd up therr expenence and gam greater recogmtlOn He also called for
support of reglOnal and sub-reglOnal centers for research through EAGER

Lastly, the VIce PreSIdent reIterated the government's ObjectIve ofmakmg Ghana a mIddle mcome
country by the year 2030

10:30-12:30 OvervIew of Research on EAGERffrade RegImes and Growth

Barriers to Cross Border Trade

Effects on Trade of Monetary, Fiscal, and Exchange Rate Policy

New OpportumtIes for African Trade and Investment, RegIOnal IntegratIOn

Challenges to Trade Policy Reform

Charr

Presenter

Joseph Abbey, CEPA, Ghana

Drrck Stryker (AIRD, USA), Cmef ofParty, EAGER/Trade

In ms presentatlOn, Cmef ofParty Drrck Stryker summarIZed three ofthe five research themes

4



I
I
I
I
I
I
I
I
I
I

I

I

bemg studIed under EAGER/Trade Key preIurunary findmgs of some of the mdIVIdual research
projects mcluded m these themes are htghhghted here

BarrIers to Cross-Border Trade

In the Malzan nee export potentIal study, steady mcreases m ytelds have contnbuted to reduced
costs ofMaltan rrngated nce productIOn, makmg sales m neIghbonng countnes competItIve With
Imports ofnce from outSIde West AfrIca The CFAF devaluatIon has accentuated thts
profitabIlIty However, demand and supply prOjectIons for Malt suggest that such a net
exportable surplus may not perSIst over the next ten years Ifhtgh mvestment costs, whtch are
conSIdered as "sunk" m the current analyses but whtch are Important to take mto account If
estImatmg returns to future mvestments, are mcluded, the econOmIC competItIveness ofthese
exports IS reversed Nonetheless, there may be seasonaltty m Malt's export comparatIve advantage
profile, whtch would suggest that alternatIng status as a net exporter/Importer dunng the course
of the year would prove economIcally most ratIOnal

The Malzan lzvestock sector study shows that mtensIficatIon of ammal productIOn, 1 e mOVIng out
ofthe pastoral frInges and mto agro-pastoral zones for meat productIOn With feed
complementatIOn, IS becommg mcreasmgly profitable Fears that anImal productIOn would
compete for resources With crop productIOn are prOVIng unfounded In fact, the two actIVItIes are
htghly complementary (crop reSIdues used as feed and anImal waste used as fertilizer), and
productIOn IS m fact mcreasmg m these zones As for the questIOn ofwhether meat exports from
MalI to nelghbonng countnes would be more profitable than lIve anImal exports, the study
concludes that polIcy dIstortIons are contnbutmg to an undervaluatIOn of slaughter by-products
and that by-products face a htgher demand curve m neighbonng countnes, both ofwhtch
contnbute to rendenng slaughter m the Sahel less profitable

The Tanzania small-scale mmmg study presents an Image of econOmIC benefits from gem
productIOn and trade that offers a more OptImIStIC VIew from the Government's, whtch tends to
focus on the losses due to smugglIng The study finds that deregulatIOn of the actIVIty has led to a
surge m employment and mcome creatIOn The Government's dIlemma With regard to taxatIon of
Illegal exports, It IS suggested, would be lessened If alternatIve fiscal tools were conSIdered For
mstance, gIVen that three-quarters of the marketmg margm between the mme and the Narrobi
wholesale market remams m the hands ofTanzamans, It may be more effiCIent to conSIder
alternatIve measures for taxmg the domestIC mcome generated by the mInmg (perhaps by taxmg
the addItIOnal Imports whtch such exports can create), rather than by attemptmg to tax the exports
themselves and settmg up a strong dlsmcentlve agamst the actIVIty

Effects of Monetary, FISCal, and Exchange Rate PolIcy on Trade

In Ghana, there are several key Issues FIrst, there IS a crowdmg out ofthe pnvate sector by
Government because ofItS mountmg fiscal defiCIt Interest rates are qUIte htgh and the Bank of
Ghana pursues no clear monetary polIcy In addItIOn, exchange rate poltcy IS bemg used to
control mflatlon, 1 e the cedI IS not bemg allowed to depreCIate fully under the weIght of the
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Government budget deficit-mduced mflatIOn out of fear that pnces will be pushed much hIgher
ThIs, however, has a negatIve effect on Ghana's export competItIveness, as the cedI becomes
mcreasmglyovervalued Another concern IS that a large part ofGhana's foreIgn exchange
earnmgs (cocoa, gold, and OffiCIal transactIOns) go nght through the Bank ofGhana, not VIa the
pnvate sector, thus msulatmg the cedI exchange rate from market forces The research will
estImate an eqUllIbnum exchange rate for the cedi, the actual real exchange rate, and the
relatIOnshIp between the two

In Uganda, much more of the country's foreIgn trade IS transacted m the pnvate sector In
addItIOn, there IS a much hIgher degree offiscal stability ThIs means that the central bank can use
exchange rate polIcy more fleXIbly However, the export and Import sectors feel the brunt of
exogenous shocks much more dIrectly, and the Bank ofUganda has far less control over the
effects of such external shocks An example IS the world coffee market boom, the effects of
whIch were hard to stenhze due to madequacies ofmonetary polIcy tools

A further Issue to be conSIdered by both studIes IS the mdIrect bIas agamst exports whIch results
from relymg on heavy taxatIon ofImports for revenue generatIOn ThIs encourages reallocatIOn of
resources mto Import-substItutIon actIVItIes and also overvaluatIOn of the local currency relatIve
to mternatIOnal currenCIes, both ofwhIch bIas agamst exports Governments need adVIce
regardmg strategies for mmmuzmg that bIas whIle rnamtammg publIc sector revenues These may
mclude Improvmg the effiCIency of tax collectIOn and explonng alternatIves for gIvmg exporters
duty-free access to Imported mputs and raw matenals The studIes will also explore whether sales
and excise taxes are neutral WIth respect to trade

RegIOnal IntegratIOn and Industrial CompetItIveness

One theSIS to be explored m an EAGER/Trade study on regional mtegratIOn m southern AfrIca IS
that regIOnal mtegratIOn will result m trade dIverSIOn rather than real trade creatIOn, and therefore
polIcy makers' attentIon to the tOPIC IS not JustIfied In thIs hypotheSIS, South AfrIca would gam
more by focusmg on mternatIOnal markets for the products m whtch It has a comparatIve
advantage, and nelghbonng countnes would gam more by Importmg more cheaply from lower
cost producers of mdustnal products m whtch South AfrIca does not have a comparatIve
advantage

RegIOnal cooperation, however, makes sense Electncal power sharmg IS a perfect example of
thts, and EAGER/Trade will assIst polIcy makers WIth a model of multI-country gams and losses
from alternatIve generatIon and dlstnbution schemes

WIth regard to garments and textiles, these sectors have great employment generatIOn potentIal
Madagascar, Ghana, ZImbabwe, and Kenya have all mvested heaVIly m these sectors Can AfrIca
compete? Yes, defimtely, accordmg to a recent World Bank study Labor productIVIty may be a
bIt behmd that of AsIa, but labor costs m Sub-Saharan AfrIca are even lower There are problems
of labor relatIOns though, espeCIally m South AfrIca, where the labor movement hIstoncally
represented the only form of POlItICal expreSSIOn for non-whttes The legacy ofthts IS htgh umon
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wages -- m a country where 30% ofthe labor force IS unemployed

Welcome Address

Myron Golden, Drrector ofUSAID/Ghana welcomed the partIcIpants to the conference on behalf
ofthe Umted States Agency for InternatIOnal Development He stressed USAID's COmmItment to
the twmmng ofpohcy-relevant research on cntlcallssues to the eqwty and growth consIderatIons
of pohcy makers throughout Sub-Saharan Afnca

DIscussion of Research Overview

In the ensumg dISCUSSIOn, debate focused on techmcal detaIls (for example, whether Mall could
afford to export Its neghgIble nce surplus today, whether storage costs and transport uncertamtIes
were adequately consIdered by the researchers, and what supply and demand parameters ought to
be used m the projectIOns analySIS) Others were concerned that EAGER competItIveness
research VIs-a-VIS regional and mternatIOnal markets be conceIved dynamIcally, I e not Just
lookIng at pnmary products bemg exported today, or South Afnca's de facto mdustnal
competItIveness, but the competItIveness ofmore sophIstIcated, more heaVIly processed, goods
whIch can be produced tomorrow usmg more modem technolOgies

Drrck Stryker emphasIZed that much of the EAGER/Trade research stnves to encourage
governments to thInk creatIvely about pohcy dIlemmas For example, the solutIOn to lost
revenues from illegal exports ofgemstones may not be m the drrect or ObVIOUS approach
(Improved momtonng and taxatIon of exports) but m somethmg less drrect (mcreased taxatIon of
Imports resultmg from the mcreased mcomes denved from the gemstone trade)

14:00-15:30 Report on Ovel'Vlew of Research on EAGERlPubbc StrategIes for
Growth with EqUIty:

Legal, Regulatory, and JudiCial Reforms and Governance

Macroeconomic Stabilization

Fmanclal Markets

Labor Markets

Charr

Presenter

Joseph Abbey, CEPA, Ghana

Chve Gray (lllID, USA), ChIefofParty, EAGERIPSGE

After explammg that EAGERIPSGE has a lag relatIve to EAGER/Trade, Chve Gray presented the
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consortIUm for the EAGERIPSGE project Harvard InstItute for InternatIOnal Development
(IDID, pnme contractor), four unIversItIes (Clark Atlanta UmversIty, Howard UmversIty,
Umversity ofMaryland-IRIS and MIcillgan State UmversIty) and three pnvate consultmg firms
(AssocIates for InternatIOnal Resources and Development (AIRD), Development AlternatIves Inc
(DAI) and MayaTech CorporatIOn)

Seven studIes have been defined, three m the field ofmacroeconOmICS
Tax PolIcy m Sub-Saharan Afhca The Role ofEXCIse Taxes (Madagascar and Tanzama)
Enhancmg Transparency m Tax AdmmIstratIOn (Madagascar and Tanzama)
Improvmg the Framework for Monetary Prograrnrntng (Tanzama and Zambia)

Two on factor markets
Increasmg Labor Demand and ProductIVity m Ghana and South AfrIca
The Impact ofFmancial Sector Reform on Bank EffiCIency and Fmancial Deepenmg for
Savmgs MobilizatIOn (Ghana)

One on legal, regulatory and JUdICIal (LRJ) constramts
The Cost ofDomg Busmess The Legal-Regulatory-JudIcIal Envrronment m Ghana,
Madagascar and Tanzama

One on financIal mtermediatIOn for the poor
Fmancial Intermedtation for the Poor (Ghana and South Afhca)

The ongms and motIvatIOns for these dIfferent studtes were presented tax studIes (to proVide
fiscal revenues WIth rntrurnal dIstortIOns, reduce government defiCIts and mflatIOn, and thus
proVide the macroeconOmIC stability requITed for growth), monetary programmmg (aVOId
mflatIOnary spikes), labor market (reduce unemployment, unprove prodUctIVity, allow poor to
share m growth), bankmg sector (mcreasmg effiCIency, credIt generatIOn), LRJ constramts (reduce
mefficiency and proVide an adequate busmess envrronment), finanCIal mtermediation (mcrease
credIt avaI1ability for poor households and mIcro-enterpnses to allow them to contnbute to and
partICIpate m growth)

PartICIpants were mVIted to react to tills selectIOn ofproJects and to proVide suggestIons as to
other tOpICS or country applIcatIOns to be conSIdered The ensumg dISCUSSIon concerned three
pnncipalissues eqUIty, fiscal polIcy and growth theory PartICIpants agreed that analySIS of
eqUIty should deal WIth enablIng the poor to Improve theIr mcomes through growth rather than
WIth the redIstnbutIOn of eXlstmg wealth It IS hoped that tills would aVOId the conflIct between
growth and eqUIty, as enablIng the poor would allow both ofthese objectIves to be attamed It
was pomted out that research has shown that growth reduces poverty, although specIfic polICIes
could mcrease poverty alleVIatIon even more On the fiscal front, partICIpants suggested as much
effort should be made m explonng ways ofreducmg expenses as m mcreasmg revenues Fmally, a
call was made for an IdentIficatIon ofthe growth theoretIcal underpmnmg of research to be made
m tills project, specIfically as concerns the use offoreign debt to finance growth Other Issues
raised dealt WIth the need for mstItutIonal reform m addItIon to polIcy reform and the credIbility
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problem many AfrIcan governments face

16:00-18.00 Plenary SessIOn

Charr

PolIcy Maker
Address

Joseph Abbey, CEPA, Ghana

Madame Nafissatou Konare, Deputy Drrector ofEconormc Affarrs, Mnnstry of
Fmance, MalI

Presenters

Restartmg and SustalDlDg Growth and Development m Afnca

ClIve Gray (lillD, USA), Drrck Stryker (AIRD, USA), and LucIe Plnlhps (IBI,
USA)

The proposed study will exarmne what has to be done m AfrIca to restart and sustam growth and
development Over the last two decades, many AfrIcan governments have attempted to promote
reform, but some have been more successful than others For example, why have some countnes
achieved macroeconormc stability and others not (cases ofUganda and Ghana)? Why have some
countnes showed sluggIsh growth responses to econormc reform programs?

There IS now a large lIterature and a vast range of country expenence on the problems of
promotmg adjustment m AfrIca Recent cross-country empmcal work shows that many AfrIcan
countnes have grown and developed at rates which are markedly lower than other developmg
countnes, partIcularly those m Asia

Several arguments have been put forth to try to explam why growth has not followed structural
adjustment plans

Have the econormc reforms been carned out? SometImes only partIally Other constramts such
as the lack of mfrastructure may explam the lack ofresults when econormc reforms have been
Implemented In some cases, the reforms have been Implemented and reversed because of
polItICal power assocIated With resources (argument that democracy leads to reversal of econormc
polIcy reforms) Others argue that the lack ofmstitutIOns (Mancur Olson) largely explams the
sluggIsh response ofAfrIca econormes to econormc reforms

The proposed study IS to be conducted WIthm the framework ofboth components ofthe project
and will exarmne the factors that have mfluenced the reform process from a POlItICal economy
perspectIve m the followmg countnes Ghana, Kenya, Senegal, Tanzama, Uganda, and ZambIa
The study will analyze the process ofreform from both a POlItICal and an econormc perspectIve
PartIcular attentIOn will be paId to the tlffiillg and sequencmg of reform and how this plays a part
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New Opportumnes for Trade and Investment

The study will eXamIne tins and other Issues usmg cross-country and country cases The
cross-country analysIs will focus on three themes

• macroeconOmIC management,
• POlItICal and mstItutIonal consIderatIons,~d
• competItIveness, productIon and productIVIty

Interest m tins study arose from the fact that AfrIca IS margmalIzed from the new globaltzatlOn
trend The patterns of trade, the tradmg partners, and the products traded have changed
dramatIcally over the last decade The questIon IS how can AfrIca reassert Itself on the
mternatlOnal trade forum

Lynn Salmger (AIRO), LucIe Plnllips (IBI)Presenters

IndIVIdual country studIes will draw on tins research and country-specIfic knowledge to help
determIne the factors winch are essentIal for econOmIC reform, the CIrcumstances under winch
Afncan governments will remam COmmItted to reform, and the elements winch cause reform
programs to be abandoned

m the polItICal process When a country embraces econOmIC reforms, more often than not they
comcIde WIth a change m POlItICal economy systems, winch, may at tunes have had objectIves
contradIctory to the ones mandated by econOmIC reforms OfpartIcular dIfficulty IS the ability of
a government to keep m balance a reduced budget deficIt and sustam adequate mcentlves to the

pnvate sector
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One of the premIses of the study IS that not much IS known about entrepreneurslnp m AfrIca

The study has IdentIfied that AfrIca m laggmg behmd the rest of the world m terms of the
products It trades, the markets It seeks, the patterns of mvestments It favors, and the way m
whIch It does busmess

AfrIca has speCIalIzed m pnmary products whIle the rest of the world mcreasmgly trades labor
mtensIve, "lngh tech", and telecommurucatlOns products These new products reqUIre dIfferent
manufactunng processes The fastest growmg categones mclude seafood and hortIculture
products and the serVIce mdustnes Afnca has a chance to compete WIth some ofthe new
products It has to be consumer-onented, however, and to learn to produce and delIver on tune
what foreIgn consumers want to buy

Most of the current mternatlOnal trade occurs between mdustnalIzed countnes There has been
talk about mcreasmg the demand for products from developmg countnes Tins would mcrease

10



the trade opportumtles for countnes hke South Afnca and South East Asian countnes wmch have
the entrepreneunal class and the necessary mfrastructure Also, sub-Saharan Afhcan countnes
could take advantage of mvestments from Asian countnes whtch are close to exceedmg therr
Multi-Fiber Agreement and other sumlar quotas

Ifsub-Saharan Afhcan (SSA) countnes are to prosper, they have to learn what attracts foreign
mvestment It may very well be that new mvestment will come from ffilddle mcome countnes
such as South Afhca or South East Asian countnes where mvestors, more accustomed to the
pohtlcal arenas ofdevelopmg countnes, ffilght tolerate a htgher level of nsk It IS trnportant that
SSA countnes create a conducive envrronment for all types ofmvestments (local, foreign, and
resident mmontles) Each type ofmvestment IS trnportant DIfferent types ofmvestment are
targeted at dIfferent sectors and are charactenzed by chfferent scales ofoperations For mstance,
foreign drrect mvestment usually mcludes large scale enterpnses, e g , power generatIOn, Oll
extraction, mfrastructure development, and mformatlOn technology projects ReSident ffilnontles
typically mvest small scale and are mvolved m trade and small mdustnes Indigenous mvestors
typically mvest m trade and sefVIces The mvestment market appears segmented With each of the
segments complementmg or remforcmg the others

Foreign buyers want new, fancy, and htgh quahty products The challenge for Afhcan
entrepreneurs IS to be aware ofthose mche markets and to be responsive to these new
opportumtles How responsive entrepreneurs are will depend on the comparatIve advantage of
the society at large and on the competitiveness ofthe product Comparative advantage addresses
the notIOn ofeconOffilC profitability Competitiveness mcludes financial profitability, a host of
marketmg tools, the ability to learn qUIckly the latest technology, on-time dehvery -- mother
words, everythmg that makes a product better than any other ones

As new products, new markets, new mvestment opportumtles present themselves, It IS Important
to IdentIfY who are the entrepreneurs to assess and respond to their needs and constramts It IS
equally trnportant to help the traders With the asprratlOn to become entrepreneurs make the
transItIon

QuestIOns

Who IS gomg to make those mvestments m Afhca, given that Eastern Europe IS attractmg a lot of
mvestment from developed countnes and that Afhca IS conSidered a lost cause? How can
commercial banks assess the nsk factors of Afhca? How can Afhcan governments undertake
mfrastructure development projects when most are bankrupt and face mgh debt sefVIce costs?
Why would anyone mvest m Afhca smce most countnes are still bad performers followmg
econOffilC reforms?

Answers

Investment can come from foreign firms that create strategic ventures With local firms The
trnportant questIOn IS how to connect potential players m mdustnal countnes With the ones m
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developmg countnes

Many countnes have contradIctory mcentives schemes, whereby foreIgn mvestment IS encouraged
while domestIc mvestment IS curtmled (Madagascar)
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Thursday, February 6, 1997

Parallel SessIOns on Country Studies

9 00-10 30 Barners to Cross Border Trade

ChaIr G Haldane-Lutterodt, CInefDrrector, Mimstry of Trade and Energy, Ghana

PromotIOn of Mali's RIce Exports Towards the West African RegIOnal
Markets

Presenters Abdoul Barry (AIRD, USA) and Daouda D1arra (S1M, Mall)

D1scussants Amadou Camara (USAID, Mall)

Low volumes ofmformal nce exports have been noted Why? Does Mall have comparat1ve
advantage locally and ill sub-regional markets ill nce exports? Is there excess nce productlOn?

Fmdmgs

Comparat1ve advantage appears to be related to d1stance and transport costs e g on the
Bamako to Ab1dJan route Mahan nce comparative advantage appears to end at Korhogo,

A defic1t ill nce productlOn ill Mall 1S forecast unt112005 (tIns 1S true for other Afncan
countnes),

Investment ill rrngatlOn ill the Office du N1ger area ofMall could ralse yIelds to 8
tons/heetare, which would make exports to north of Cote d'Ivorre Viable

ConstraInts to promotmg nce exports mclude

ProteetlOllist pohc1es m food sector,

Taxes,

Quahty ofMah nce and fact that drlferent markets demand drlferent quallty levels
(measured by the percentage ofbroken nce),

Transport costs are high,
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Fmanclal constramts need to be addressed

DISCUSSIon

What government polIcies would stunulate productIOn to create a nce surplus? Land access,
finance, access to mputs? InformatIOn IS needed about the SIZe ofthe market The tastes and
preferences ofthe market have to be transIDltted to help producers deCide about producmg for
export Transportation sector constramt needs to be descnbed more fully

Prospects for Developmg Mahan Livestock Exports

Presenters Jeffrey Metzel (AIRD, USA) and Abou Doumbla (IER, MalI)

DIscussants Chelck Drame (USAID, MalI), Mantala CoulIbaly (pnme Munster's Office, MalI)

A preVIOUS study of lIvestock productIOn systems m the central comdor ofWest AfrIca (mcludmg
MalI, Burkma Faso, Cote d' Ivorre, and Ghana) showed a strong comparative advantage m
lIvestock productIOn for most systems m MalI And yet for most of the past 20 years, lIvestock
exports have stagnated Tills was mamly because the mcentlves to export were offset by export
taxes and an overvalued currency In the 1990s, export tax removal and the CFA devaluatIOn
have returned mcentlves to the sector and so exports have responded However, projectIOns
suggest that unless rates ofgrowth m productIOn are mcreased, domestic demand will displace
exports

Tills study seeks to eXaIDlne sources of potential growth m lIvestock production and to determme
how to raise value m the export sector

An analySIS of supply evaluated trends for SIX dIfferent productIOn systems m MalI Three
pastoral systems saw large declInes dunng the drought m the Sahel (1972-74) Production
stabilized but never recovered preVIOUS levels On the other hand, two of the three agro-pastoral
systems show growth from 1965-95 Agro-pastoral systems show the most growth m small
fUIDlnant anunals There has been a shrft m anunal numbers toward agro-pastoral systems
Average weight, a measure ofproductiVity, shows no sIgmficant changes m anunal weIghts
However, offtake rates do appear to have unproved on a natIOnal baSIS

An analysIs offattenmg systems based on a survey m the agro-pastoral zones found that fattenmg
enterpnses show a strong resurgence m theIr financial value

An analysIs of the potential for addmg value m exports by domestIC slaughter and export of red
meat mstead of export on-the-hooffound that profitability IS presently greater for on-the-hoof
cattle because ofcold-cham transport costs associated With red meat, and the demand for on-the
hoofby-products such as rawillde and the "fifth quarter" (entratls and by-products) are much
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lugher on the coast than m the Sahel

Recent government tax pohcles to tax rawlude exports to encourage domestIc tannmg have only
dIscouraged domestIc slaughter entIrely by depressmg the domestIc value of rawlude Moreover,
rawlude offiake from eXIstmg domestic slaughter contInues to be exported clandestmely

Only under optImlstIc scenanos of mcreasmg productIOn magro-pastoral zones do projectIOns
mdicate stable excess of red meat supply over demand m the future

Comments

The findmgs ofthe study are vahd as far as they go The study should have consIdered some
other factors, however

Government pohcles and programs m anImal health have aIded development ofthe cattle mdustry
It would be helpful to have productIon cost data, not Just numbers ofhvestock produced, to help
guIde pohcy

Tax on rawlude IS proVIsIOnal/temporary the study should calculate the Impact ofremovrng the
tax on cattle productIOn

More effort could be devoted to analyzmg the ImphcatIOns of so-called fifth quarter productIOn,
Ie, cattle by-products (offals) What would be the costs ofenhancmg facilitIes for slaughtermg,
cold-chaIn Improvement? Cold-cham mvestment may be cost-effectIve for the Mahan government
m the long run If selected markets can be IdentIfied for lugher valued cuts ofmeat

Cross Border Trade m Ghana. An AnalysIs of Chent-Patron RelatIOnships

Presenter Gayle Moms (illI, USA)

DIscussants Dunstan Spencer (Spencer and AssocIates, SIerra Leone), LucIe Plulhps (illI,
USA)

Tlus proposal looks at cross border trade and relatIOnslups among actors Wlthm tlus trade The
prmcipalissue of tlus study IS to examme how vanous relatIOnslups between actors m cross
border trade are used to overcome constraInts to trade, mcludmg weak mfrastructure , poor
mformatIon, and lack ofserVIces

These relatIOnslups mclude vertIcal relatIOnslups between patrons/chents These mclude
buyer/seller, lender /borrower and contractmg relatIOnslups HOrIZontal relatIonslups Wlthm
fanulIes, ethruc groups, or assocIatIons also eXist and will be exammed
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The Importance of cross border trade IS underestImated because ofthe Importance ofunrecorded
mtra-AfrIcan trade Informal trade IS thought to be large m volume but ofrelatIvely low value m
companson to recorded trade A second ObjectIve ofthe study will be to try to assess magmtudes
and charactenstics ofthis mformal trade

PolICIes that will benefit from this research will mclude exchange regIme consIderatIons,
procedures for border crossmg, transactIOn documentatIOn, and taxatIon polICIes

Data that will be used will mclude formal data on cross border flows and pnmary data from a
survey questIOnnarre m border areas OffiCIal Ghana statIstIcs m 1996 are Improvmg for formal
trade These will be used as bench marks for assessmg other trade flows BayeSIan statIstICS,
which use pnor mformatIOn to extrapolate from few cases, will be used to get beyond the case
study approach The study will also examme trends and estImate transactIOn costs

DISCUSSion

The proposal was welcomed because It mtroduces SOCIOlOgical dtmensl0ns to trade analySIS

The proposal should attempt to dIstmgUIsh types ofcommoditIes to dIfferentiate the Impact of
polIcy by type of commodIty Three classIficatIons were proposed 1) local produce (cereals
hortIculture, lIvestock) 2) re-exports from third countnes and 3) money-eqUIvalent commodItIes
(e g gems, gold, etc)

The need to look at other orgamzatIOnal lInkages was also noted, mcludmg brotherhoods,
women's networks, ethnIc networks, and famIly relatIons

Given hmtted resources and the dtfficulty estimatmg volumes It was suggested that the study try
to show percentages ofdIfferent commodItIes bemg traded m dIfferent routes rather than absolute
volumes and values

Geographic mappmg was suggested as a way to present the mformatIOn

The proposal was commended for buIldmg on past research, and for ItlSImportance for polIcy

The mtentIOn of the study to examme the extent to which patron-clIent relatIOns margmalIze
certam groups was questIOned as bemg penpheral to the proposal

9 00-10 30 Effects of Monetary and Exchange Rate Pobcles on Trade

Chair Kwabwena Duffuor, Deputy Governor, Bank of Ghana, Ghana
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Monetary, FIscal, and Exchange Rate Pohcy

Presenters Charles Jeburn (CEPA, Accra, Ghana), and Drrck Stryker (AIRO, USA)

DIscussants Fntz Gockel (Department ofEcononucs, Legon, Accra, Ghana), ClIve Gray, Chief
ofParty, EAGER/PSGE (HIID, USA)

The first presenter was Charles Jeburn ofCEPA He dIscussed the mam ObjectIves of theIr paper
as follows (1) to examme the vanous monetary polIcy tools that the Bank ofGhana (BOG) uses
to stabilIZe foreIgn exchange rates and other macroecononuc vanables usmg the portfolIo balance
model, (2) to examme the two components ofthe equIhbnum real exchange rates (tranSItory and
permanent real exchange rates) He proVided some background mformatIOn on Ghana's econonuc
polIcy reform under the 1983 econonuc recovery program (ERP) He mdIcated that the reform
program was aImed at trade and foreIgn exchange lIberalIZatIOn With relIance on monetary polIcy
reform and fiscal disciphne

He traced Ghana's history offiscal defiCIts accompanIed by monetary expanSIOn that has fueled
mflatIOn and deprecIatIon ofthe Ghana local currency He mdIcated that dunng the adjustment
penod m Ghana before 1990, the monetary authonties pursued drrect credIt controls as a means
of stabIhzmg the macroecononuc aggregates offoreIgn exchange rates and mflatIOn However,
after 1990, there has been a polIcy shrft from drrect to mdrrect controls ofrelymg on the finanCIal
markets by applymg appropnate monetary polIcy tools such as open market operatIOns, etc

He mdicated that the Imtial success ofcontrolling fiscal defiCIts had resulted m fiscal budget
surplus However this Imtial success was met by euphona and complacency by the government,
that has gIven nse to the relaxatIon ofgovernment controls ofexpendIture The consequence has
been the sharp mcreases m monetary aggregates which have fueled mflatIOn and resulted m the
devaluatIon of the foreIgn exchange rate

He traced the vanous foreIgn exchange market regImes m Ghana from the early penod ofcontrols
to the reform of the foreIgn exchange market by umfymg the parallel and OffiCIal exchange rates
and encouragmg the prohferatIOn offorex bureaus to operate m the foreIgn exchange market He
dIscussed the effectIveness of the Bank of Ghana's monetary polIcy to stabilIZe the exchange rates
through polIcy mtervention and stenlIZation strategIes as addItIOnal monetary polIcy tools

In order to trace the hnkage between money supply and the foreIgn exchange rate m the
deternunation of the real exchange rate, vanous methodolOgies have been reViewed by Drrck
Stryker, who presented the second part of the study He dIscussed the vanous methodologies and
therr hnutatIOns and mdicated the JustIficatIon for estImatmg three notIons of exchange rates (1)
the nommal exchange rates, (2) the real exchange rate, and (3) the eqUllIbnum real exchange rate
His baSIC approach IS to examme how monetary polIcy mfluences the three mdicators offoreIgn
exchange rates m Ghana usmg the portfolIo balance approach
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The Discussants' Comments

The first dIscussant drew the attentIOn of the researchers to the lmkage between real exchange
rates and mflatIOn and the dIrectIon ofcausalIty He added that the researchers should examme
whether there IS a reverse causalIty as well as a dIrect causalIty between foreIgn exchange rates,
monetary expansIOn, and mflatIOn

He also mdicated that m VIew ofthe underdevelopment of the financIal market m Ghana, the
researchers should examme the capaCIty of the BOG to conduct an effectIve monetary polIcy m
order to mfluence or stabIlIze foreIgn exchange rates or the value of the local currency He also
raIsed the Issue of the operatIOnal definItIon ofmonetary aggregates - M1 versus M2 m Ghana
Another Issue ofconcern, as raIsed by the dIscussant, IS the lack ofgovernment fiscal dISCIplIne
and budget defiCIts accommodated by expanSIOnary monetary aggregates He mdicated that the
government's error m forecastmg government revenue and expenses resulted m government
budget defiCIts whIch were usually off the budgetary targets for fiscal revenue and expenses

The second dIscussant stressed the need to make polIcy recommendatIOns useful to polIcy makers
m Ghana He mdicated that the ability ofthe Bank ofGhana (BOG) to mtervene m the foreIgn
exchange market to stabIlIze the foreIgn exchange rate may be a functIon of the BOG's foreIgn
assets or foreIgn exchange reserves He also mdicated that the expectatIOn ofmarket partICIpants
and capItal flows may also affect the ability of the BOG to successfully use monetary pohcy to
stabIlIze foreIgn exchange rates He suggested that addItIOnal analySIS IS needed here

Monetary and Exchange Rate Pohcy ill Uganda

Presenters Manos B Obwona (EconomIc Pohcy Research Center, Makerere UmversIty,
Uganda), Polycarp MusmgeZl (Bank ofUganda, Uganda)

DIscussants John Cockburn (CREFA, Canada), Dlen Seck (IDRC, Senegal)

The first part of the study was presented by Manos B Obwona ofEPRC He stated that the baSIC
ObjectIve of the study IS to assess the Impact of changes m monetary pohcy on foreIgn exchange
rates He stated the mam research questIOns as follows (1) Do monetary shocks have any effect
on the real exchange rate? (2) Is there a long-run relatIOnshIp between nommal money supply and
the nommal exchange rate? (3) Do shtfts m the exchange rate regnne have any effect on the
above relatIOnshIps? (4) Has monetary pohcy m Uganda been conSIstent WIth the target of
achIevrng mternatIOnal competItIveness?

He laId down the foundatIOn for answenng these research questIOns by tracmg the hIstory of
finanCIal sector reform m Uganda and other East Afncan countnes He noted that m recent tImes,
the Bank ofUganda's attentIon has been dIverted to the control of mflatIOn m order to Improve
the export competItIveness He mdicated that the Bank ofUganda's attentIOn has also been
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focused on usmg monetary poltcy to control foreIgn exchange rates and mterest rates, m adchtIOn
to the control ofmflatIon m the domestIc economy

Uille the GhanaIan sItuatIOn, the researcher showed that there has been harmony between
monetary restramt and fiscal poltey dIsclpltne wmch has resulted m the reductIOn ofthe
mflatIOnary rate from over 250% to a smgle dIgIt m the 1990s He also mentIOned that an
unmtended effect of the monetary restramt has been the accompanymg appreCIatIOn of the
Ugandan ShIllIng (local currency) wmch has affected the export competItIveness m the
mternatIOnal market In order to counter that effect, the Bank ofUganda InItIated trade and
foreIgn exchange reform m 1987 wmch was aImed at ehmmatmg the overvaluatIon of the
Ugandan Shtlltng Tms reform measure, wmch permttted the establtshment offorex bureaux to
undertake transactIons m the foreIgn exchange market, resulted m the reductIon of the premIUm
between the OffiCIal exchange rate and the parallel foreIgn exchange rate from 45% m July 1990
to 5% In December 1990

The second part ofthe presentatIOn was undertaken by Polycarp Musmguzt of the Bank of
Uganda He reVIewed vanous methodologIes that have been used m the acadeffilc ltterature to
answer the above research questIOns He uttltzed the Purchasmg Power Panty (PPP) approach m
modelmg the relatIOnsmp between permanent and temporary real exchange rates and other poltcy
and exogenous vanables Includmg (1) effectIve nommal exchange rates, (2) foreIgn pnce of
tradable goods, and (3) the domestIC pnce of non-tradable goods He also dIscussed the vanous
denvatIOns of money demand and supply In the domestIc economy He dIscussed the vector
autoregressIve (VAR) approach for estImatmg the regreSSIon model

The DIscussants' Comments

The first dIscussant suggested alternatIve methods ofmeasunng competItIveness In the export
sector by computmg comparatIve costs of producmg selected tradable goods m the domestIC
economy versus the cost of producmg slrntlar tradables m the foreIgn export market The second
dIscussant raIsed some concerns about the econometnc and regreSSIOn modeltng of the
relatIOnsmps He mdicated that there IS no need to use the vector autoregressIve (VAR)
technIque In estImatIng the regreSSIOn equatIOns He suggested that the structural model will be
qUIte adequate for the model bemg developed by the researchers

11:00-12:30 Barners to Cross Border Trade

Charr G Haldane-Lutterodt, CmefDrrector, MInIstry ofTrade and Industry, Ghana

MaIZe and Bean Trade m Uganda

Presenter Manos Obwona (EPRC, Uganda)
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DIscussants Albert Yeboah (USAID, Uganda), Kwaku Owusu Baah (Umversity ofGhana at
Legon, Ghana)

ThIs study proposes to look at comparatIve advantage for maIZe and beans exports to
neighbonng countnes The study IS proposed m the context of a Wldenmg gap between Imports
and exports and the need to dIversIfy exported commodItIes from Uganda to bndge the gap

MaIZe and bean exports have become an opportumty smce recent hberahzation has caused a boom
m food commodIty productIOn Moreover, purchases by the World Food Program to delIver to
refugees m Rwanda and BurundI have added to the export demand There also appears to be
potentIal to export to Kenya, Tanzama, Zaire, and Sudan, and even further south dunng droughts

The volatility of the market due to drought and CIVIl cnsis raises the Issue ofhow to stabilize
trade One focus ofthe study, therefore, WIll be to look at food secunty dImenSIOnS and the
Impact ofvolatility on profitability m productIOn and trade

The study WIll attempt to evaluate mcentives and costs m marketmg and assess comparatIve
advantage usmg standard effectIve protectIon and domestIc resource cost methodolOgies An
Important component ofthe analySIS WIll be to evaluate opportumty costs for domestIc factors

DISCUSSion

DIscussants raised the follOWIng questIOns

Why focus on maIZe and beans mstead ofhIgher value commoditIes, especIally given very
hIgh transport costs m the region?

Is the analySIS bIased or made less relevant by the dependence oftrade m maIZe and beans
on cnses whIch hopefully WIll not be a long-term phenomenon?

Is there a food secunty nsk to Uganda ofexportmg the food staples?

Tanzaman Small Scale Mmmg, Cross-border Trade, and MarketIng

Presenters

DIscussant

LUCIe PhIllips (IBI, USA), R Sezmga (Tan DIscovery, Tanzama), Godms
Kahyarara (ESRF, Tanzama)

Gayle Moms (IBI, USA)

Artisanal Tanzaman mmmg for gold, dIamonds, and colored stones IS grOWIng rapIdly resultmg m
a rapId mcrease m cross border trade It has also added 50 % more mIddle mcome Jobs to the
natIOnal economy ThIs boom has allowed for accumulatIon of capItal m local hands

20



Most oftms actIVIty IS still exploratory, may be charactenzed as small scale, and IS conducted by
pnvate operators Reasons for tms rapId expanslOn mclude the current easy recovery of these
gems, the SOCIal and POlItICal stability of the larger economy, the presence of comprehensIve
econotnlC reform that has encouraged mvestment, and the government's lIberal polIcy wInch
allows small scale, pnvate sector actors to be mvolved

Government ObjectIves remam to ma.xuruze fiscal and export earnmgs, as well as to ralse the
contnbutlOn of the sector to GDP Other concerns mclude addressmg envrronmental and
regulatory frameworks to encourage the sector

Mmeral markets mclude both formal and mformal components, and trade crosses over between
the two The study disaggregates markets mto local, pnmary, regional, and export levels and
attempts to IdentIfy partIcIpants, functlOns and constramts at each level

RapId mcreases m the trunmg ofpreCIOUS stones has caused the pnces of some preCIOUS stones to
decltne Loose cartels are attemptmg to lttrut export supplIes m order to stabilize pnces As a
result, power m the market IS on the buyer's SIde One resultmg hypotheSIS IS that government
mterventlOn would be deSIrable to protect the mterests of small mmers

The qualtty of SOCIal serVIces m a reglOn helps to settle mmers Settlement has a bIg effect on the
local economy, helps to dIstnbute mcome to surroundmg commumtIes, and creates a potentIal
mdirect tax base

One set of concerns WIth the sector's growth IS that the government IS not captunng revenue and
that econotnlc value IS bemg lost through smuggltng The tradeoffs between tax collectlOn,
growth and eqUIty are therefore trnportant m how government handles the sector The analysIs
suggests that smuggltng does not result m a total loss ofvalue added to the local economy
Moreover, export taxes are ltkely to encourage more smugglmg, unless a lIght touch IS used The
deSIre to msure export smpments IS one mcentive for dealers to formalIze trade and pay taxes

Another concern IS that large scale trunmg could squeeze out the artisanal sector Large
enterpnses tnlght mcrease government revenues, but WIth an econOmIC loss m SOClO-eCOnOtnlc
eqUIty, smce they would reduce Jobs m the sector and the multIplIer effect from these Jobs
TechnIcal comprotnlses may be avatlable to delmeate rntmng operatlOns between large and small
enterpnses

Other polIcy questlOns concern whether foreIgn traders should be allowed to operate m Tanzama
After the openmg m 1994/95, cartels formed by ThaI and Kenyan traders appeared to be cuttmg
out local traders, so the government mstituted more restnctive condItions for them to operate A
related Issue IS whether Jomt venture tnlnmg compames should be allowed to buy and sell mmers'
goods These give another market outlet, and mcrease mvestment fund sources, but may squeeze
Tanzaman dealers' participatlOn m the market

Other areas where polIcIes could trnprove the market are m the proVIsIon of tralnmg and market
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InformatIOn, whIch are very nnportant m the trade ofprecIous stones Adrrnrustratlve
bureaucracy also remams very comphcated and cumbersome

DIscussion

The study should dlstmgUlsh types of pnvate sector mvestment Inrngenous, foreIgn or Jomt
mvestment categones were suggested

The Issue of how the permlttmg system or econOmIes ofscale affect the locatIOn and SIZe offirms
m processmg was raised

The study should evaluate benefits ofhnkages between workers and owners, brokers and dealers,
and large firms and local commumtIes

11:00-12:30 Industnal Competitiveness and Labor Markets

Charr John K Richardson, former ChIefExecutIve, PIOneer Tobacco Company, Ghana

Study of the Structure of Incentives and Manufactunng Competitiveness m
Mali

Presenters

DIscussant

John Cockburn, (CREFA, Canada), Massa Couhbaly (ENA, Mah)

Cathenne Hill (HIID, ZambIa)

The manufactunng sector IS very underdeveloped m sub-Saharan Afnca m general In the case of
Mall, It contnbutes 1 6% to GDP The questIOn IS can the manufactunng sector perform? Can
Mah's manufactunng sector compete With those of neighbonng countnes?

The methodology mvolves analyzmg the cost structures offoreIgn firms manufactunng sumlar
goods In thIs case, the research team compared the cost structure ofone plastic manufactunng
firm m Mah With those of two plastIC manufactunng firms m Ivory Coast (IC), ItS major
competItor

At present Mall can not compete With IC plastIC goods m IC and IC can compete m Mah The
questIOns IS why? And can that be reversed?

It IS antICIpated that a Wider range of products will be conSIdered at a later stage

A prehmInary analySIS of the results shows that It costs 35% less m Mah to produce 1 CFA of
plastIC than It costs to produce the eqUlvalent m Ivory Coast However, Mall can not sell ItS
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plastIc m Ivory Coast The cost functIOn mcludes urnt labor, capItal, tradable mput, and
non-tradable mput costs Each urnt cost IS compared With ItS shadow pnce and the distortIon
between the shadow pnce and the market pnce IS analyzed For InStance, m the case oflabor, the
urnt labor cost was evaluated at 0 069 whlle the shadow pnce oflabor (Informal market wage) IS
evaluated at 0 044 The dlstortlon 0 025 can be traced back to a wage rate dIstortIOn and the
overvaluatIOn ofthe exchange rate Snmlar analyses show that costs of mputs are much greater
for Mall than for Ivory Coast

The research team went through the exerCIse ofmterpretmg the prehmmary results for the sake of
dIScussIon Tills decompOSItlon IS a illustratIon ofthe methodology that still needs to be refined

QuestIOns

What IS the dIfference between comparatIve advantage and competItiveness?

What would be the usefulness oftills methodology for pohcy makers? Are we runnmg the
nsk ofwarrantmg government mterventIOn to favor one sector versus another Ifone
sector IS found to be non-competItIve? (same as pIck the WInners)

The study IS very bIlateral m nature Ifone has to look at the competItiveness of an
mdustry why not broaden the scope of countnes?

Answers

The Idea IS not to pIck the WInner but, rather, to estabhsh whether a partIcular mdustry IS
competItIve m ItS local and foreIgn markets Ifnot, then the economy should be expected to
restructure Itself to take advantage ofwhat It can do best

The manufactunng sector has to develop Itself, the contnbutIOn of tills kmd of study IS to Identify
the proIDlsmg mdustnes

Mall's advantage may be m actIVitIes that are labor mtenslve mstead of those that are mputs
mtenslVe

The dlstmctIOn between comparatIve advantage and competItIveness IS mcreasmgly dIfficult as
some people equate finanCIal profitabIlIty to competItIveness ComparatIve advantage IS based on
the economy profitability ofan actIVity (shadow pnces, and no mterventIOns) CompetItIveness
mcludes finanCIal profitability, market savvy, m-tlIDe delIvery, competItIve packagmg and
transportmg methods

South Afnca: PotentIal Constramts and ComparatIve Advantage of the
CottonffextIle/Garment sub-Sectors

23



Presenters Lynn Salmger (AIRD, USA), Haroon Bhorat (VCT, South AfrIca)

DIscussants George Gyan-Baffour (Howard UmversIty, USA), Abdoul Barry (AIRD, USA)

The South AfrIcan cloth and textl1e mdustry, whIch has perfonned under a very protectIve
enVlfonment emphaslZffig lffiport substItutIOn for many years, IS geanng up for mcreased
mternatIOnal competItIOn In a few years, South AfrIca has to transfonn ItS mdustry and compete
for local and mternatIOnal markets

Numerous constramts are preventmg South AfrIca's cotton/textl1e/clothmg cham from rea1lZffig
comparatIve advantage m the mtematIOnal marketplace

• the labor IS expenSIve compared to competItors (Madagascar, MauntlUs),

• the labor productIVity IS low compared to competItors,

• the retail sector IS extremely powerful Wlthm that cham and determmes the pace of orders,

• the currency IS overvalued

The study will assess the wage/employment fleXlbility of the cotton/textl1e/clothmg cham Ifone
segment IS more mfleXlble than another, the mdustry may move up the cham and specIahze where
the wage IS more fleXlble The study will also determme what level oftrammg/educatIOn IS
requrred for each level ofthe cham

The study IS faced Wlth a tremendous challenge Each level of the cham - cotton, yams (synthetIc,
wool), textl1es (weavrng and household textl1e), clothmg, retail- IS charactenzed by dIfferent
markets, mput requrrements (lffiportS or local), employment levels, and skills reqUIrements

The collectIOn ofmfonnation IS another challenge A survey mstrument may be drlIicult to
admmlster because the cham mcludes modern large firms subject to umon regulatIOns, AsIan firms
out of the umon regulatIOns, and AfrIcan firms scattered over a very large geographIc area
Furthennore many are reportedly reluctant to give out mfonnatIOn

Past studIes on the textl1e mdustry have been conducted and these may be a valuable source of
mfonnatIOn

Comments

The usefulness of the study was noted PartIcIpants stressed the lffiportance for an mdustry to
assess ItS relatIve comparatIve advantage along the cham An lffiportant questIOn for South AfrIca
IS should the mdustry mtegrate ItS products before exports (vertIcal mtegratIOn) or should It
specIalIZe m the products where It has a comparatIve advantage Where IS the comparatIve
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advantage the strongest? Also £inns may be regIOnally competItIve but not mtematIOnally
competItIve
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Increasmg Labor Demand and ProductIvity in Ghana and South Africa

Presenters George Gyan-Bafour (Howard Umverslty, USA), Drrck Stryker (AIRD, USA),
and Charles Betsey (Howard Umverslty, USA)

DIscussants Haroon Bhorat (UCT, South Afrtca), Ennlhene Raparson
(SOATEG, Madagascar)

Ghana has had an outward-onented polIcy for the last 14 years With mcreasmg foreign
mvestment However, employment has not mcreased Whtle the restructurmg ofthe publIc
sector led to a loss ofJobs, no employment mcrease has been reported m the pnvate formal
sector A leadmg assumption of the study IS that labor segmentation IS at the heart ofthe
problem The Identrlied constramts are labor market regulations and low labor productIVIty
How can one mcrease the level ofemployment? What are the supply and demand constramts?
How can these be addressed?

In South Afrtca, accordmg to a recent study, a thtrd of the labor force IS unemployed The
questIOn IS why there IS not more employment m the mformal sector? The study hypothesIZed that
low return and the reqUlfements for capital acqwsition were deterrents to entenng the mformal
economy Thts study, proposed by Howard Umverslty and AIRD, will focus on the segmentatIOn
of the market (gender, race, age, locatIOn) and on the non-umofilZed formal sector where wages
are lower than the umon wages but htgher than the mformal sector One hypothesIs to support
the htgher wages m non-umofilZed firms IS the effiCiency wage argument, where a premlUm IS patd
for contmwty to mmtmlZe transactIOns and supervisory costs The study will focus on medlUm to
large enterpnses (generators ofmore employment) Other hypotheses mcIude (1) that mdustnes
were capital mtenslve under apartheid and (2) that management IS not very good Results of the
study will atm at reformmg relevant mdustnal, macroeconOmIC, and trade polICies

Comments

The study should also address the questIOn of the heterogeneIty oflabor as a factor of productIOn
The embrace of new technology (everythmg else bemg constant) tmplIes avatlabillty of resources
leadershtp and managenal skills

The specIficatIOn of the model needs to be reVIsed

The underIymg hypotheses ofthe study tmply that wages are too htgh- Shouldn't one argue for
mcrease productIVIty rather than pound on wage levels?
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14:00 -15:30 MotIvatIng Pnvate Sector PartIcipatIon and Measunng
CompetItIveness

Charr

Presenters

George Gyan-Baffour, Howard UmversIty, USA

Lynn Salmger (AIRD, USA) and John Cockburn (CREFA, Canada)

The mam focus ofthts seSSIOn was, on one hand, to shed ltght on the concepts of comparatIve
advantage and competItIveness, and, on the other, to find mcentives for mcreased pnvate sector
partIcIpatIon m EAGER studIes

I MethodologIcal Approach to ComparatIve Advantage and CompetItIveness
(Lynn Salmger)

The purpose of the methodological sub-sessIOn was to enable the EAGER teams to convey a
coherent message to poltcy makers and researchers As a result, It was necessary to define and
measure comparatIve advantage and competItIveness

The underlymg measure for comparatIve advantage IS based on costs of productIOn whtch can be
collected mformally or formally, usmg survey techmques These costs, whtch are what producers
face m the market, can be termed financIal costs They can be decomposed mto two major
components, namely dIstortIOns mtroduced by government mterventIOns or market fallure and the
opportumty cost of resources The opportumty cost gives nse to econOmIC values

At AIRD, both financIal and econOmIC costs are decomposed mto tradable mputs and nontradable
mputs, and It IS the companson between tradables and nontradables measured m econOmIC terms
that lends Itself to the measurement of comparatIve advantage ComparatIve advantage IS
measured through the pomt ofVlew of socIety, whIle competItIveness IS based on the mdIVldual
econOmIC agent CompetItIveness IS based on the financIal pnces faced by the producer m the
market

Fmancial Value EconOmIC Value

Output P. P p

Tradable Inputs p.. P.p

Nontradable Inputs Pnt P~t

v~ =Value added m financIal terms
V~=Pf-Ptf

V~ = Value added m econOmIC terms
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VA =P -Pr>..e e te

NFP = Net financIal profitability
NFP = Pf - Ptf- Pnt

NEP = Net econOlIllC profitability
NEP = Pe- Pte - Pnt

Ifthe NFP is posItIve, the firm IS competItIve Meanwlule, IfNEP IS posItIve, the country has a
comparatIve advantage However, we may have cases when the NFP IS posItIVe and the NEP
negatIve In thIs case, there are dIstortIOns m pnces

A problem that arIses from NEP IS that It IS m urnt terms, wlule the goal ofa pohcy maker IS to
promote an actIVity m the face of hlIllted resources that need to be allocated between actIVitIes
(large or small scale, capItal or labor mtensIve, etc)

A more neutral measure ofcomparatIve advantage IS the domestIc resource cost (DRC) ratio,
whIch IS a restatement ofthe NEP The DRC ratIo IS Pn!(Pe - Pte) Ifthe DRC IS less than umty,
the country has a comparatIve advantage Ifthe DRC IS more than umty, the country does not
have a comparatIve advantage m the actIVity ThIs means that the country spends more of ItS
local resources to produce the good than to export or Import It

John Cockburn added that a good start to understand the notIOn ofcompetItIveness IS to go back
to Ricardo's two-goods, two-country model Even though England may have an absolute
advantage m producmg both wme and cotton, It is more competItIve m producmg and exportmg
cotton because thIs country's labor produCtIVity IS relatIvely hIgher m cotton productIOn than m
wme produCtIOn, despIte hIgher wages Thus, the thrust of competItIveness IS produCtIVity, not
Just umt cost ThIs IS why firms are mterested m competItIveness In contrast, pohcy makers'
mterest IS comparatIve advantage

A questIOn raIsed by LucIe PhIlhps was how to deal With dIstortIOns m telecommumcatIOn costs,
especIally In lIllmng Should these dIstortIOns be dealt With usmg shadow pncmg? In the type of
analysis mentIOned above, the gap between telecommumcatIOns rates m two dIfferent countnes
should be treated as a tax m the hIgh-cost country MeanwhIle, a second approach does not treat
It as a tax, but It performs senSitIVity analYSiS to assess the dIfferent Impacts on the competItIve
posItIOn ofa firm

II EnhanCIng Pnvate Sector PartICIpatIOn In EAGER

Several approaches were proposed to enhance pnvate sector partiCIpatIOn In EAGER studIes

1) Confidenttahty It IS Important to Inform firms at the onset that theIr confidentIahty Will be
kept As a result, the researcher should make sure that s/he does not buIld a model for each firm
The tnck may be to buIld a model for a group offirms and perform senSItIVity analyses for
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dIfferent scenanos

2) Convmcmg approach show firms that 1t 1S m therr best mterest to compare them to other
firms m order to proVlde them Wlth meanmgful mformatlOn on therr competit1ve pos1tlOn m
markets

3) Involve firm leader or aSSOClatlOn at the onset of research des1gn, such was the case m
South Afnca where Lynn Salmger contacted textde assoc1atlOns

4) IdentITy research 1ssues alffied at solvmg pnvate busmess problems The key to tills 1S to
mvolve busmess people m 1dentlfymg research questlOns An example 1S Mahan hort1cultural and
vegetable exporters who approached USAID to help them address llt1gatlOn they had Wlth AIr
Afnque over arr transport to European markets In tills matter, exporters were more than ready
to proVlde mformatlOn ro researchers on tills burnmg 1ssue

Thanks to research undertaken to address problems faced by the busmess commurnty, the busmess
cllmate has changed substantially m Mall A case m pomt 1S the creatlOn ofthe one-stop-shop
(gUlchet urnque) des1gned to make 1t faster to create a firm

5) ProVlde useful mformation to create busmess opporturnt1es One example 1S the attempt
ofUSAIDlBamako personnel to parr young Mahan entrepreneurs Wlth fore1gn mvestors

14:00-15 30 Time senes versus Cross SectIOnal Approaches to Econometnc
Modelmg

Chmr

Presenters

Manos Obwona (EPRC, Uganda)

Drrck Stryker (AIRO, USA), Anatolle Amvouna (CERDI, France), Charles Jeburn
(CEPA, Ghana)

Tills seSSlOn was an open mscusslOn of problems faced by researchers m therr econometnc
treatment ofdata

One approach presented to overcommg the problem of mcomplete tlffie senes data was to average
vanables over mscrete tlme mtervals and then treat the data set as cross sectlOnal DUmmles can
then be used to capture dIfferences between t1me mtervals

Problems Wlth tills approach pomted out m the d1scuss10n were

InformatlOn 1S lost Wlthm mtervals averaged In the use ofaverages 1t was suggested to use as
short a tlffie mterval as poss1ble to aVOld mformatlOn loss Ifpollcy vanables are evaluated, then
averaged vanables needs to be narrow enough to detect the polley Thus keep averages over a
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short, homogeneous tune mterval Another pomt raIsed was that the defimtIOn ofvanables drlfers
across countnes Researchers need to pay attentIon to these drlferences

Cross sectIOn analySIS Ignores certaIn mechamsms by whIch econOmIC growth takes place For
example, the unpact of reforms whIch allow a reallocatIOn ofresources and therefore an mcrease
m the effiCIency ofuse ofresource over tune will not be captured by cross sectIonal analySIS
illustratmg thIs, one dIscussant noted that WIth mdIVldual country tune senes, one finds that trade
or exchange rate polIcy do not affect accumulatIOn offactors or mvestments, but they do affect
the effiCIency ofuse ofresources Thus, It was suggested that cross sectIonal analySIS IS not
appropnate for evaluatIons ofgrowth On thIs score, much ofthe IMF analyses, whIch are cross
sectIonal, were deemed suspect Moreover, the treatment of Afnca as a homogeneous urnt m
many analyses was questIoned

Other dIscussants stressed the need to worry about theoretIcal underpmnmgs ofeconometnc
work TechnIques should be developed to respond to the theoretIcal questIons bemg asked
Cross sectIonal analySIS IS meanmgful m evaluatmg long term effects but tune senes IS about
short-term relatIonshIps

Use ofdummy vanables was deemed to weaken analyses because these are typICally used to
capture effects for whIch no theones eXIst They therefore reflect a faIlure of theory

14:00-15:30 QuabtatIve versus Quantitative DimenSIOns to Data Collection and
AnalySIS

ChaIr

Presenters

Dunstan Spencer, Spencer AsSOCIates, SIerra Leone

Fred Boadu (Mayatech, USA), Ndaya BeltchIka (AIRO, USA)

The LRJ study "The Cost ofDomg Busmess The Legal, Regulatory and JudICIal EnVIronment"
will mvolve quahtatIve and quantItatIve analyses The research will mvolve the followmg steps

PrehmInary mtefVlews WIth stakeholders to IdentIfy and assess the unportance of the
problems posed by the LRJ enVIronment for the busmess commumty WIth regards to labor
and term financmg alternatIves for small and medIUm exportmg firms (quahtatIve),

EvaluatIOn ofpast survey results to assess to what extent certaIn ofthese problems have
been studIed before (quahtatIve),

EXamInatIon ofeXIstmg laws and regulatIOns pertaImng to labor and term finance to assess
the extent to whIch they form a coherent body ofwntten text and ]unsprudence
(quahtatIve),

30



Assessment ofhow tills body ofwntten text and Junsprudence IS apphed m practIce
(quahtatlve and quantitatIve),

EvaluatIOn of how the busmess commumty reacts to tills enVIronment (actiVity, SiZe, age,
locatIOn, type offinancIal transactions, sources offinances, etc) (quahtative and
quantitative),

Measure of the costs (1 - With full comphance, 2 - m practice, and 3 - VIs-B-VIS an
mtematIOnally accepted basehne) (quantItative),

SenSItiVity analySIS, and measure of the reforms that will contnbute most to econOmlC
growth (quantItatIve)

In any kInd ofdata collectIOn, rehability ofdata IS extremely Important The data need to be well
collected and well mterpreted For tills partIcular study, the source of data will vary dependmg on
ItS quahtative or quantitatIve nature Quahtatlve data will be collected from governmental
sources, legal texts, and mformal mtervtews They will complement the quantitative mformation
that will be supphed by the surveys Based on the survey results, the costs ofcomphance, current
practIces, and practIces With an mtematIOnal accepted basehne will be compared

The quantitatIve analysIs will mvolve definmg a statistical sample offirms and conductmg a
survey to collect mformatIOn ofthe costs of IdentIfied laws and regulatIons The cost functIOn
will mclude a measure ofdrrect costs and a measure ofmdrrect costs (Imputed costs) Neither the
sample SiZe nor the questIOns have been deCIded Tills will largely depend on the Issues addressed
by past studies and surveys and the type offirms surveyed m the past

Because resources are hmlted, It IS Important to ensure the collaboratIOn ofeveryone mvolved m
the process Tills mcludes the people we talk to, the people collectmg mformation for us, the
people mvolved m the study m the vanous mlmstnes, the firms participatmg m the study and so
on It IS thus Important we know well what has been done m the past m order to build on that
mstead of repeatmg preVIOUS work It IS equally Important to sell the potential benefits of the
study It IS also Important to create mcentlves for the people mvolved m the collectIon process
IncentIves may vary from finanCIal compensatIOn to feedback or recogmtIOn

Furthermore, to msure vahdIty, availability, and quahty ofany data collectIOn, It IS Important to
have a process by willch the mformatIOn IS valued (pubhc or pnvate valOriZatIOn) Tills IS sorely
lackIng m most developmg countnes
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Friday, February 7, 1997

9:00-10:30 PohtIcaI Economy of Trade and Pohcy Reforms

Charr Dunstan Spencer (Spencer AssOcIates, SIerra Leone)

BnngIng Down Barners to Trade. The Expenence of Trade Pohcy Reform

Presenter Jeffrey Metzel (AIRD USA)

Metzel's presentatIOn summanzed a paper he had prepared for the workshop on trade polIcy
reform m AfrIca Though AfrIcan countnes compare favourably WIth other countnes m the
adoptIon of trade polIcy reforms, only 8 of39 Sub-Saharan AfrIcan countnes showed healthy
export growth (>5 %) dunng 1990-1995 The pnncipal problem appears to be that trade polIcy
reforms are adopted but not Implemented Other problems mclude lack ofreqUITed
complementary measures (1 e, one reform may not be sufficIent), POlItIcal reactIOns to eConOlTIlC
reforms whIch have undermmed those reforms, and ill-conceIved or poorly sequenced reforms

The PohtIcaI Economy of Trade LiberalIzatIon for VamIla m Madagascar

Presenters Jeffrey Metzel (AIRD USA) and EmillIenne Raparson (CEDES Madagascar)

DIscussants Nafissatou Konare (MmIstry ofFmance, MalI), SIphIwe Cele (DBSA, South
AfrIca)

Metzel and Raparson presented a study proposal whIch would develop an econometnc model of
the vamlla sector m Madagascar In May 1997, the vamlla sector will be lIberalIzed, whIch will
reduce vamlla pnces and curtaIl current vamlla stocks PolItIcal opponents ofthe current
presIdent, who supports the lIberalIzatIOn ofvamlla produCtIOn, have charged that he has become
a pawn of mtematIOnal donors DIscussants stressed that the pnvate sector needs to be senSItIZed
to both the opportumties and problem areas that will result from lIberalIzatIon The dIvergence
between econOmIC and POlItICal ObjectIves often results m weak development efforts Thus the
econOmIC effects ofvamlla sector lIberalIzatIOn can not be VIewed m IsolatIOn, POlItICal and SOCIal
parameters must be factored mto the econOmIC equatIOns Efforts to mcorporate all three
parameters would strengthen the model and mcrease the lIkelIhood of polIcy makers utIlIzmg the
model to better comprehend the lInkage of econOmIC, polItIcal, and SOCIal parameters m the
productIOn and export ofvamlla
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9 00-10 30 Econometnc Analysis of Trade, Growth, and Poverty

Charr Ernest Aryeetey, ISSER, Ghana

The Impact of Trade Pobcy on Trade, Growth, and Poverty m Sub-Saharan
Afnca

Presenter Drrck Stryker (AIRD, USA)

DIscussants Charles Jeburn (CEPA, Ghana), Manos Obwona (EPRC, Uganda)

Drrck Stryker has used World-Bank and IMF data on 80 less developed countnes from 1974 to
1993 to study the determmants of openness, the growth rate ofGDP per capIta, the
mvestment/GDP ratIo and poverty alleVlatlOn Explanatory vanables were separated mto three
categones structural (populatlOn, SIZe, GDP per capIta, tenns of trade, mflatlOn), developmental
(road densIty representmg mfrastructure, M2/GDP representmg mstitutlOnal development and
schoolmg representmg human capItal), and pohcy (trade taxes, exchange rate premmm, and
degree of openness) Tms exerCIse almS to obtam some generalIZable results as to these four
lffiportant phenomena, to measure the magrutude of the lffiportance oftherr determmant, and to
proVlde some mSIghts when results are counter-mtuitive By subdIVldmg the data mto four
separate tlme penods, It IS pOSSIble to mcrease the vanability m the pnncipal vanables thus
overcommg m part problems ofmulti-colhneanty

Among the pnncipal prehmmary results, It was found that

mstitutlOns and mfrastructure have a posItIve effect on trade, but less so m AfrIca,

market hberalIZation encourages trade, partIcularly m AfrIca,

trade IS favorable to growth, mvestment and poverty alleVlatlOn

Some surpnses were that landlocked countnes have no growth advantage from trade
hberalIZatIon, cetens panbus, and mfrastructure has a negatIve effect on mvestment Some
mterestmg mterpretatlOns were offered for these results

The ensumg dIscuSSIons dealt With the relatIve ments ofdIfferent estImatlOn techruques and the
problem of multl-colhneanty QuestlOns were also raised as to the underlymg theoretIcal
framework and the suggestlon was made that pohcy vanables be used to explam factor
prodUctIVlty wmch, m turn, explams growth

Determmants of Trade and Growth: A Cross-Country AnalySIS of FIXed versus
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Floatmg Exchange Rates

Presenter Anatohe Amvouna (CERDI, France)

DIscussants Dormmque NJmkeu (Network ofIndustnal Pohcy, Senegal), Polycarp MusmgtlZl
(BOU, Uganda)

Anatohe Amvouna compares the trade and growth performance of countnes accordmg to therr
adoptIOn offixed versus floatmg exchange rate regImes m the current context ofthe mcreasmg
adoptIOn offloatmg rates Three explanatIOns for the poor trade and growth performance of
Afhcan countnes were contrasted neoclassIcal (poor pohcIes), structuralist (poor lllitial
condluons), and external envrronment (terms of trade detenorauon)

She constructs two models controlhng for vanables IdentIfied m these three explanatIOns (1)
pohcles (average rate oftaxes on trade), (2) llliUal condItIOns (populatIOn, GNP per capIta and
adult hteracy), and (3) external envrronment (terms of trade) In the first model, a dummy
vanable representmg the exchange rate regIme IS used to test for a drlferentiallffipact on trade and
growth In the second model, a subsample of countnes havrng a fixed rate m 1980 IS studied With
a dummy mdicatmg whether the country adopted a floatmg rate subsequently Both models
mdicate that there IS no statisucally sIgnrlicant lffipact of the exchange rate regIme on trade and
growth

PartICIpants suggested that It would be eaSIer to use a Chow test rather than dummy vanables and
that tms would also remove the constramt that the coefficIents on the other vanables of the model
be the same for the two groups of countnes Commentators also raised questIOns as to the
theoretIcal foundatIOns of the models and the hypotheSIS to be tested, specIfically to IdentIfy the
advantages and dIsadvantages ofeach exchange rate regIme and the relatIOnsmps between the
monetary, fiscal, external and real sectors of the model QuestIOns were raised as to the
regressIOn diagnOStICS, notably senal correlatIOn, normality and multi-colhneanty

9:00-10:30 Legal, Regulatory, and JudiCial Reforms and Governance

Charr Charles Betsey, Howard UruversIty, USA

The Cost of Domg Busmess The LRJ EnVironment m Ghana, Madagascar,
and Tanzama

Presenters Ndaya Beltcmka, (AIRO, USA), Fred Boadu (Texas A&M, USA), and
Emllhenne Raparson (CEDES, Madagascar)

DIscussants Samuel 2IOrklUl (Howard UruversIty, USA), Massa Couhbaly (ENA, Mall)
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Thts IS a research proposal for a multI-country study of the costs ofdomg busmess It IS
mterested m why market onented reforms to encourage the pnvate sector have not had the
expected effects on growth m AfrIca The purpose ofthe paper IS to look at the effects of the
LRJ enVIronment m three countnes on the costs of the pnvate sector, ultImately to see IfIt can
help explam the lack ofresponse to econOmIC reforms m other areas The study will focus on
contract enforcement and labor and capItal market laws and regulatIOns The Tanzama study will
focus mostly on contract enforcement and the effects on small and medIUm scale enterpnses The
Madagascar and Ghana studIes will look mamly at laws and regulatIOns affectmg labor and capItal
markets Each study will cover all areas, so that comparatIve results can be obtamed

The pohcy conclUSIOns of the study would relate to questIons such as

(1) Are there changes m laws reqUIred?

(2) Can dIspute settlement be changed to Improve the operatIon oflaws?

(3) Are there other mstltutIOnal changes that would reduce costs for the pnvate sector?

The study will rely on InformatIOn gathered from a new survey offirms The methodology for
calculatmg the costs ofLRJ constramts IS based on prevIOUS work done rn Madagascar and
compares costs relatIve to best mternatIOnal practIces

The followmg Issues were raIsed m the dISCUSSIOn

(1) Concern was raIsed about the cross-country compansons, WIth dIfferent Issues receIVIng
more or less attentIon m the three countnes In the study proposal, the authors saw a need
to balance the dIfferent concerns raIsed by pohcy makers rn the three countnes WIth the
deSIre to have a cross-country study It was felt that the benefits ofthe cross country
compansons needed to be clartfied, stressrng that the work was not meant to be three
rndependent studIes

(2) In lookmg at the legal framework, the dlstmctIOn (and the Importance or lack there of)
between formal and customary law needs to be addressed Was or wasn't thIs dlstmctIOn
gorng to be Important? Could the study JustIfY focusmg on Just formal laws?

(3) Some concern was expressed about overlap WIth other EAGER work on labor markets
DuphcatIOn should be aVOIded, both rn terms of the Issues addressed and the survey work
There needs to be commumcatIOn and coordmatIOn between the projects

(4) The project needs to look at why the LRJ enVIronment IS the way It IS Was It the
result ofvested mterests, htstoncal factors, other? Were there ImphcatIOns for the
posslblhty ofmakmg changes?
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(5)

(6)

(7)

The questIOn was rmsed about the emphasIs on export firms The authors of the proposal
suggested that thIs was the area where benefits of other reforms were expected and hadn't
been forthcommg

It was suggested that the study dIstmgUIsh pnvate versus SOCIal costs

In the labor market, the Issue ofwhat IS best practIce was rmsed LIfetIme employment
was gtven as an example The paper suggests thIs IS a cost Korea's expenence may
suggest that It Inlght have efficIency benefits rather than costs The study would m fact
shed hght on the answer m AfrIca

11:00-12:30 FmancIaI Markets and Foreign Investment m Sub-Saharan Afnca

Chmr Yaboah Amwah, Managmg Drrector, Ghana Stock Exchange

The Impact of Fmancial Sector Reform on Bank EffiCiency and Fmanclal
Deepenmg for SaVings Mobilization

Presenter Samuel ZIOrklUl (Howard UmversIty, USA)

DIscussants Chve Gray (HIID, USA), Polycarp Musmguzt (BOU, Uganda)

The presenter's proposal has Just been approved, and he IS begmnmg research The proposal was
msprred partly by a World Bank Fmancial Sector reVIew m 1988, whIch stressed the mefficiency
of Ghanman banks m mobthzmg savmgs, therr hIgh operatmg costs, huge non-performmg loan
portfohos, and the msolvency of many among them It concluded that the detenoratIOn m the
bankmg system reflected weaknesses m the whole economy ZIOrklUl also noted a lack of
confidence m the bankmg sector (people refuse to put therr money there), lack of prudent
regulatIOn and enforcement by the Bank ofGhana, mstitutIOnal ngtditIes, lack of competItIOn,
mefficiency ofmformatIOn technology In use (everythmg IS manual), and the narrow scope ofthe
payment systems (everythmg IS cash-based, checks are not accepted, credIt/debIt cards are not
allowed, so there IS no finanCIal deepenmg)

The World Bank finanCIal sector study was followed by two phases of a finanCIal sector
adjustment plan Phase I had the followmg goals

to promote savmgs and credIt allocatIon to the pnvate sector,

to reform the InSolvent banks (seven were restructured),
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to deregulate mterest rates and hfl: sectoral ceIlmgs

Background research for the study shows what IS tnlssmg m the reforms They have been only
partIally Implemented Interest rates are not really free A managed mterest rate polley prevaIls
The payment system IS still cash-based, although there IS now one 24-hour teller machme There IS
an unhealthy moral expectatIOn "baIl me out once, baIl me out forever" Bank managers still
expect government bailouts There IS no depOSitor msurance The autonomy ofthe Central Bank
IS questIOnable, whereas a truly mdependent Central Bank IS needed Monetary stabilizatIOn has
not been effectIve Budget deficIts perSIst InflatIOn has been 50-60 percent DevaluatIOn
contmues

The second phase of the financial sector reform (FINSAP II) calls for dIvestIture of state owned
banks and non-tradItional fiscal functIOns

ZlOrklUI hypotheSIZes that savmgs eXist but go mto real goods, such as bncks and lIvestock, as a
hedge agamst mflation He proposes to develop an mdex ofeffiCiency and performance to
compare banks It will combme an econometnc analysIs of the bankIng sector With measures of
operatIOnal efficIency, credit allocatIOn and InformatIOn effiCiency

Comments

It IS novel, and yet long overdue to do research m the bankIng sector It will be a challenge to
collect the necessary data It may be necessary to pnontIZe Ofthe 14 hypotheses lIsted, most
are testable and relevant, but a few exceptIOns were noted

Members of the group raIsed addItIOnal questIons, notably

what ImplIcatIOns does the study have for soclO-econotnlc eqUIty?

how IS the researcher dealmg With nsk factors and the very nsk-averse lendmg strategy of
banks?

ComparatIve InformatIOn from Uganda was proVIded by the DIrector of the Research Department
ofthe Bank ofUganda There banks also face hIgh operatmg costs, and a huge wage mcrease
awarded the trade uruons by the courts made many banks non-VIable AggreSSive competItIon
mtroduced by new banks reduces margms Clearmg a check can take 2 months up-country, but
only 3 days m the CIty He conSIdered that IFI pressure IS not needed to speed up reforms, as It IS
m the natIOnal mterest Management style still leaves a lot to be deSIred, however Uganda
brought m expatnates, whIch escalated costs The expatnates left, but local managers showed no
sense of ownershIp of the reforms He concludes that we have to get locals to own the reform
process

AdditIOnal comments mcluded the followmg

37



Low repayment rates are a umversal problem Loans are gtven WIth a pohttcal understandmg
The loan culture has to be changed, as It rests on a moral hazard that destroys the whole credIt
system

Among the mfonnatIOn technology InnOvatIOns that should be mtroduced IS mdependent crewt
ratmg systems There are two mamstays of a Viable credIt system, collateral and past perfonnance
records ofborrowers GIven the WIdespread lack of collateral, more effort should be devoted to
lffiprovmg true, complete and readIly avm1able credIt records

Central Banks are also mefficlent They rely still on cash reserve ratIOS, and are not yet managtng
through mdrrect monetary control They mSIst on illgh proViSIons for bad loans--because ofthe
moral hazard dIscussed above

11:00-12:30 Effects of Fiscal Pohcles on Trade

Charr Olen Seck, IORC, Senegal

Enhancmg Transparencies of Tax AdmlBlstratlOn

Presenter Chve Gray (HIID, USA)

DIscussants Charles Jebum (CEPA, Ghana), Fred Boadu (Mayatech, USA)

The paper emphaSIZed the pohttcal problem oftax adffilmstratIOn The Issue raised IS whether
enhancmg tax transparency could lffiprove on tills SItuatIOn (reduce the distortIOnary effects, close
the fiscal defiCIt) The mam purpose of the paper IS raIsmg comphance and effiCIency

1) ExemptIOn on lffipOrt taxes sources ofloopholes, will greater transparency
reduce abuses m exemptIOns? The aIm IS here IS to tabulate and classIfy exemptIOns so
that they are pubhc and easl1y acceSSIble

2) Land/real estate taxatIOn estlffiate the value ofreal property

3) Income taxatIon does It have a future m Afuca? The aIm IS to descnbe classes or tax
payers WIth respect to what they payor are supposed to pay Tills may mcrease the
pressure to pay

DIscussants then illghhghted the followmg pomts

1) The problem ofcorruptIOn remams unsolved
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2) Better use of tax revenue could raIse comphance

3) The paper IS an lIDportant contnbutlOn to the theory, It mtroduces a cooperatIve game
theory approach

4) What type ofmstitutlOns (pnvate or reform the Muustry ofFmance)?

Trade Tax RegImes and Producers' Incentives m Ghana

Presenters Drrck Stryker (AIRD, USA), Samuel Ashong CEPA, Ghana), Frankhn Sackey
(CEPS, Ghana), KaSSlID Yahaya (MTI, Ghana)

DIscussants Manos Obwona (EPRC, Uganda), KOIDl Dougna (IDRC, Senegal)

The purpose ofthe proposal IS both to lIDprove producers' mcennves and to mcrease government
revenue The paper focuses on mdrrect taxes With the greatest effect on productIOn mcentlVes
FIve ObjectIves are pursued

1) look at effectIve rates of taxatIOn, which may dIffer from normal rates because of
exemptIOns,

2) mcrease the tax base m relatIOn to natIOnal mcome,

3) look at the extent to which non-tanffbamers related to mdrrect taxatIon eXist,

4) compute effectIve rates of protectIon on manufactured good productIon,

5) eXaIDlne tax rates on mputs used m productIOn process and see who benefits from
temporary exemptIOns and duty drawback for productIOn ofexports

The dIscussants proposed

1) the need for more preCISIon on the goal and coeffiCIents to be estlIDated,

2) puttmg more attentIOn on small scale firms,

3) lookmg at preVIOUS studIes m this area,

4) puttmg more emphaSIS on macro analySIS and mternatlOnal pnces for specIfic goods,

5) lookmg at the expenence ofvalue-added taxes m AfrIca
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Domestic Resource Cost Approach to South Afnca's Industnal Comparative
Advantage

Presenter SIphIwe Cele (DBSA, South Afnca)

DIscussants Darnel Ndlela (ZImconsult, ZImbabwe), Donnmque Njrnkeu (Network on
Industnal Pohcy, Senegal)

The study aImS to contnbute to the detennmation of trade and mdustnal pohcy for South Afnca
m the context of the new trade regune that IS compatIble WIth South Afnca's negotIatIOn WIth the
World Trade OrgamzatIOn, a possIble free trade zone WIth the European Umon, and regIOnal
mtegration m Southern Afnca

The mam ObjectIve IS to calculate DRCs based upon an mput-output table ThIs table IS to be
updated usmg the RAS method and recent natIOnal accountmg features It IS expected that later
or other researchers may use cham analYSIS to Improve on the results ofDRC calculatIOn

The dIScussIon addressed four Issues

1) what are the specIfic objectIves, gIven that the overall ObjectIves seem too broad?

2) what IS the mtended use of the results, gIven that the refonn IS already undertaken?

3) some questIOns on the feasIbility or usefulness ofDRC calculatIOn,

4) WIll the analySIS be at too aggregate a level?

11 00-12 30 RegIOnal and Global Integration

ChaIr Dunstan Spencer (Spencer AsSOCIates SIerra Leone)

RegIOnal Economic Integration m Southern Afnca

Presenter Darnel Ndlela (ZImconsult, ZImbabwe)

DIscussants Cathenne Hill (IillD, ZambIa), Abdoul Barry (AIRD, USA)

Darnel Ndlela's presentatIon questIOned whether the current emphaSIS on regIonal econOIDlC
mtegratIOn would result m more rapId econOIDlC development To date the studIes and statIstICS
do not demonstrate a pOSItIve hnkage between regIonal econOIDlC mtegration and econOIDlC
development SpecIfic research Issues that would address thIs dIvergence between theory and
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actual results are (1) the econormc management capacIty at the natIonal level whIch would, m
turn, affect regIOnal econormc mtegratIOn, and (2) comparatIve advantage studIes whIch focus on
specIfic mdustnal sectors (e g , garments) whIch could Impact regIOnal tradmg networks Though
regIOnal mtegratIOn has been mcreasmg between South AfrIca and Its neIghbors, what will happen
when South AfrIca adjusts Its tanff schedule to comply WIth World Trade OrgamzatIOn
requIrements? Currently South AfrIca exports the maJonty ofIts mdustnal goods to southern
AfrIca and the maJonty of Its agncultural goods to Europe What are the ImphcatIOns for trade
flows WIthm the regIOn as South AfrIca pursues closer econormc tIes WIth the European Umon?
DIscussant comments focused on the constramts to trade hberahzatIOn, the Issue oftrade
dIverSIOn as South AfrIca contmues to negotIate WIth the European Umon, and exchange rate
Issues

Modebng ElectncIty Trade m Southern Afnca

Presenter Bnan Bowen (Purdue Umverslty USA)

DIscussants Jeffrey Metzel (AIRD, USA), Siphewe Cele (DBSA, South AfrIca)

ThIs presentatIOn was a most mterestmg apphcatIOn of regIOnal trade and ItS ImphcatIOns for
pohcy makers The ObjectIve ofthe study proposal IS the development of a model whIch would
quantIfY the effiCIency and eqUIty gams from trade m electnclty between 12 countnes m southern
AfrIca (mcludmg Zarre) In an attempt to resolve frequency dIfferences and mterruptIOns m the
proViSIon of electnclty expenenced m many southern AfrIcan countnes, the benefits ofcentralIZed
control of electncal generatIon facilitIes will be modeled The benefits ofcentrahzed power pool
m the regIOn would mean greater use of the regIOn's hydropower and more effiCIent employment
of the thermal statIOns by proVIdmg qUIck start-up capability, peak demand savmgs, less spmnmg
reserve, and reduced pollutIOn The costs of a centrahzed utility would be loss ofmdependence
and bargammg power by the other natIOnal utIhtles, and enVIronmental damage

DIscussant Issues concerned the neceSSIty of ensunng the model not become a "black box" that IS
mcomprehenslble to pohcy makers, makmg sure all countnes are mvolved m the decisIOn-makmg,
and takmg mto account changes m technology and SOCIo-econormc projectIOns m urbamzatIOn
and populatIOn growth Pohtlcal reSIstance based upon sovereIgnty and secunty concerns was
also noted as a potentIal obstacle to countnes takmg advantage of potentlal savmgs m thIs area

Sahehan West Afncao Impact of Adjustment on AgncuItural CompetItIveness
and RegIOnal Trade

Presenter Lynn Salmger (AIRD USA)

DIscussants Mantala Couhbaly (pnme Mm1ster's Office, Mall), Dunstan Spencer (Spencer
AsSOCIates, SIerra Leone)
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Tlns short study resulted from poltcy makers requestmg research that would be used to determIne
further changes at the macro level that would have mIcro level trnpltcatlOns ComparatIve
advantages m productIOn and the resultant trade trnpltcatIOns are bemg researched for 6 Afhcan
countnes These countnes mclude 3 Saheltan countnes (Senegal, Malt, Burlana Faso) and 3
coastal countnes (Gumea, Cote d'Ivorre, Ghana) Inventones ofcurrent poltcy reforms will be
constructed and analyzed, ascertammg wlnch trade reforms have been passed on paper but never
trnplemented, and wlnch trade reforms have actually been passed and trnplemented What has
been the effect on mvestment before and after these poltcy reforms? Aggregate trade data IS
avaIlable from AIRD work from Afhcan countnes for the last 20 years and will be used m the
research DIscussant tOpICS focused on the problem oftrade m agncultural mputs, on
competItIveness, on regIOnal market mtegratIOn, and on dIfferent exchange rate regtrnes

Summary and Closmg

14:00-15:30 Summary of Workshop and ConclusIOn

Charr

Presenters

Charles Jeburn, CEPA, Ghana

Rapporteurs from each seSSIOn presented the above SUmmarIes orally

16:00-17:30 Closmg SessIOn

Charr

Remarks

Joseph Abbey, CEPA, Ghana

Dr G K Agama, Governor, Bank of Ghana
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Annexll.
TechnIcal CommIttee DecIsIons

EQUITY AND GROWm mROUGH ECONOMIC RESEARCH (EAGER)
TRADE REGIMES AND GROWm

ACCRA WORKSHOP
JUNE 19-22, 1996

DeCISions and Comments on Proposals by Technical Committee

February 8, 1997

Codes and meanmgs

Al Approved by TechnIcal CommIttee Researchers to submIt fmal version and budget to
AIRD, Attn Dlrck Stryker for submiSSion to AID approval process

A2 Approved With mmor reViSions, mcorporate the comments of the committee and resubmIt to
AIRD, attn Dlrck Stryker With hIs approval It WIll go mto the AID approval process

A3 Approved With some substantive reViSions Take account of the comments of the committee,
and resubmit the proposal to the full TechnIcal CommIttee

HI Not acceptable m ItS present form, but the PI IS encouraged to draft a reVised approach that
Will be sent to AIRD for Circulation to the Techmcal Committee

H2 Not fundable by EAGER

In case of any rankmg other than At, a summary of the committee's substantive comments Will
follow m wntIng

Members of the Techmcal CommIttee

J Drrck Stryker, ChIefofParty, AIRD, USA
LucIe Plulhps, Semor AdVIsor, AMEX Inti, USA
Darnel Ndlela, RegIOnal CoordInator for East and Southern AfrIca, Zunconsult, Zunbabwe
Dunstan Spencer, Regional CoordInator for West and Central AfrIca, Dunstan Spencer
AsSOCIates, SIerra Leone (no longer present)
DOlD1Illque N]mkeu, Bemn

DeCISions

Ghana Cross-border Trade, Moms and Dadson, Approved Al
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Uganda Monetary and Exchange Rate proposal, MusmgulZI and Obwona, A3

Uganda Low-Value MaIZe and Beans Exports, Obwona and OpIO, A3, With a fimded proposal
development trIp to Narrobi
CompetItlVlty Study m Kenyan and Ugandan Manufacturmg Sectors, COmmIttee to send comments to
Drrck , proposal IS mcomplete

Vamlla LIberalIzation m Madagascar Proposal, Metzel and Raparson, Al

Trade Taxes m Ghana, Stryker and Ashong, Al

Bnan Bowen, Tradmg ElectrICIty m Southern AfrIca, Al

Impact of Adjustment on Agncultural Competitiveness m SahelIan West AfrIca, Salmger, A2

PhIllIps, McMIllan and Obwona, RelationshIp between ForeIgn Drrect Investment and Local
Investment, Uganda, Kenya and MauntIus, A3

Determmants ofDRCs m South Afnca, SIphIwe Cele, Al
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