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by J. Dirck Stryker 

During the past decade and a half, numerous 
countries in Mrica have undertaken extensive 
policy reforms designed to free up markets and 
orient their economies in a more outward-look
ing direction. Reforms have included deregula
tion of markets for goods, labor, and capital, 
as well as reduction or elimination of taxes and 
subsidies in these markets. Reforms in trade 
and exchange rate policy have comprised the 
following: devaluation, the establishment of 
more flexible exchange rates, the dismantling 
of quantitative restrictions on imports, the 
lowering and harmonization of import tariffs, 
the reduction in or elimination of taxes on 
exports, and the establishment of preferential 
regimes regarding credit and taxation of im
ported inputs used in the production of exports. 
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EAGER- Equity and 
Growth through Economic Research - is 
a six-year activity (1993-1999) sponsored 
by the U.S. Agency for International 
Development , Bureau for Africa, Officc 
of Sustainable Dcvt'\opmcn t, Strategic 
Analysis Division. 

The primal y goal of EAGER is to 
increase the availability and usc of 
analytical research hy decision-maker~ 
in both the public and private sectors 
in ordt'r to promote the adoption and 
implementation 01 polky refO! llI.s th,1\ 
foster rapid, ef)ui tahle , and sustalllahlt
growth. EAGF.R supports economic and 
~ocial science policy analysis in Sub
Saharan Africa. The re~earch addresses 
two key constraints that inhibit the imple
mentation of more appropriate polides. 
First, EAGER sceks to expand indigenous 
capacity in these countrit's to undt'rtake 
policy analysis. St'cond, EAGE~ seeks to. 
improve the impact of that pohcyanalysls 
on improving t'conomic periiJrmance: 

Two basic principles guide the pohcy 
analysis undertaken hy EAGER. First, 
outstanding Ameri( an and African 
institutions and analysts work side by 
side on collaboratiye investigative teams. 
Sccond, stakeholders and decision
makers are involved in the selcction, 
design, implcmentation, and dissemina
tion of EAGER rest'a1Th. 

All-Africa EAGER Workshop 
August 13-15, 1997 

White Sands Hotel, Dar es Salaam, Tanzania 

EAGER research activities comprise 
two components: 
• Public Strategies for Promoting 

Growth and Equity. which is referred 
to as EAGER/PSGE and is being 
implemented by the Harvard Institute 
for International Development (HIID) 

• Trade Regimes and Growth. which is 
referred to as EAGERlTrade and is 
being implemented by Associates for 
International Resources and 
Development (AIRD). 
EAGEReport provides periodic 

updates on tht' EAGER research ?genda 
and on findings, lessons, and pohcy
related results of EAGER activities. 
FAGEReport is published as part 01 
EAGER's substantial program of logis
tics, communication, and dissemination, 
which is implemented by BHM 
International Inc. EAGERt'port is pub
Iislw rl in English and Fr('nch and may 
be quoted and reproduced if proper 
credit is giYcn. 

Regular contributors to F..AGEReporl 
include the EAGER teams at USAID, 
HIID, and AIRD, as wcll as Linda 
Griffin Kean (who scrves as Managing 
Editor), Sytske Braat (of Abt Associates, 
Inc.), Don Jackson, and Isabelle 
d'Haucourt (who translates each issut' 
into French). KINETIK Communication 
Graphics Inc. dcsigns and produces 
both thc English and Flench editjons. 
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The reforms have been designed to 

induce growth through the reallocation 

of resour es away from inefficient pro

duction of import-competing goods and 

nontradables and towards the produc

tion of goods for export. This should 

lead to static economic gains resulting 

from trading in accordance with com

parative advantage and exploitation of 

economies of scale. There are also a 

number of dynamic ways in which trade 

may contribute to economic growth . 

These include having trade and asso

ciated investment serve as a conduit for 

technological transfer, increasing the 

efficiency of enterprises forced to com

pete to a greater extent in foreign and 

domestic markets, expanding the com

mercial and managerial competence of 

entrepreneurs, augmenting the skills of 

the work force, creating a market for 

labor in the face of growing population 

pressure, and increasing foreign 

exchange earnings that can be used to 

import capital equipment. In addition, 

according to the new "endogenous" 

growth theory, openness to trade 

increases the returns to innovation and 

encourages specialization in "research

intensive" production. 

The empirical evidence for develop

ing countries largely supports the theo

retical arguments concerning the favor

able impact of outward-looking, market

oriented policy reform on trade and 

growth. The recent experience in 

Africa, however, has been disappointing. 

Despite a substantial record of policy 

reform in many African countries dur

ing the 1980s, output per capita fell by 

ISSUE 2 

0.6 percent from 1987 to 1994, virtually 

the same performance as during the 

previous ten years. Lack of economic 

growth may reflect the failure of 

reforms to be fully implemented or sus

tained, or it may be due to structlu'al 

factors such as landlocked location and 

natural resource abundance. It is also 

possible that many African countries 

lack the physical infrastructure and 

human capital in the form of education 

and institutional development that 

would allow them to take full advantage 

of the potential opened up through pol

icy retorm. Thus, policy reform may be 

a necessary, but not sufficient condition 

for expanded trade and growth. Th(' 

length of time required for these benefi

cial effects to occur may be longer 

where there is less infrastructure and 

where other conditions necessary for 

development are lacking. 

Two arguments, in particular, merit 

special attention because they have 

been raised relatively recently in the lit

erature. The first, which has been put 

forth by Robert Bates, relates to the 

CONTINUED ON PAGE 4 
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FROM PAGE 3 faillll e in Africa fO! reform to become 

sufliciently imbedded in the political 

fabl ic such that it can retain wide~pread 

sUppO! t.' Prior to reform, according to 

Bate~, entrenched interests a~sociated 

with the state maintained a policy 

environment that destroyed producer 

incentives and heavily penalized the 

rllral sector, while benefiting the urban 

population upon which the state 

depended. Because of the e rosion of 

producel' incentives, the productive base 

of these economies ultimatel> broke 

down, and the states were forced to turn 

to the International Monetary Fund and 

the World Bank for as~istance. This 

shifted power towards the executi\e 

branch of government and, in particu

lar, towards the bureaucrats in the cen

tral bank and finance ministry. Once 

the initial rounds of reforms had been 

achieved, however, the old special inter

ests began to reassert themselves with

out substantial opposition from those 

who would benefit materially from the 

reforms, especially producers of non

traditional exports, unless the latter 

were able to forge new alliances with the 

technocrats. In many countries this did 

not happen, and backsliding ensued. 

Africa also suffers froIll a poorly 

developed institutional base. This is 

expressed in numerous ways. For exam

ple, the weak tax base makes it ve ry dif

ficult for governments to raise the rev

enue that they need without excessively 

taxing the small formal sector and 

destroying its incentives to expand. 

This creates inflationary fiscal pressures, 

which are hard to control because weak 

financial institutions mdke the imple

mentation of monetary policy very diffi

cult. Weaknesses in the financial system 

abo make it hard for firms that want to 

expand to raise the necessary capital. 

Other institutional problems relate to 

an llladequate legal, regulatory, and 

judicial (LRJ) environment, excessive 

administrative controls on foreign trade, 

and weak commercial and marketing 

institutions. The importance of this 

institutional environment in the mod

ern world economy has been stressed 

by Mancur Olson, who deems it the 

most critical factor in establishing the 

preconditions for investment, trade, 

and growth .! 

Case studies of individual country 

experience in Africa suggest that 

the ability of these countries to take 

advan tage of outward-looking, market

oriented reforms depends, at a 

minimum, on the following factors. 

• First, the reforms must be substantial, 

well implemented, and sustainable. 

• Second, the country must have mar

kets capable of reallocating resources 

in line with comparative advantage 

based on resource endowments, pro

ductivity levels, and input prices. 

• Third, there must be adequate infra

structure in transportation, telecom

munications, energy, water supply, 

and other areas essential to competi

tive export activity. 

• Fourth, there must be mechanisms to 

acquire and distribute information on 

market opportunities, production 

technologies, and other areas through 

professional and trade associations, 

agricultural research organizations, 

training and educational institutions, 

radio and television coverage of 

markets, etc. 

• Fifth, countries must have the human 

capital capable of taking advantage of 

new opportunities for trade. 

• Finally, there is the role of the public 

sector and the institutions that 
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surround it vis-ii-vis the private sec~or. 
Especially important in this regard is 
the incentive structure imposed by the 

tax system, a stable macroeconomic 
environment, a strong LRJ environ

ment, and a politically and militarily 
secure society within which economic 
activity can prosper. 

Implications of EAGER Research 
The results of EAGER research con

ducted thus far suggest some of the 

reasons for the limited response 01 

many African countries to the improved 

policy environment. Much of this has to 

do with the fact that announcing a poli

cy change at a high level does not 

necessarily mean that incentives change 

dramatically for producers. Lack of 

macroeconomic control and severe 

fiscal weaknesses have played havoc with 

inflation and real exchange rates. The 

bias against exports that exists because 

of Africa's dependence on taxation of 

trade persists even though trade tax 

rates have been simplified and reduced. 

Barriers to cross-border trade remain 

ever present despite major efforts 

to identify and eliminate them. As 

suggested by an EAGER study of 

livestock production and export in 

Mali, perhaps this is because an alliance 

has yet to be struck between the 

exporters who benefit from the policy 

reforms and the technocrats who were 

instrumental in undertaking them. 

A recurring theme in EAGER studies 

is the weak state of institutional develop

ment in Africa. This shows up in 

EAGER's economet,'ic analysis and 

country studies alike. A limited tax base 

and weak tax administration lead to 

low revenue, fiscal imbalance, inflation, 

and disincentives to producers. Poorly 

developed financial institutions limit 

access to capital, especially by small and 

medium-size firms. An inadequate L~ 

environment contributes to uncertainty, 

discretionary government intervention, 

and discouragement of investment. 

ISSUE 2 

Lack of information about markets, 

inability to meet quality standards and 

production schedules, and delays in 

clearing customs contribute to poor 

competitiveness on world markets. 

Changing all of this requires a con

tinuing effort to determine where the 

bottlenecks are and to inform policy

makers, the public, and special interest 

groups of their impact on and cost to 

the economy. The premise underlying 

EAGER is that sound economic research 

can play an important role in this 

process. This requires working closely 

with public officials and private sector 

leaders to make certain that the 

research is relevant to policy decisions, 

is methodologically sound, and is dis

seminated in such a way as to inform 

the greater public and contribute to 

the formulation of well-conceived 

policies that have a foundation of 

broad support. 

1. Robert Ba ll·~ . "The Politic!' of Economic Polic}' Reform: 

A R("\'ic\\ Artk lc.. ... /rm nwl rif'Vnmn Ecmwmi,s 2(3) ( IY93) ~ 

417-:~·t Sec ,ll!'io , Robert Bah'!i, Sttllt'.f mul Morn,./i in Tro/}imJ 

,Vrim: t hr Poirtulll H,u;.\ t~rAgrinfltuml Policy (Bl'rkelc)" 

UniYCf"it)' of \..,Iiforni.l Pn.S!Io, lYRI) 

2 M.lIlclII 0 )""11, "Big Bill .. Left on the Sid('walk: Why Some 

N,nJOn'i Arc' Rkh, .md Other.s Poor," j rmn/at oj l~rmlOm;r 

1''''1",1",,, 10(2) (HI<J6): :1-24. 
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UP onEAGERResearch 
A number of research studies are in development or underway by the two 
EAGER components. Below is a list of the individual studies under the 
broad research themes of Trade Regimes and Growth (EAGER/Trade) 
and Public Strategies for Promoting Growth and Equity (EAGER/PSG E). 

The lead article in this issue of EAGEReport ("Promoting Trade and 
Development through Policy Reform") provides an overview of the broad 
issues that are being addressed by EAGER/Trade. The article that follows 
this update ("Current EAGER/PSGE Research") describes two studies 
being conducted by EAGER/PSGE under the theme of "Legal, Regulatory, 
and Judicial Reforms and Governance." Future issues of EAGEReport 
will examine in detail the studies being conducted under other EAGER 
research themes. 

TRADE REGIMES 
AND GROWTH 
(EAGER/TRADE) 
BARRIERS TO CROSS-BORDER TRADE 

Promotion of Mali's Rice Exports 
Towards the West African Regional 
Market 
Principal Invcstigator: AbrIoul Barry, AIR)) 
Stahu: filial draft expected slimmer 1997 

Prospects for Developing Malian 
Livestock Exports 
Principal Invcstigator: Jdfrcy Mev.d, AIR)) 
Statlls: filial draft I'xpected slimmer 1997 

Tanzanian Small·Scale Mining 
Principal hwcstigator: Lucic Phillips. Inl 
Statlls: filial draft expected slimmer 1997 

Cross· Border Trade in Ghana 
Principallnvcstigator: (;aylc MOIl is, IBI 
Statlls: fir.vI draft expected slimmer 1997 

Domestic Marketing of Vanilla 
Exports in Madagascar 
Principal Investigator: Jdfn'y Mct/e1, AIRD 
Statlls: first draft ,·xp,·cted slimmer 1997 

Regional Marketing of Uganda's 
Nontraditional Export Crops 
Pdncipal 11IvestigatOl': Frcd Opio, EPRe 
Statlls: proposal to be reviewed slimmer 1997 

EFFECTS ON TRADE OF MONETARY, 
FISCAL, AND EXCHANGE RATE 
POLICY 

Monetary and Exchange Rate Policy 
in Ghana 
Principal InvestigatOl: Charlcs Jelmni, CEI'A 
Statlls: first draft expected slimmer 1997 

Trade Taxes and Producer 
Incentives in Ghana 
Principal Invcstigator:.J. Din'k Stl'} ker, 
AIRD 
Statlls: first draft expected slimmer 1997 

Monetary and Exchange Rate Policy 
in Uganda 
Principal Investigator: Mario~ B. Obwona. 
EPRC 
Statlls: proposal to be reviewed slimmer 1997 

Efficiency of Trade Tax Regime in 
Kenya 
Pdncipal IIIVl'stigator: G .. <Iham Glenday, 
HIIO 
Statlls: proposal to be reviewed slimmer 1997 

NEW OPPORTUNITIES FOR AFRICAN 
TRADE AND INVESTMENT 

Promoting New Trade Opportunities 
for Africa 
Principal hwc~tigator: Lynn Salinger, AIRD 
Statlls: completed 

Structure of Incentives and 
Manufacturing Competitiveness in 
Mali 
Principal Investigator:John Corkbunl, 
CREFA-LAVAL 
Statlls: filial draft expected slimmer 1997 

South Africa: Potential, Constraints, 
and Comparative Advantage in the 
Cotton/Textiles/Garments 
Subsector 
PrinLipal Investigator: Lynn Salinger, AIRD 
Statlls: first draft expected slimmer 1997 

Foreign and Local Investment in 
Kenya and Uganda 
Principal Investigator: Lucie Phillip~, IBI 
Statlls: first draft expected slimmer 1997 

Domestic Resource Cost Approach 
to South Africa's Industrial 
Comparative Advantage 
Principal Investigator: Siphiwe Cell', 
Development Hank of South Africa 
Statlls: proposal approvedjalll/ary 1997 

Structure of Incentives and 
Manufacturing Competitiveness In 
Kenya and Uganda 
Principal hwestigator: Eckhard Siggel, 
CREFA-LAVAI. 
Statlls: proposal expected slimmer 1997 

REGIONAL INTEGRATION IN EAST 
AND SOUTHERN AFRICA 

Promoting Trade through Regional 
Integration 
PrincipallnvcstigatOl: Stevcn Radelct, 
1,1110 
Statlls: completed 

Global Trade Analysis for Southern 
Africa 
Principal Invcstigator: William Masters, 
Purduc University 
Statlls: first draft expected jalll/ary 1998 

Modeling Electricity Trade in 
Southern Africa 
Principal Investigator: Brian Bowl' n, 
Purdue University 
Statlls: first draft expected jallllary 1998 
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CHALLENGES TO TRADE 

Lessons of East Asia for Promoting 
Trade in Africa 
PIinrip.IIIII\l'~lig.lt(lI : Kal(' l1 I·.ng<'l . AIRIl 
Slallls: CIImpleled 

Bringing Down Policy Barriers to 
Trade in Africa 
I'r inti)!al hl\'l,~t igalor : Idhl')' M,'lt .. 1. AIRIl 
Slallls: compll'Ii'd 

Political Economy of Policy-Making 
in Africa 
Principal IlIwstig.l1or: 1.\1( k I'hillip~ . IBI 
Slallls: compleled 

Restarting Growth in Africa 
Prillcipal I nH'sligatol : Mal< 01111 
ivIcPlwrson. 1-lIlll 
Slallls: proposal expecled slimmer 1997 

SURVEY PAPERS AND DESK STUDIES 

Trends in African Trade 
Principal hwcstig.!lor: Ahdoul Ban y. AIRLl 
Slallls: compleled 

Structural Barriers to Trade 
Prindpal Investigator: Joscph Stelll. I-III D 
Slallls: compleled 

Econometric Analysis of Trade, 
Growth, and Poverty 
Principal Invesligator:.J. Dirck Slrykcr. 
AIRO 
Slallls: fir.~1 drafl expecled slimmer 1997 

Emerging World Trade Order in 
Financial Services 
Principal Invcstigator: Michad Isimbahi. IBI 
Slallls: firsl drafl expecled slimmer 1997 

Determinants of Foreign Direct 
Investment in Africa 
Principal Invc~tigator: Saskia Wilhelllls. 
AIRO 
Slallls: proposal approv('d sprillg 1997 

PUBLIC STRATEGIES 
FOR GROWTH 
AND EQUITY 
(EAGER/PSGE) 
LEGAL, REGULATORY, AND JUDICIAL 
REFORMS AND GOVERNANCE 

The Cost of Doing Business: The 
Legal, Regulatory, and Judicial 
Environment in Ghana, Madagascar, 
and Tanzania 
PrillripallnVl'Sligator:.J. Oirck Strykcl. AIRLl 
Slallls: firsl draft expected ja II 110 ry 1998 

Legal and Regulatory Framework 
for Sub-Saharan Africa 
1'11111 ipal Inn·stigatOl. ( ;mlg" s 1\.,.r~lIl1. IRIS 
Slallls: proposal a,'cep'ed SlIlIIIlIer 1997 

MACROECONOMIC STABILIZATION 

Tax Policy in Sub-Saharan Africa: 
The Role of Excise Taxes: 
Madagascar and Tanzania 
1'1 illcipal hwcstigalor: Jonat han 
Haughton. I-IIID 
Slallls: firsl draft expecled slimmer 1997 

Enhancing Transparency in Tax 
Administration: Madagascar and 
Tanzania 
Principallnwstigator: (.Jivc Gray. I-IIID 
Slallls: firsl drafl expecled slimmer 1997 

Improving the Framework for 
Monetary Programming: Tanzania 
and Zambia 
Principal Invcstigator: Clivc Gray. Hlln 
Slallls: proposal accepted fa111996 

Restarting and Sustaining Growth 
in Africa 
Principallnvcstigator: Malcom 
McPhcrson. 1-1110 
Slatlls: proposal accepled slimmer 1997 

FINANCIAL MARKETS 

Financial Intermediation for the 
Poor: Senegal and South Africa 
I'rindpal Investigator: Eric Ndson. nAI 
Slallls: proposal accepled willier 1996-97 

The Impact of Financial Sector 
Reform on Bank Efficiency and 
Financial Deepening for Savings 
Mobilization: Ghana 
PI incipal Im't'sligator: Sam ZiOl klui. 
Howard lI nhcl sitv 
Slallls: firsl drafl expected . ."mme,' 1997 

Development of Capital Markets 
Principal hwcsligatOl : Salll Ziorkilli, 
Howard l nivcrsity 
Slallls: filial proposal e,\pecled slimmer 1997 

LABOR MARKETS 

Growth of Productivity and 
Employment in South Africa 
I'tindpallm'cstigator:.J. Din'k Stryker. AI RD 
Slalll,~: firsl drafl expected ,mmmer 1997 

Guide to Participating Research Organizations 

AIRD: Associatfs for International 
Resources and Development, 

Cambridge, MA, USA 

CEE: Centrf dEtude Economique, 
Antananario, NIadagascm-

CEPA: Cp"nter for Policy Analysis, 
Accra, Ghana 

CREFA-LAVAL: Centre de 
Recherche en J!,'conomie et Finance 

AjJPliquees, Universite Laval 

DAI: Development Altp"rnatives. 
Inc., Bfthesda, MD, USA 

EPRC: Economic Policy Research 

Center, KamtJala, Uganda 

ERB: Economic Research Bureau, 

University oIDar es Salaam, Tanza11ia 

HUD: Harvard Institutf for 

International Development, Cambridge, 
MA , USA 

IBI: International Busine~s Initiatives, 

Arlington, VA, USA 

IRIS: Institutional Reform and the 
Informal Sector, Univffsity of Maryland, 
College Park, NID, USA 

UDSM/ED: University of Dar es 
Salaam Economics Department, 
Tanzania 
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Legal, Regulatory, and Judicial 
Reforms and Governance 

Last year, the economies of Sub· 

Saharan Africa grew by 4.4 percent 

- the fastest rate in 20 years and 

no longer appreciably lower than 

the growth rates of other poor and 

middle·income countries around 

the world. Yet, the legal, regulatory, 

and judicial (LRJ) framework and 

infrastructure in these countries 

are proving to be inadequate, 

hampering the flow of information 

and raising the costs of economic 

transactions. Below is a description 

of two studies of the role of the 

LRJ environment being undertaken 

by EAGER's Public Strategies for 

Growth and Equity component. 

The Cost of Doing 
Business: The LRJ 
Environment in 
Ghana, Madagasca~ 
and Tanzania 

The market-oriented reforms uncler
taken in Ghana, Madagascar, and 
Tanzania hm'e not led to the expected 
improvements in general economic 
growth, and an EAGERj PSGE research 
team is examining why. The team com
prises researchers from the University 
of Maryland's program on Institutional 
Reform and the Informal Sector (IRIS), 
Mayatech Corporation, and Associates 
for International Resources and 
Development (AIRD). The researchers 
will focus on the role of three factors in 
promoting or inhibiting growth: 

• Contract Enforcement: Impartial 
contract enforcement, overseen by 
an independent judiciary, provides a 
critical incentive for firms to enter into 
complex commercial agreements. 
Appropriate enforcement procedures 
enhance the predictability of the 
system by restraining opportunism 
among contracting parties and 
diminishing the arbitrary influence 
of elites. This reduces the costs and 
increases the benefits of commercial 
exchange. It also allows small and 
medium-size enterprises to participate 
more fully in the economy. 

• Labor and Capital Market Laws and 
Regulations: Well-designed laws and 
regulations governing the markets for 
labor and capital can enhance growth 
and equity by changing the costs and 
incentives for businesses. Existing 
labor codes in many Sub-Saharan 
African countries limit the ability of 
firms to fire full-time employees. 
Consequently, firms rely on short-term 
task workers, whom they are unwilling 

to train. Lowering the costs of capital 
and increasing firms' access to alterna
tive financing mechanisms can help 
improve their ability to invest and 
expand. Improving the access to capi
tal of small and medium-size enterpris
es also can enhance equity. In many 
Sub-Saharan countries, firms can only 
gain financing by mortgaging real prop
erty (for which they have a registered 
title document), which severely 
restricts their ability to borrow. 

• Bureaucratic Constraints on Private 
Sector Development: In many coun
tries, firms in the private sector oper
ate under LRJ systems that are slow, 
costly, uncertain, and inadequate. As a 
result, many firms find informal ways 
to conduct business. While such infor
mal arrangements may be adequate at 
modest levels of economic activity, 
they become more costly to the firms 
and to society as a whole as the pace 
of economic activity increases. 

Each of the three research institutions 
involved in this study will focus in depth 
on one of three topics listed above and 
will work primarily in one of the thrce 
study countries (although not to the 
exclusion of the other two). This 
approach will allow the rescarch team to 
makc cross-country comparisons while 
taking into account the priorities of thc 
policymakers in each country. 

Contract Enforcement 
in Tanzania 
IRIS will study the impact of ('(mnal 
legal institutions on contract enforce
ment, primarily in Tanzania. Th(' 
research team, led by Patrick Meagher 
and Satu K.'ihkonen, will address thc fol
lowing questions: 

• What are salient characteristics of 
business transactions in the specific 
sectors under study? 

• What modes of contracting and con
tract enforcement are used? 

• What aspects of the legal system 
facilitate or obstruct contracting? 

• What are the relationships among 
legal institutions, contracting prac
tices, and the nature of business 
transactions? 

• How can reform in these areas help to 
promote private sector growth? 
The researchcrs will consider how to 

enhancc busim:ss activity by I'donning key 
aspecL~ of the system, including: contmel 
law; systems lor adjudication, ,1I'bitration, 
dispule resolution, and civil procedure; 
pmpeny and lien registralion; credit 
I't:porling; insurance; and consumcr infor
mation, 
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Labor and Capital Markets 
in Madagascar . . 
J. Oin'k Stryker will SCI ve as ('nnnp," 
Investiga tOi for AIRD\ slIIdy of the hl\\s 
anel leglllatiolls Ihat goverll labor and 
<.apital markels al fCll the pI O~P('lIS li ll 
gU)\"t h. The reseal cit tealll will 1m liS 
Oil M,\elagas( ar allel will examille: 

• How do labor regulations affect firms? 
How do the effects differ among 
firms? 

• What are the constraints on firms' 
ability to raise capital and obtain 
financing through bank credit, borrow
ing from overseas, issuing stocks 
and bonds, and other formal means? 

• Which aspects of the current system 
present the greatest obstacles to 
firms' expansion? 

The t('am will assess til\' promise of slIfh 
reforllls as l'nhanring the appropriabili
ty of pI opert)' us('d a). loan c~lIateral, 
including illvclltory and rec('I\'ablcs as 
well a~ I ('al pi openy, alld allowing for 
chaw'l mortgagc). and the repossession 
of property ill cas(' of delinquellcy. 

Bureaucratic Constraints 
in Ghana 
Fred Boaelll 01 Mayatech Corporation 
will lead a study of how bureaucratic 
('on511 aillts inhibit private sector devel
opmellt, primarily in Ghana. I lis team 
will explore: 

• From what sources can small and 
medium-size firms obtain medium
and long-term lending and credit 
insurance? What are the costs associ
ated with each source? What is the 
impact on the behavior of the firm? 

• How do the systems used to provide 
credit to small and medium-size firms 
compare with the bank and non-bank 
financing that is available to large 
firms? 

• How have the courts influenced the 
relationship between labor and man
agement? 

• How are rules and regulations affect
ing trade, insurance, and the labor 
market promulgated and implement
ed? What costs are associated with 
these bureaucratic procedures? 

The team will consiel('r the appropriat('
ness of eleregulating labor markets to 
some <k'grce, parliculm Iy in the area of 
hiring and firing, and of unelertaking 
reforms designed to promote on-thejob 
training, 

ISSUE 2 

The Impact of Financial 
Sector Reform in Ghana 
on Bank Efficiency 

Commercial banks play an important 
role in mobililing savillgs amI allo<.atillg 
credit to the privatc sector, particularly 
in developing countries where capital 
markets arc not well-develop(,d, 
Il owever, the banking sectors of many 
de\'e1oping cOllntrie~ have been subj('ct 
to excessh'e government reglliation alld 
market intervention and, as a result, 
have grown inefficient and fragm(,nted. 
They are often ch;1I acterized by high 
oper;lling cosL~, inl1ated profiL~, hllge 
lion-performing loan por tfolios, inaele
<]uate capitalization and reserves, 
and insolvency. 

In th(' early 1980s, the government 
o f' Ghana emharked on a comprclH'n
sive economic r(,covery program that 
targeted the problems of the financial 
sector, The program was implemented 
in collaboration with the World Bank 
and the International Monetary Fund 
and was known as the Financial 
Institlltions' Sector A<liustment Program 
(FINSAP), The impact of the program 
has be('n broad amI significant, but the 
financial sector has performed poorly in 
th(' wak(' of the reforms. Policymakers 
and other stakeholders in Ghana con
sider it a priority to determine why. 

An EAGER/ PSGE research team 
will assess th(' impact of the ref 01 ms on 
banks' operations and efficiency and, in 
particular, on their ability to mobilizt> 

9 

~,\Vings and alIo< ate l'I eelit to the plivat<' 
sector. T he stlldy team of eighl senior 
researchcl s will he 1('<1 by S,lIn Q. 
L:iorkilli of Howard Unive rsity, BeGnL~(' 

Chana has been a pioneer in Sub ... 
Sah,1I an Africa in ~trll( IIlral ;u!ju~tlllelll 
and financial S(' ctOi reform, the r('.mlts 
of this study may be important for otht'l 
cOlmtri('s that fan' ~imil;1I prohll'lIIs. 
rhe study, just getting undel way, will 
address the following questions, alllong 
othl'rs: 

• What are the main constraints to 
banking efficiency in Ghana? 

• How did the reforms affect banking 
efficiency, savings, and growth? 

• How did the commercial banks react 
to the financial sector reforms, 
especially the removal of ceilings on 
deposit and lending rates? Had the 
ceilings been effective when they 
were in place? 

• Did commercial banks increase the 
share of credit (loans) allocated to 
the private sector? 

• How do banks control their risk of 
exposure to foreign exchange rate 
volatility? 

• What changes have been made in the 
regulation and supervision of banks? 
How will these changes promote 
banking efficiency, public confidence, 
savings mobilization, and the alloca
tion of credit to the private sector? 

The r('search will indude int(,rviews 
with bank managers and staff memhers, 
hank reglliators and examinl'l's, and 
commercial bank d('po~itors and bor
rowers. The researchers also will con
struct a comparative index of bank 
cI flci ency and periormancl', 



Policy Workshop in Ghana 

Em bo(l ies EAGER's 
InteractIve Approach 
For a copy of the published 

proceedings of the February 

workshop in Accra, contact 

Annette Sheckler at BHM 

International (telephone: 

301-565-2205, ext. 113; 

fax: 301-565-4384; e-mail: 

Shecklera@aol.com). 

EAGER held its third semi-annual work
shop in Accra, Ghana, on February 3-8, 
1997. Hosted by the Ghanaian Centre 
for Policy Analysis (CEPA), the work
shop brought together more than 100 
researchers, policymakers, and business 
leaders from nine Sub-Saharan African 
countries and the United States. The 
participants engaged in a lively discus
sion about how EAGER research activi
ties can better promote and support the 
design and implementation of effective 
policy reform in Sub-Saharan Africa. 
The participants reviewed the prelimi
nary results of current EAGER research, 
discussed proposals for future studies, 
and discussed some of the broad issues 
that affect growth and development in 
the region. 

These semi-annual workshops pro
vide an opportunity for African policy
makers to take an active intellectual role 
in guiding EAGER's research and policy 
focus. At previous workshops in Bamako 
(Mali) and Kampala (Uganda), the poli
cymakers offered guidance for the 

design of proposed research projects. 
Now, as some of the early research is 
nearing completion, they are providing 
practical, policy-oriented feedback on 
the results of the initial fieldwork. The 
policymakers push the researchers to 
test their results and to find politically 
acceptable and economically viable 
avenues for spurring development. As a 
result, the researchers have taken into 
account the potential impact of and 
interactions among economic actors 
that might otherwise have been over
looked. 

The Vice Presiden t of Ghana, John 
Evans Atta Mills, welcomed participants 
on the first day of formal meetings. He 
stressed the critical importance of issues 
to be addressed - notably trade and its 
ability to create new economic opportu
nities - for the economic success of 
African countries. He called upon the 
participants to stimulate trade by 
addressing the problems that impede it. 
He emphasized that the soundness of 
trade policies depends on the depth of 
the research on which they are based, 
and he challenged the participanL~ to 
attempt to foresee and address potential 
obstacles to effective policy reform 
before specific policies are implement
ed. (See the full text of the Vice 
President's remarks below.) 

The workshop participants took up 
this challenge, offering a rich mix of 
theory, research, and practical policy 
reform experience. In particular, they 
helped focus and improve proposals for 
future research, suggested ways to over
come methodological and practical 
obstacles to conducting the research, 
and raised important considerations for 
implementing policies that spring from 
the research. 

The EAGER Research Agenda 
Dnring the firs t day of formal meetings, 
the work~hop participants reviewed the 
broad research strategies of the two 
components of EAGFR: Trade Regimes 
and Growth (EAGER/ Trade) and 
Public Strategies for Promoting Growth 
and Equit), (F.AGER/ PSGE). (See 
"Update on EAGER Research.") 

J. Din.k Stryker, of Associates 
for International Resources and 
Development (AIRD) and Chief of 
Party of EAGER/ Trade, summarized the 
preliminary findings of several studies 
nearing completion by EAGER/ Trade. 
EAGER/ Trade covers five research 
themes: 

• Barriers to Cross-Border Trade 
• Effects on Trade of Monetary, Fiscal, 

and Exchange Rate Policy 
• Regional Integration in East and 

Southern Africa 
• New Opportunities for African Trade 

and Investment 
• Challenges to Trade 

Clive Gray, of the Harvard Institute 
for International Development (HIID) 
and Chief of Party for EAGER/ PSGE, 
outlined the studies now being imple
mented under the EAGER/ PSGE 
component, which fall under four 
main categories: 

• Legal, Regulatory, and Judicial 
Reforms and Governance 

• Macroeconomic Stabilization 
• Financial Markets 
• Labor Markets 

An afternoon plenary session 
focused on two multi-country EAGER 
studies. EAGER/ PSGE presented the 
broad outlines of a study on "Restarting 
and Sustaining Growth and 
Development in Africa," which will 
explore why structural adjustment has 
not consistently led to improved eco
nomic growth . The study will focus on 
the factors that influence the success of 
the policy reform process. "New 
Opportunities for Trade and 
Investment," a study being implemented 
by EAGER/ Trade, is exploring how 
Africa can carve out an active role in 
the globalized international trading sys
tem, which centers around commerce in 
labor-intensive, high-tech goods and ser
vices, particularly given its continued 
reliance on trade in primary produCL~. 

Individual country studies proposed 
or currently underway were discussed in 
parallel sessions on the second day of 
formal meetings. The country studies 
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were grouped for discussion under 
categories that echoed the broad 
research themes of the two EAGER 
components. 

The research teams also exchanged 
insights on methodological and practi
cal research issues. Topics included two 
different methods fOl measuring com
parative advantage and competitiveness, 
strategies for increasing the participa
tion of the private sector in EAGER 
research, approaches to econometric 
modeling, and collecting and using of 
qualitative <lnd quantitative data. These 
discussions indicated that, methodologi
cally, the research is generally on the 
right track. However, they also suggested 
that more can be done to bring the 
private sector more centrally into the 
policy dialogue. 

The Interactive Approach 
EAGER seeks to promote an interactive 
approach to policymaking by spurring 
and sustaining an ongoing dialogue 
among those who design, implement, 
and are affected by policy reform. 
EAGER's semi-annual workshops in 
Africa are one means of doing this. 
EAGER will also use the Internet to pro
mote more continuous and spontaneous 
conversations among a broader network 
of researchers, policymakers, and busi
ness people and to widely disseminate 
the results of EAGER's work. Research 
teams also work throughout their pro
jects with Advisory Committees that 
comprise high-level policymakers from 
both the public alld the private sectors. 
The Accra workshop, and its aftermath, 
was an excellent example of how this 
interactive approach can function. 
Within six week~ after the workshop, 
the proceedings were distributed to 
participants. These ensured continued 
discussion of the themes of the work
shop and the research upon which it 
focused. This discussion - much of 
which took place via e-mail - resulted 
in modifications to I'esearch proposals 
and incorporation of comments and 
suggestions into the research plans. As 
a result, the research was made to apply 
more directly to policymakers' needs. 

ISSUE 2 

We 
to the Workshop Participants 
by Professor John Evans Atta Mills, Vice President of Ghana 

I extt'nd my wannest wel( ollie to all participants who are visiting 
Ghana for the first time and also expre~s Illy personal pleasure at 
this OppOl'tullity to meet and interact with you, especially on the 
important topic 01 "Trade, GJOwth an~ Equit~ ill ~ub-Saharan 
Africa: An Interacth'(' Approach to PohC}lllakmg. 

Trade, if handled effectively, opens up new m.lrkets, creating 
more job opportunities and fueling the growth of tl~t· ('conomy. 
Sound trade policies will d('pend upon the depth 01 research 
that has gone into their pi eparation. Milch too oftell, however, 
our programs suffer bel ausI' we rmh into the implementation 
stage and only start thinking of solving problems when we COllll' 
up against them. This is why we too ~)ften heal' of "b~ckward inte
gration," when what we really mean IS that we are tryll1g to 
resolve problems that we should have foreseen. 

You must therefore be t ongratulated not only on the rele
vance of your topic but on the rationale behind the workshop
to bl ing together policymakers, husiness leaders, and researchers 
to sec how best to make economic and social research relevant to 
policy formulation and how best to make practical use of the 
research in solving pressing economic and social problt'ms. 

I understand that YOll will also discllss issues concerning the 
effects on trade of monetary, fiscal, and exchange rate policy and 
of industrial competitiveness in domestic, regional, and world mar
kets. The practical tone of these aims is of crucial interes~ to any 
government that, like the government of C:hana, has set Itself the 
target of making the private sector the engme of growth and that 
is set to reap the practical fruiL~ of economic reform programs. . 

If research is not tailored to meet specific needs, it will be 01 
little use to our industrial and commercial communities. Many 
research findings have gathered dust on bookshelves in offices 
and Iibrari('s, becau~e [they are] overly a('ademic and theOl'eti
caL .. Fortunately for our counll'ics and our business communi
ties, you have realized this and are here t~ lind sO.IUlic:>ns. 

Let mc take the example of the CounCil for Snenufic and 
Industrial Research to better illustrate this point. The Council 
noticed that it was not getting the support it needed for its 
research activities. It therefore ... took contracts to engage in spe
cilic and tailored resean.h to tit particular purposes. I under
stand that it has found [this] so rewarding that it has decided to 
commercialize on a large scale its research and development 
activities. [In fact], an act has been passed by Parliament to give 
teeth to this policy by reviewing the mandate of the Council. This 
way, research institutions can complement government's efforts 
to accelerate economic growth. 

A m;~or concern of Ghana's development plOgram h:\5 h(,l'n 
to provide adequate infrastructure to accelerate economic . 
growth. One of the pillars of th~s policy.has I~eel~ the extension 
of electricitv nationwide. One anll of thiS policy IS to open up the 
country for' industrialization and improved commerce. You can 
assist in this exercise by paying attention to the needs of rmal 
communities in your research programs and by making available 
to rural industries and markets your I esearch findings. I submit 
that there will be no better opportunity than this forum for you 
to lay down the mechanisms for such future cooperation and 
integral ion for rural development. I urge you to place such an 
item on your agenda, if it is not alt cady there. . . . 

I believe one of the way~ you can make a worthwlnle nnpa< t III 
this regard is to make rcsean h findings affordahle to small-scale 

C0N11NUED ON PAGE 12 
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w 
to the Workshop Participants 

.:ROl\II'AGE II 

hll~in essl's .. .. Rill al hll~in e s~('s do 1101 

II(Td sophi~lil . lI l' d and expensh e 
p roLesses. Qllil t" ollt'n, simple hilI <".lIi
denl proce~~es alt· all Ih.1I al (. 1t'l)lIl1 cel. 
For ex,lInpll' . Oll t" of Ihe pi ohll'llls for 
ollr rllral fallll t'l"s is impropcl slol agl' of 
theil farm prodll((', which Il'ad~ 10 IIII ,\(
{"{'ptablc levels of )lost.hat "('sl I().~s(' s . 
hd'o\"(' the pl()(hl«' (an he ,old III V"", 

OilS markets. T Ill' ~ollttion~ Illust Il(' 
.. ("fOJ dable and at u',~ihk if Ihe), arc \0 

hav(' any p n u lin ll efTccl. 
I wOllld al~o like to I"('("olllmenrlthal 

,,(, find ways and means of hringing the 
('ost of I es('arch down to manag(,able 
leve ls. One wa) we can do Ihis is 10 rei) 
mOlT on local (onsllltanl ~ and 
I ('searclH'rs than on forl'ign ones. Wc 
need to make ItS(' of the taknts and 
skills in 0111' tCI tim'Y institlltions and 
other professional hodi('s ratlH'r than 
resorting 10 o\'('J"scas personnel at evc I 
oppOJ tunit y, r which I is discouraging 
L to] (;hanaian r('scard\('rs and conslll
lants. T his reslllt .~ in very Iwavy bills ("OJ 

management and lec hnical .'en'ice fl' e~ 
to outside COlli panics, which the ( Olln-
LJ y cOllld save if we re IiNI more on 011 r 
local potenli.tl. In addition \0 ~'lVing ".S 
several thollsand dollars ever ' year, thiS 
will also encourage ollr local reseal chers 
and consllltants 10 devole more time to 
research. It will also bllild lip ollr pool 
of consllltant~ and research personnd, 
which can then he more readil) tapp(·el. 
The A~sociation of Ghalmian 
Consllltants ancl similar bodies a rc no 
dOllbt flllly awal c of thb. 

At the sallle time, I alii aware Ihal Ihe 
usc of fore ign consultants is often a con
dition writtcn into aid and loan agree
mcnts. It is a positive sign that more 
donor countr ies and agencies have 
come 10 recognize th(' capabilitie~ of 
ollr local consultants, and we shollld all 
pJ'('s.~ for great(' r recognition of thi~ 
)1001 of expe rtise . We should also gwe 
more sllpport 10 Ihe crea tion of sub .. 
regional and regional specialized cen .. 
tcrs of exccllcnce, which can provide 
st~n'ic<'s beyond our national borders. 

I hope these deli bel ations arc vcry 
slIccessful and beneficial, and I assure 
YOII tha I the gOVl'J'Ill11ent of ehana is 
keenly interesled in the olllcol11e of 
your discllssions. The vision of thc gov
ernment i~ to placc this cOlin try solidly 
among thc middlt'·incollle-kvel nations 
b), 2020. \CJu h,we ,\ part to play in this, 
and I am l onfidenl that you will not let 
Gh,II\,\ and 0111 continent down! 

EAGER 

.S. Age ncy for Intel n,ltional 
Development 
Yoon Lee 
Project Manager 
AFR/ SD/ SA (Room 2744 NS) 
Washington, DC 20523 .. 0089 USA 
Phone 202847.8737 
Fax 202647.2993 
E-mail ylee@maid.gov 

!J'rad R6gimes and Growth 
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J. Dirck Stryker 
Chief of Party 
Associates for International 
Resources and Development (AIRD) 
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EAGER Project Administrator 
Harvard Institute for International 
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Fax 617 496.0527 
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Fax 301 565 .4384 
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Over the past two decades, Africa has 
been burdened by sluggish, often negative, 
economic growth, resulting in reduced 
welfare for most of the population. 
Although the growth rates have recently 
improved, the variety of structural adjust
ment programs that have been put in 
place still have not yielded politically 
acceptable rates of growth or development. 

EAGER's Public Strategies for 
Promoting Growth and Equity component 
(EAGER/ PSGE) has launched a compre
hensive research effort on "Restarting and 
Sustaining Growth and Development in 
Mrica." A group of EAGER/ PSGE con
sortium members and collaborating 
Mrican research institutions will be imple
menting the research, with the Harvard 
Institute for International Development 
(HIID) taking the lead. The initiative is 
designed to highlight the key obstacles to 
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EAGER- Equity .md Growth 
through Economic R('s('arch-i~ a six
year activity (Hm:-\- 199~» sponsored hy 
the U.S. Age-nLy lor International 
De-velopme-nt, Bureau for Aflira, Ollke 
of Sustainabk Dcvelopmcnt, Strategic 
Analysis Division . 

EAGER supports t'cOIlOmi<' and sO( ial 
s( ience policy analysis in Sub-Saharan 
Africa. Its prim'lry goal is to incrcase the 
availability and usc of analytical rese-drch 
hy decision-maI...crs in hoth the public 
and private sectors in order to promote 
the adoption and implementation of 
policy reforms that foster rapid, equi
table, and sustainable growth. Two kcy 
constraints inhibit the- implementation 
of policy reforms: Iimite-d capacity for 
analysis, and insufficient economic 
improvement resulting from the analysis. 
EAGER research will help expand indige
nous capacity to undertake policy analy
sis, and improve the positive impact of 
that analysis on economic performance. 

EAGER ensures the involvement of 
all interested partit's by adhering to two 
ba~ic principles. First, American and 
African analysts and institutional repre
sentatives work side-by-side on collabora
tive investigative teams. Second, stake
holders and decision-makers are involved 
in the selection, design, implementation, 
and dissemination of EAGER research. 

EAGER research activities comprise 
two components: 
• Public Strategies for Promoting 

Growth and Equity (EAGERIPSGE). 
implemented by the Harvard Institute 
for International Development (HIID) 

• Trade Regimes and Growth 
(EAGERlTrade), Implemented 
by Associates for International 
Resources and Development (AIRD) 
EAGEReport is published as part 

of EAGER's program of communication 
and dissemination implemented by 
BHM International. This newsletter 
provides periodic updates on EAGER's 
findings, lessons, research agenda, and 
policy-related resuIL~ . Published in 
English and French, EAGEReport 
may be quoted or reproduced, with 
proper credit. 

Regular contributors to EAGEReport 
include the EAGER teams at USAlD, 
HIID, and AIRD, as well as Linda Gritlin 
Kean (who setvt:s as Managing Editor), 
Sytske Braat-Campbell (Abt Associates), 
and consultants to Abt Associate~ Don 
Jackson, Linda Klinger, and Catherine 
Utz (who translated this issue into 
French). KINETIK Communication 
Graphics Inc. designs and produces 
both the English and French editions. 
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acceler.llecI growth and to suggest policy 
deparlllre~ for achieving broad-based 
development. Using both cross-country 
reseanh and country-based analysis, the 

study will explore why economic reform 
programs in many countries have not 

been sustained. 
Scholars from different disciplines 

and vanous backgrounds and from both 
Africa and the West have consulted to 
formulate objectives, specif}' tasks, desig
nate individual researchers or groups of 
researchers, and create a schedule of 
milestones. The result will be a set of 

initiatives dl"signed to restart and, more 
importantly, sustain growth and develop
ment in Africa. 

The study is predicated on the exis
tence of linkages between growth (sus
tained increases in real output per capi
t.l) and development (general improve
ments in welfare). Comparisons of 
growth ratcs and development among 
different countnes invariahly cite three 
factors that contribute significant.ly In 

po~itive n.!~ults: 

• capable macroeconomic management, 

with "macroeconomic management" 

defined as policy or administrative 

actions or decisions that avoid such 

fiscal traps as deficit financing, over

reliance on debt, and other actions 

that lead to rampant inflation. 

• effective institutions, with "institutions" 

referring to political groups and govern

ment bodies, from cabinet ministries to 

smaller bureaucratic agencies, that 

improve the performance of public 

bureaucracies, enhance the implemen

tation of constructive policies and, in 

general, foster good governance. 
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• strategies that enhance competitiveness 

and productivity, with "strategies" refer

ring to efforts by foreign and domestic 

producers to raise productivity, create 

jobs, increase the level of output, and 

promote international competitiveness. 

Fulfilling the Promise of Reform 

Africa's economic plight ha~ prompted 
massive responses on a global level and 
by individual African countrie~. inter
national tinancial institlltions and bilat
eral donors have launched initiatives 
such as progral1l lending, balance-of
paymenL~ mpport, sectoral rehabilita
t.ion, multilateral investment gual ant(·(· ~, 

and accderated debt redllction. Tht:} 
also have SUppOI ted intemive resedrch 
on Africa. Sc()re~ of coniCrences, semi

nal s. and worhhnps have sought ~olu
tioJ1~ [or Africa's economic problem~. 
Nonetheless. lillIe of the .. dOl m agellda 
thal gre" out of these acthilies h.l~ been 
implelTlcnted in a smtained manner. 

Many researchers ,omider the pri
maI') cause of failure to be we.lknesses 
within gO\crnments, including a lack of 
commitment to reform, political agen
das that focus on short-term goals, and 
weak local institutions. in some cases, 
the government officials overseeing 
reform effort~ have favored opportunis-
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tic routes to economic stability over 
more prudent albeit slower-acting 
choices involving production, enter
prise, and innovation. 

Policy reforms raise numerous politi
cal issues, including the role of indepen

dent central banks, sequencing, and 
social costs of adjustment. But the first 
priority of policymakers should be to 
ensure that reforms, once in place, are 
smtained. This is the key to promoting 
IOllg-tenn econol1lic growth, which in 
turn, fosters equity and reduces pO\'ert)'. 

The Focus of the Research 

~t'lIio .. researchers in five cOllnLrics
Kenp, Seneg,ll, Tanl.ania, Uganda, and 
Zambia-have expressed interest ill the 
nell' stud) on restarting and sustaining 
gl owth. An eco nolJ1isl 10m the 
EAGER PSGE comolliullI ,,"ill liaise 
with "aeh natillnal tedm. If lhe deba!( ' I~ 
to reach top poliL\ making t ircles, 
prominent offiCIals and scholars must 
be imoh cd in each countr). An carly 
task for ea,h team, therefore, is to enhst 
the interest and ~upport of appropriate 
local decision-makers. 

A seminar will be held in each coun

tl')' to seek a consenslls on the principal 
directions for research. Following com
pletion of the countl')' and thematic 

CONTINUED ON PAGE 4-
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reports, a multinational workshop wIll 
dIstill key medsure:. (01 sustauung 
leform and promoting growth and 
development. Report~ will be dIstrib
uted as EAGER diSCUSSion papers and 
will comprise chapters in the proJect's 
final report. 

Each country study will cover fi\e 
major topics: 
• Principal elements of policy reform and 

the extent of implementation 

• How foreign investors and local entre

preneurs have modified their behavior in 

response to reforms, based on their per

ceptions of resulting improvements or 

problems in the business environment 

• Policymakers' perceptions of the reform 

implementation process and its out

come and of the response from foreign 

investors and local business 

• Measures necessary to complete each 

reform program and launch the country 

into rapid growth and sustained reform 

• Obstacles to implementing these mea

sures and means of overcoming them. 

In addition, the research teams will 
analyze perceptions of political leaders, 
technical specialists, and major stake
holders regarding their country's growth 
aspirations and the initiatives that gov
ernment (and others) must undertake to 
realize them. This will include attitudes 
toward the following issues: 

• The external sector, notably the foreign 

exchange rate, openness to trade, and 

the need for exports to grow more 

rapidly than GOP 

• The financial system, including the link 

between fiscal imbalance and inflation 

and the question of whether any system 

based on state-run banks can escape 

bankruptcy 

• Regulation and its impact on local 

investors who seek export outlets 

• The status of privatization, its evolution, 

and the expectations for success 

• Channels of communication between 

business and government 

• Policymakers and the effectiveness of 

the policy dialogue. 

The People Behind the Project 

The coordinator of the new study is 
Malcolm McPherson (HIID) , 
EAGER/PSGE's senior adviser. He is 
supported by a team of senior research 
advisors at HIID, includmgJeffrey 
Sachs, David Bloom, and Robert Bates. 

James Duesenberry (HIID) is leading 
the macroeconomic management effort, 
one of the study's cross-cutting themes. 
This work will include studies on the 
role of financial reform in sustained 
growth and development, by Lisa Cook 
of HIID; improving fiscal, debt, and 
reserve management, by Duesenberry 

and McPherson; and ending aid depen
dence in Africa, by McPherson and 
Tomoko Noda of Harvard'sJohn F. 
Kenncd) School of Governmt'nt. 

Arthur Goldsmith, a visiting scholar 
at HIID, is leading the work on institu
tions and politics. This will include 
studies of the political economy of sus
tained I eform, b Deborah Brautigam 
of American niversit)'; the role of 
leadership in improving policy coordi
nation, by Derick Bdnkerhoff of Abt 
Associates; and institutional dimensions 
of sustained reform, by Goldsmith. 

McPherson is taking the lead on the 
work on enhancing productivity, with 
support from HIID's Peter Timmer, 
Jeffrey Vincent, and Sydney Rosen. This 
effort will emphasize the rural-urban 
nexus and ways to enhance global com
petitiveness. The team will also explore 
ways to enhance labor productivity and 
the impediments to sustained growth 
and development caused by mismanage
ment of public resources. 

Duesenberry, Goldsmith, and 
McPherson are collaborating on a broad 
overview of slow growth in Africa and its 
causes. Rachel McCulloch of Brandeis 
University and HIID will support this 
effort. "Promoting and Sustaining Trade 
and Exchange Reform in Africa," a relat
ed EAGER/Trade project undertaken by 
HIID, will contdbute to the new study, in 
particular by looking at weak institutions 
and inadequate microeconomic incen
tives that discourage foreign investors 
and domestic producers from raising 
productivity and creating jobs. 

The composition of most of the 
country teams is still being finalized. In 
Senegal, the work has been subcontract
ed to the Centre de Recherche en 
Economie Appliquee (CREA) of the 
University Cheikh Anta Diop, in Dakar. 
Leading the effort will be CREA direc
tor Abdoulaye Diagne. The main sub
contracting agency in Kenya is Mwaniki 
Associates & Agriconsult, Ltd., led by its 
managing director, Ngure Mwaniki. 
Researchers from Kenya's Institute for 
Policy Analysis and Research (IPAR) 
also will participate. 
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By 2020, ehana t'misions joining the 
ranks of middlt'-income countrics, with 
commensutatf' improvt'tttent.~ in living 
standards for the Ghanaian people . 
Although ehana has sustaincd growth 
rates of !1 p('Hcnt per )ear since it 
began a sweeping program of structural 
ac!justment in 19R3, per capita incollw 
in this c'ollntry of 17 million people 
averages only $41 () per year. Bold new 
initiatives are reqllit ed if Ghana is to 

acct'lemte annual growth to 7 percettt
the level required to fulfill tht'ir vision. 

USAID SlIpports (;hanaian efforts 
by ptttsuing a strategic objective of 
"increased private sector growth," which 
is intended to incre'L~t· tht' productive 
capacity of private enterprises and 
develop more ellident, lower-('(}st 
marketing systems. 

A ct itical prerequisite of this eco
nomic growth program is improving the 
policy and regulatory environment in 
Ghana. Complementary efforts will 
focus on improving financial intermedi
ation ; increasing the management 
capacity of producers and marketing 
enterprises; expanding usc of improved 
technologies; increasing access to mar
ket information; and improving infra
structure. 

USAID assistance will also strengthen 
private enterprises, which in Ghana are 
primarily rural mie'roenterprises, with 
nearly a third headed by women. 

EA G E R e!J&UE 3/4 

USAIO's successful Trade and 
Invt'stment Program has supported 
('cottomie' policy rdot ms for five years 
and yidded important insighl~: 
• USAID's contribution to improving poli

cies to benefit Ghanaian people can be 

significant. Policy reforms undertaken in 

recent years, including removal of for

eign exchange controls and streamlining 

procedures for exports, led to increases 

in nontraditional exports from $68 mil

lion in 1992 to $227 million in 1996, and 

created approximately 60,000 new jobs.' 

• Bilateral policy reform programs aimed 

at specific economic sectors must also 

support the larger, macroeconomic pic

ture. Had inflation been lower and pri

vate sector confidence greater, it is like

ly that the impact of USAID assistance 

on trade and investment in Ghana would 

have been even greater. USAID's contri

butions can complement those of other 

development partners, notably the Inter

national Monetary Fund and the World 

Bank. USAID often has a comparative 

advantage in fostering public-private dia

logue and consensus and providing 

expert assistance in both the develop

ment and implementation of policy 

changes. 

• Because policies in Ghana are being 

made in a more participatory manner, 

the process of policy change is becom

ing increasingly complex. Ghana has 

just completed a round of peaceful, 

transparent, and democratic elections 

5 

for the presidency and parliament. With 

increased debate in parliament, the 

flourishing of independent think tanks 

and advocacy groups, and an increas

ingly open media, broader ownership 

of policy changes is both desirable 

and achievable. 

t SAID continues to play an actiV(' 
rol(' in encouraging well-in((mllcd and 
participatory decision-making. In June, 
the organization supported a conler
ence t'ntitlerl, "Gh.lIla: Reaching tht' 
Next Level Through Global Compe
tition-A Public/ Private Partnership." 
Held in North Carolina, the con Ie-renee 
brought together government and pri
v,tte sector leaders from Ghana and 
leading intemational policy analysts and 
investment advisors. It culminated in a 
cOlllmitment to revitalile the policy 
dialogue .lIld cement public-private 
collaboration to move Ghana's economy 
forward. As a next step in this effort, 
Ghanaian entrepreneurs and policymak
ers will hold a national economic sum
mit to outline concrete actions to revi
talile the Ghanaian economy. 

EAGER's Value-Added 
EAGER provides Ghana and the USAID 
mission in Accra with excellent opportu
nities to bring critical knowledge and 
analysis into the ongoing policy debate. 
Eight approved EAGER proposals
representing nearly $1 million-will 
focus U.S. and Ghanaian expertise on 

CONTINUED ON PAGE 6 
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key policy iS~lIes. Re~('arch oversight 
cOlllllliltees haV(' heen fonnf'd . and top 
government o/lkials and I('alling acadt'
lIlicians in t;hana hme taken an active 
interest in EAGER's work. 

The most urgent policy iSSII('s in 
Ghana involVt' stabili7ing the economy 
and exchangf' ratl'S, improving fis('al 
management, ancl ('on trolling inflation . 
lil rt'More and maintain marr()('conOIll
k balanct', EAGER .mpports tht' lollow
ing research aLlivitie:.: 
• Research on monetary and exchange 

rate policy, conducted by Ghana's 

Center for Policy Analysis (CEPA), the 

Research Department of the Bank of 

Ghana, and EAGERlTrade, will help the 

Bank of Ghana undertake applied quan

titative analysis of monetary and foreign 

exchange variables. EAGER will guide 

the effort to manage these key macro

economic variables. 

• EAGER research on "Tax Policy in Sub

Saharan Africa: The Role of Excise 

Taxes" will include a case study of 

Ghana. Conducted by HIID, this work 

will examine the revenue, efficiency, and 

distributional effects of actual and 

potential excise taxes in Sub-Saharan 

Africa. This study is significant for 

Ghana, which seeks equitable means for 

raising public revenues and reducing 

government budget deficits. 

• Encouraging private sector growth in 

Ghana will require new financial innova

tions and efficiencies. Howard 

University, located in Washington, DC, 

will work in collaboration with the Bank 

of Ghana to research "The Impact of 

Financial Sector Reform on Bank 

Efficiency and Financial Deepening for 

Savings Mobilization.· The study will 

investigate the impact of financial sector 

reform on bank operations and alloca

tive efficiency. 

• The EAGER study on "The Cost of Doing 

Business: The Legal-Regulatory-Judicial 

Environment" will examine the impact of 

laws and regulations that affect both 

capital and labor markets and whether 

these laws and regulations contribute to 

low levels of long-term credit and low 

rates of formal sector employment. In 

Ghana, researchers from the Institute 

for Statistical, Social, and Economic 

Research and Ghana Law School will 

collaborate with MayaTech Corporation 

and AIRD. Companion studies will be 

conducted in Tanzania and Madagascar. 

• "Increasing Labor Demand and 

Productivity in Ghana and South Africa" 

will bring together the University of 

Ghana at Legon and CEPA with Howard 

University and AIRD. The purpose of this 

research is to study the effects of differ

ent variables on labor demand and pro

ductivity in Ghana and South Africa, to 

assist in proposing policies that will 

increase employment and labor produc

tivity. The study will examine the impor

tant relationship between labor policies 

and economic growth. 

Becallse trade expansion is critical to 
Ghana's future growth , two sllldies will 
examine aspects of trade policy and 
market dt'velopment: 
• CEPA and AIRD will again collaborate on 

"Trade Tax Regimes and Producer 

Incentives; seeking ways to improve 

import tax policies to stimulate produc

tion of export products while sustaining 

government revenues. 

• In an examination of "Cross-Border 

Trade; researchers from the University 

of Ghana and International Business 

Initiatives will collaborate to analyze the 

socioeconomic relationships among 

traders in Ghana and those in neighbor

ing countries. 

Gh.ma also plans to participate in 
EAGER's new multi-counuy stlldy on 
"R(·~tarting and Sustaining t;rowth and 
Development in Africa." led hy HIID 
and leading American and African 
scholars (see "Restarting and Sustaining 
Growth and Development in Aflica," 
heginning on page 1) . 

EAt;ER's work on macro('('onomir 
balance, financial markets, labor mar
kf'L~, and trade policy will be complf'
men ted in Chan.l by USAID-spon50r('<! 
analysis of other topics. This includes 
market and t' nlt'rprise development, 
structural issues such as land use and 
environmental sustainability, and pro
grammatic issues such as stimulating 
policy dialogue, consensus-building, 
and measuring the impact of polic}'. 

Overall, USAID expects EAGER to 
contribute to inttlrlned debatt' and par
ticipatory policymaking in Ghana. This, 
in tum, will lead to further streugthen
ing of the policy environment for pri
vate sector growth and improvemenL" 
in living SL.1.ndards. At the same time, 
EAGER will capitalize on the substantial 
expertise in Ghana for economic 
analysis and management and further 
strengthen this caparity through 
collaborative research with leading 
institutions in the United States. 

Stephen Haykin b a Program Ecunomist with 

USAID's Asia and Near East Bureau. H(' Wll~ 

previously a~signec\ tu USAID/ Ghana, where 

he served as Pmgram Economist and liaison 

with EAGER. 

1 All exports except gold. cocoa, timber, and electricity are 

consldetecl nontraditional. 
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Sightings on the Internet 
):lJu Lan aLce~s the latc\1 information 
aboul EA(.ER on the Web at http:// 
www.eagerproject.com. EAGER's site 
inc\udc~ dat.! on it~ I (' St',l! ch agenda, 
insl ilutional partllcl'~, I t'seal ch rt'~ults, 
alld w(Jrk~h()p procceding\. Brow~e 
CUI rent ,lnd pI iOl i~sues or the EAC.ERe
port and other publications. Keep up
to-date with OLII schedule 01 events and 
clectrolllc "Ila~hcs." Soon, you will be 
able to communicate WIth EAGFR part
ners around the world through oLlr 
bulletin board. EAGER's website is 
meant to serve you, so visit us and let 
us know your suggestions for improve
ments and expansion. 

REACHING THE EAGER PARTNERS 
Abt Associates Inc. (http://www. 

abtassoc.com) 
Associates for International Resources 

and Development (AlRD) (http:// 
www. aird.com or postmaster@ 
aird.com) 

BHM (http://www.bhminternational.com) 
Centre de Recherche en Economie et 

Finance Appliquees, Universite Laval 
(CREFA, Quebec) (bdec@ecn. 
ulaval.ca) 

Clark Atlallta University (hchallen@ 
cau.edu) 

Development Alternathcs, Inc. (DAl) 
( eric_nelson@dai.com) 

Harvard Institute for International 
Development (HIID) (http://www. 
hiid.harvard.edu or mmcphers@ 
hiid.harvard.edu) 

Howard University (cbetsey2@aol.com) 
Institutional Reform in the Informal 

Sector (IRIS), University of Maryland 
(thierry@iris.econ.umd.edu) 

International Business Initiatives (lBI) 
(Icphillips@ibicorporation.com) 

Maya Tech (sam@mayatech.com) 
Michigan State University 

(mead@pilot.msu.edu) 
Purdue University (masters@age 

con.purdue.edu) 
USAID (http://www.info.usaid.gov) 
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OTHER SITES OF INTEREST 
I eland Initiative (http://www.info. 

usaid.gov/regions/afr/leland). This 
sile details the goab 01 this USAID 
dlo1 t 10 promote a favorable policy 
ellvil onment, create a sustainahle 
Illternet selvice plovider indmt!'), 
and enhance user applications fi)r 
sustainable development. The site 
allswel s commonly asked fjuestiolls 
amI explains th t, methodology used 
by the Leland Initiative to achieve its 
objectives. It also provides Internet 
bminess opportunities, links to 
Leland project countries, and Leland 
contact information. 

Africa Online (http://www.africa 
online.co.ke/ AfricaOnline/ 
coverbusiness.html), based in 
Kenya, provides information on 
doing business in Kenya, Cote 
d'Ivoire, and Ghana. It also includes 
several private investment profile 
services, including Ernst & Young 
(http://www.Africa Online/ 
marketplace/links.html) . 

The Government of Uganda's 
Investment Authority (http://www. 
uganda.co.ug/invest.htm) provides 
information on why and how to 
invest in Uganda, including a copy 
of the 1991 Uganda Investment 
Authority Code. 

The Government of Madagascar's 
information site (www3.itu.ch/ 
MISSIONS/Madagascar/) provides 
foreign investment information via 
the U.N. mission in Madagascar. 

South Africa's oflicial trade and invest
ment incentives are available via the 
following websites: Southern Africa 
Development Community (www. 
sadc-usa.neV trade/incentives/ 
southafrica.html) or U.S.-South 
Africa Binational Commission (www. 
southafrica.neVeconomy/ default.ht 
ml and www.usia.gov/regional/ 
bnc/usafrica/ti.htm) . 
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SITES ABOUT INTERNET ACCESS 
AND POLICY IN AFRICA 

One site developed and maintained 
by Michael Jensen (http://www. 
demiurge.wn.apc.org/africa/) h;u, 
detailed information and communica
tions technology information on virtu
ally evelY African country and is the 
most comprehensive source of infor
mation on Africa connectivity issues. 

For an online database of the informa
tion and communications infrastruc
ture in Africa, see http://paradigm. 
wn.apc.org/africa/index.htm. 

For more information on Francophone 
Africa Internet issues, sec http:// 
www.africances.fr/afrinV . 

The Sub-Saharan program of the 
American Association for the 
Advancement of Science hosts a 
user's guide to electronic networks in 
Africa at http://www.aaas.org/ 
international/africa-guide/index. 
htm!. The site also has a list of 
African universities that are 
online (http://www. aaas.org/ 
international/ssa/afonline.html) . 

The Network Start-Up Resource Center 
carries Regional Reports and other 
interesting information on the use of 
the Internet in Africa (http://www. 
nsrc.org/ AFRICA! africa.html). 

SANGONET provides a treasure trove of 
information about a range of topics 
in Africa (http://www.demiurge. 
wn.apc.org). 

The Africa Networking Initiative has cre
ated a Donors Database that provides 
information on current and planned 
project activities of development 
assistance agencies in Africa (http:// 
www.bellanet.org/partners/ani/ 
database/) . 

The African Studies Program at the 
University of Pennsylvania has a 
special site devoted to African issues 
(http://www.sas.upenn.edu/ African 
_Studies/AS.html) . 

The Africa site at Stanford University 
has a detailed listing of discussion 
groups centered around Africa 
(http://www-sul.stanford.edu/ 
depts/ ssrg/ africa/ elecnet.html) . 
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Prospects for Developing 
Malian Livestock Exports 
EAGER/ Trade recently completed a 
sHldy that explOled the long-term 
pro~pects fOI increasing net economic 
rt:turns to Mali's livestock tmde. 
Principal investigator Jeffrey Metzel of 

AIRD worked with Malian team mem
bers Aboll Doumbia, Lamissa Diakite, 
and N'Thio Alpha Diarra to address 
four research questions: 
1. What are the most important sources of 

ruminant livestock production growth in 

Mali? 

2. What are trends in red meat supply and 

demand for Mali, and what are the 

prospects for continuing exports to the 

regional market? 

3. What is the potential to add value in the 

livestock chain for export? 

4. How can public policy increase economic 

returns from livestock exports for Mali? 

1. Sources of ruminant livestock 
production growth 

Production growth can result from herd 
growth or produflivity increases per 
head The study evaluated influences on 
herd growth for six production sy terns 
distinguished by agroecological zone 
and the types of agriculture associated 
with each system. The greatest scope for 

•• 

••• •••• 

• •• 

increasing livestock production growth , 
hoth hy raising held numbers and 
inneasing productivity, appears to exist 
in the agropastoral zones. This implies 
that public efforts to support livestock 
should he concentrated in these zones. 

Agricultural development initiatives 
appear to play a very positive role in 
encouraging livestock production. 
Conversely, crop yield shows no con·ela
tion to herd size in agropastoral systems 
and shows a weakly negative correlation 
in pastoral systems. This suggests that 
crop yicIds have little bearing on herd 
size and that the positive contribution of 
development initiatives are reali7ed 
through other effects, such as improved 
access to inputs, extension selvices, mar
ket information, or other impacts to 
livestock originating from crop develop
ment activities. 

The study COli firmed the impact of 
drought in shifting herds from pastoral 
systems associated with dryland crops to 
systems that have dry season crops due 
either to irrigation or flood recession. 
This has implication~ for both invest
ments in water control and drought 
response strategies. For example, dry sea
son agriculture tempers herd losses from 
other systems durillg drought, an effect 
that should be factored into the benefits 
of these sy~tems in assessing public invest
menL~. Programs and strategies targeted 
to pastoralisL~ dllli ng droughL~ also 
should address such herd shifts. 

2. Red meat supply and demand 
trends and prospects for continu
ing exports to the regional market 

If recent trends continue in domestic 
consumption and production of red 
meat, total consumption will O\'l"rtake 
production in the next ten ycars, and 
Mali will lose export e,Irnings from live
stock. Only raw or tanned hide and skin 
exporL~ would likely increase under this 
scenat io, as local slaughlt'r increa~es. 

The figure opposite shows a change 
from net exporting to lIet importing sta
tus for Mali (pr<~iectec\ demand out
strips supply) . Overall, the better the 



perfimnance of tht~ Malian economy, 
the more rapid the decline in livestock 
exports. If supply continues its trend of 
long-term growth, rapid income growth 
(e .g., ~ percent) could eflcctivc\y end 
large-scale exports of livestock by 2002. 
Under the base-case supply scenario, 
the point of net deficit production is 
fi)restalled only by a year or two. Under 
more moderate income growth (t!.g., 
I percent) , however, the level of 
surplus generated by the livestock 
sector under the base-case scenario 
nearly keeps pace with demand growth 
for the next 20 years. 

The analysis also uncovers three 
important assumptions, which provide 
feasible scenarios for sustaining the 
export market. 

First, on the supply side, evidence 
suggest~ there is ample room to raise 
productivity above levels that have per
sisted over tht! last ~O years. Production 
growth in the agropastoral systems is 
likely to be sustained where feed bio
mass remains in surplus. This is because 
of the sensitivity of production growth 
to biological productivity parameters 
and the current low level of some of 
these parameters in comparison to 
norms in more developed livestock sys
tems. Those agropaslOral systems associ
att~d with rain-fed cereals or rent crops 
have substantial capadty, and livestock 
systems associated with irrigated crops 
might expand rapidly with private 
investmcnt. in irrigation. 

The second assumption is that price 
changes are likely to depress demand 
lix red meat. For example, the emer
gence of cheaper, industrially produced 
poultry in Mali and projected increases 
in world prices for red meat could fur
ther dampen domcstic demanci and 
incrcase consumption of poultry as a 
substitute. Of course, the decrease in 
domcstic demand could be moderated 
or onset by other uncertain parameters, 
such as the pace of growth in per capita 
income and rate of urbanization . 

The third assumption is that policy 

iSSUE 3/4 

could have a strong influence on 
domestic supply or demand. Improve
nwnts in supply due to productivity 
increases are likely to be associated 
with investments in improved health, 
diet, and intensified production 
through such activities as fattening. 
Changes in demand due to world price 
changes will be automatic, as long as 
policy accomoclates price changes li'orn 
world markets. In addition, the emer
gence of poultry (or other protein 
alternatives) may be most rapidly ad
vanced by improving the climate for 
private investments in agroindustries. 

3. Potential for value-added in 
the livestock chain 

The study evaluated two means of 
increasing value added in the livestock 
sector: increasing the value of animals 
through small-scale seasonal I~lttening, 
and moving the locus of slaughter to 
Mali to capture the added value in both 
slaughter and the processing of animal 
products and byproducts. 

A dynamic and relatively new subsec
tor is emerging in central and southern 
Mali to raise value in livestock through 
short-term seasonal fattening. This 
industry takes advantage of several com
plementary phenomena, including thin 
but healthy animals brought in from 
more northerly pastoral zones; availahili
ty of relatively abundant crop residues; 
expansion of low-valued cottonseed 
cake: seasonal unit price increase li)r 
animals during the hot dry season; and 
the proximity of cattle trading routes to 
southern commercial markets. Prospects 
for expanding lilltening appear attrac
tive, hoth in financial and economic 
terms. 

There is good news for increasing 
value added through slaughter. The 
slaughter and byproduct industries that 
are dependent on red meat are ensured 

CONllNUED ON PAGE IU 
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steady growth givt:n p ... ~jt:ctiolls li,l· 
rapid growth in tl1<: doml'stic demand 
for slIch prodllcts. Policy changes can 
make the activit y IIlllch more attract.ive 
lin developnH'1I1 of export marke ts as 
wdL The recent e1iminatioll "f the tax 
on raw hid(~ and skill exports has 
already made thest: (~ Xports marginally 
prolitable, although they are still milch 
less att.ractive than livestock exports. 

Even more important 1(11" inlTeasing 
profitability, however, wOllld he a redllc
tion in transport \;\xation f(,r coastal 
cOlin tries. Eliminating these taxes would 
dramatically red lice the costs of moving 
fresh and li·ozcn products betwet'n the 
Sahel and the coast. T his isslle is even 
more important given the current costs 
of illicit taxation . 

There may already be the potential 
lor substantial profits from selling cer
tain high-quality hoxed cuts of meat 
beyond traditional coastal West Afrkan 
markets, such as the Middle East. These 
profits cuuld he realized through a strat
egy that targets these markets first and 
develQPs the t~xpe rtist" inli·astructure, 
and services to sell quality meat prod
ucts in Qther lordgn markets. 

The study demonstrates the strong 
de::trimental eflects of ad hoc policies 
that favQr specific industries. The tan
ning industry in Mali sought to protect 
its access tu raw hide and skin exports 
by Qbtaining a tax on their expon. This 
PQlicy reduced the costs uf raw hides 
and skins tu the lanning industry, but it 
also reduced incentives filr dumestic 
slaughter by depressing the value of the 
hide and skin byproducts. Thus, the tax 
raised relative incentives to export live
stock, to the detriment of Ihe domestic 
slaughter industry. A lIIore evenhanded 
PQlicy of IQW taxation tilr the entire sec
tor will prQmote investment in the sec
tQr and alluw private actors to deter
mine the must lucrative investments to 
raise their financial n:turns, and, subse
quently, the sector's economic returns. 

4. Increasing economic returns 
from livestock exports via 
public policy 

Polk), measures that Gill he IIsed to 
ill cn:as(~ the valut' of Malian Iiwstock 
exports may he grouped ullder three 
hroad headings: accelerating production 
to ensure an exportahl(~ surpills, incl'I'as
ing the efficiency of marketing, and 
incrt'asing vaillt' ad(kd in processing. 

Accelerating Production 

The government should incn'asingly 
emphasize support servi<:<:s for agropas
toral systems, small ruminant prodllc
tion, and small-scale fattening enterpris
es. These services could be relat.ed to ini
tiatives such as research, animal health, 
nutrition , and market development. 

PQlicy measures c.fluld be used to 
1~lCilitate emeiellt rt~source allocation 
between Iivestuck and competing int(~r

est.~ (including strengt.hening markets 
lor resources and instillltiQns) and to 

detennil\(~ rules for settling disputes. 
Strategies shullid facilitate olrtake dur
ing drollght and reconstitutiQn after 
drought, and target dryland pastQral 
zones where drought. has been shown to 
have the largest negative impact. 

DrQught policies shuuld also facili
tate ,mimal muvement and access of pas
toraHsts 1.1.1 emergency reSQurces. 
Government effQrt.~ 1.0 "prQgram" 
destocking or reconstitutiQn with mt~a

sures that limit when, what kinds, or 
how many animals may be eXPQrted 
during these periods of crisis shQuld he 
avoided, as they only increase uncerlain
Iy, impede market performance , and 
n~duce QPportunities lor livestock pro
duc(!rs to mitigate risk. 

Fattening aClivities in agricultural 
zones should be a focus Qf new private 
investments. Policies to address con
straints faced by fattening enterprises 
can foster these investments, including 
support for private banks to service fat
tening enterprise clients, supPQrt fur 
extensiQn services Qn optimal feed 

rations and usc of c1omest.ic feed 
sources, and removal of all ol1idal 
restrictions on Ihe market lill· collon
set'l! (·ake. 

Increasing Marketing Efficiency 

Monitoring customs, police, military, and 
v(,terinary inspection seryiees can help 
eliminate unauthoriwd taxation of 
livestock ITade. Sponsoring a dialoguc 
among market actors and o/licials in Mali 
and destinatioll cOlnllries may hdp SWr 

tain progress hr reducing the high costs 
as.~ociatcd with unauthorized taxation of 
similar services in coastal countries. 

Other dlorts could include: dissemi
nating market infi)rmation to livestock 
traders; reducing taxation of road trans
port; eliminat.ing restrictions on tTuck 
Illovemen t.~ across borders based on 
nationality of registration ; liberalizing 
air freight services out of Mali to 
increase competition, lower costs, and 
improw availability and service; and 
inert'asing tht, capacity of the L\amako
Dakar railway to transpurt Iivc animals 
and cuntainers. 

Increase Value-Added in Livestock 

Processing 

Several measures could he undertakcn 
in this area. Invt~stment incentives could 
be introduced to encuurage private 
investors tQ establish slaughterhouse 
faciliti(~s, regardless of scale, which meet 
inte rnatiunal standards. There could he 
an tmd to large direct investments Qf 
public resources tQ prQmute regional 
red meat exporl~, which are not likely to 
be financially attractive. Private upera
tors could be assisted in ubtaining train
ing to meet grades and standards 
required lor meat products li)r interna
tional markets. Ade(luate inspectiQn of 
meat processing firms tu enfQrce stan
dards could be encouraged. Finally, the 
system for taxing the eXPQrts of IivestQck 
prQducts could be mQre evenhanded, 
with tax levels at zero or near-zero tQ 
avoid bias in investment incentives 
between value-adding secturs. 
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Attracting Capital 
to Africa: The 
"Corporate Council 
on Africa" Summit 

fry 1.11171' L l'ltillit},~ 

fhe CorpOi ate Coundl on Africa 
I ecently held a summit of U.S. curpo
rate I('ariers anri African political and 
economic leaders nt'ar Washington. 
DC. from April 19-22, 1997. Amoug the 
AIi·ican guests of hOllor weI (' PI esidell t 
J oaquim Alhel t ( :hissano, Mozambiqllt>; 
Vice I'lc .. iot'nt and Minis\('r of Finallle 
and Development Planning F. (;. 
Mogae, Bot!>wana; Execlllive Deputy 
President Thabo Mbeki, South Africa; 
Prime Ministel Daniel Kablan Duncan, 
Cote c\'lvoile; Prime Minister Kintu 
Musoke . Uganda; and Deputy Prime 
Minister Kassll lIIala. Ethiopia. Fifty-live 
cabinN ministers from throughout the 
contim' nt also attended. 

The corporate pal ticipallts repre~ellt
ed oil ,1IId related companies. heverage 
companic .... transportation ami heavy 
equipment manu'''\( nil ers. t(')ecollllllu
nicalions rompanies •• md acrollnting/ 
conslllting firms. Chief execlltives of at 
least a dozen Fortune 500 companies 
attended. 

Tht' objectives of the Corporate 
Council 011 Africa summit were to ('hal
lenge Aflican countries and the U.S. pri
vate sector to work toward expanding 
commercial opportunities in Africa. It 
was the first such e\lent in the United 
States to bring together a large group 01 

top African leaders and chief executives 
of U.S. international companies. 

The remarks of the African heads of 
state embodied a lIew confidenec in 
Africa's role in workl trade and invest-
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Doing 
• uSlness 

inMrica: 
Conference 

mt'nl and an awareness that an early 
involvem('nt in the r('cent ,,,ave of 
growth in those areas will ben(,fit both 
All ica anri its rorpor,lte partners. 

World Bank President.Jmnes 
Wolfensohn wid pm ticipants that inte r
nationallinandal institutions (IFls) . 
such as the Bank. were eleva ting tht, pri
ority assignt>d to Africa and working on 
it debt relief program that would reward 
reformers. He stressed, however. that 
hecause the pi (~ject funding available 
for such initiatives is Ii,,· flOm sulficient . 
IFls will rely on collaborations with cor
pOl·ate investors to leverage their contri
butions to economic development. 

l .S. First Lady Hillary Rodham 
Clinton addressed the gala awards din
ner. She stressed the many .. igns of posi
tive development she had ~een on Iwr 
recent trip. But she noted that U.S. aid 
was inad(,quate to address the need for 
human resource development. opening 
of trade. and h('alth care, particularly 
for I·cfugees. 

In a taped address. President Clinton 
elllpll<l~ized the importance of Africa in 
U.S. policy. and announced that he 
would make a presidential visit to Africa 
during the coming year. The possibility 
of debt relief for countries that have 
taken r(,forms seriously and implement
ed tht'm appeared to be a salient plank 
in U.S. policy toward Africa. Treasury 
Secretary Robert E. Rubin noted that 
Africa has been a top priority for his 
department, but also lhat Treasury 
could do more, particularly in support
ing the IFIs. He acknowledged the need 
for the United States to pay its arrears to 
the United Nations and increase the 
finandal capability of the Bretton 
Woods institlltions (the World Bank. 
International Monetary Fund. and 
World Trade Organization). 
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Twent) corporate and IFI sponsor~ 
conducted workshop~ \0 showcase their 
activities to promote African e!..ollolllic 
ckvelopment.! Their investments to 
support Hade growth. GOP growth , and 
job creation. among othel activities. far 
outweigh the total alllount spent on 
official dewlopm('nt assistance. T he few 
huudrt'd 01 thousand jobs created by 
snch initiatives, however. are minuscule 
compared to the growth of the working
age population in Afrka. Only Coca
Cola. with its huge network of disH ibu
tors. could speak of creating hundn'd .. 
of thousands of jobs in Africa. 

Sevel·al innovative corporations 
discussed their programs to spread the 
economic benefit~ of their investments 
more widely by subcontracting with 
local providers and/ or providing 'l .. sis
tance for infrastructure. education. 
health. and community development. 

In addition to th!' rt'llections stimu
lated by workshops and speeche~, the 
~ul1lmit provided an oppOltunity for 
business and government leaders to 
have private meetings on specific pro
jects. Executive Prt'sident Mbeki of 
South Africa described it a ... "the b('gin
ning of an African renaissance." 
Following up on tht' summit. the 
Corporate Council launched an African 
Business Exchange program under 
USIA auspices, and began planning for 
the 1999 summit. 

Lucie C. Phillips is chief execulive of 

llllernaliollal Business Inilialives (IBI). head

quancred ill Arlinglon, VA, and senior advi

sor lO EAGER/ Tradt·. 

'2. Summit sp('cC"hcs, p.tpcrs. ,md .m o\'('rvicw wen' puhlished 

in: CCA. ,\/nra muJ '"1'1\11)'''1((''' Prl1lnlt' .'in/or: Cmpomlt' 

l'rn/wilf'l'.t G" (I (;row'''K RrI"'I0".~";p. ( 19tJ7). 



South Africa: 
A World-Class 
Emerging Market 

fry /,unp C. Phillijls 

'I1u,' recent Solllh All ira lI'ade and 
Investment Conlt'n'IH't' in Wa~hin!{ton, 
DC, highlighted t he ('un t'nt economi( 
climate ill South Arliea, as wdl as 
sl)(-cific initiativt's by tht' South AfJ ie,1Il 

govt'rnlllent to illlplO\'I' the nation'~ 
intelllational compt,titi\'t'lwss ,lI1d priva
t ize state-Qwlled asse L~ . Co-sponsOi ed h 
the Department of ( :ommerc{', Ov(' rseas 
Private Investmt'nt Corporation, U.S. 
Trade and Development Agency, and 
Gmernmf'nt of South At. ica, the con
ference also presented practical infor
mation about assistan('(' available from 
the U.S. government for U.S. companies 
sceking to invest in 01 trade with South 
Africa. 

The themt' of'the lirst day was 
"South Africa: A World-( :Ja.~s Emerging 
Market." The sessions featured address
cs by South African Trade and Industry 
Minister Alec Erwin and U.S. Com
merce Secretal), William M. Daley, as 
well as panel dis('u~sions among public 
officials and private sector representa
tives from both ('ountries. 

The second dar focused on "Inli-a-
Sll ucture and Investment," with presen
tation~ by South Africans fi-om various 
economi( sectors about current o)lpor
tllllltks for trade and investment. One 
pand discussed the "Growth . Employ
ment, and Redistribution Strategy" 
(GEAR), a major initiative of the South 
African government to t'nhant'e eco-
110mit- glOwth, employment, and deV('l
opnIt'nt. The initiative ill( hides markt·t
oriented policies to create a more (,(111-

duci\'e environment for foreign invest
ment, foster private and public invest
ment, and pi i\,ati:te state ass{'L~ through 
strategic partnerships bl,tween private 
inve~tors ,lIld the governm('nt. GEAR 
targets a 6 percent economic growth 
rate and assumes growth to be tracle-Il'd 
(including I egional trade with othC'r 
African counuies) . 

Another panel discussed strategies 
desig-ned to make South Afr ica interna
tionally competitive. Thest' include the 
"Spatial Development Initiatives,n which 
are deSigned to foster e('onomic de e\

opment in specific underdeveloped 
areas, and efforts to restIucture the 
"apartheid space economy" through pri
vate sector approaches. Another m~jOl' 

South Africa wants to ensure that new 

investment targets the key sectors that will 

generate braod-base economic growth. 

initi,uivc involvt'!> 1Il ,~jOl tc\t'('omlllunica
tions pn~it:cts plannt'd hy 1'c1kolll South 
Africa . ill COOpt'1 atioll with forngn part
lIel·S, to imtall fiher-optic ('ahle systellls 
and satellite systems. The goal is to 
makt' South Africa the hub for low-cost 
tel ecollllllunications \ervice~ fOi eastern. 
~outht>m, and wt'ste rn Af rica. 

A thi rd panel c1iscusst'd the dynalllics 
of ';strategit partnering" und('1 tlw gO\
t'nllllent's programs to restructure statc
owned assets through privatilation . 1'111' 
govel nlllent takt·s a sectoral appl mll.h, 
focusing pi imarily on those ~e( tor~ Lon
sidered most important to th(' economy, 
such as utilities and infrastructure. To 
foster African economic l'mpOWerlllent, 
human resource development through 
training and skills translers is empha
sized. Strategic partners an' exp('cted to 

incorporate in their investment plans 
strategies to develop human resources 
and provide proclII t'ment OppOl tunities 
for Af'rican businesses. 

Another pan ('I discussion on "TIl(' 
Spectrum of Opportunities fClI' 1'radt, 
and Investment" featured plesentations 
hy Imestment South Africa (tht' govern
ment's investment promotion agent·y) 
and representatives of the South African 
private sector in South Africa, including 
those from several U.S. tirms or joint 
ventures, 

The South Afrkan investment con
ference was one of a series that the new 
South African government has orga
nized in developed countries to stimu
late and channel potential investments. 
South Africa wants to ensure that new 
investment target~ the key sectors that 
will generate broad-based economic 
growth in keeping with it~ economic 
and social policies. At the sallle time, 
the conferenc{' aflorded American firms 
interested in SOllth Africa, some of 
whom are already in the process of 
investing, with an opportunity to make 
known their experiences and concerns. 
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Advantage Global 
Mrica '97: Business and 
Investments in Africa 

1')1 R l .l' ltIl SalillW'1 

The Massac huse\ts Export Centt'r spon
SOl ell an <III-day husiness and investment 
nlllit'rl'nc(' in Boston that brought 
together EUlOpean, Aflican, and U.S. 
investors, as well as expau iate Al'l icans 
involwd in bnsiness anel educational 
l·xLhanges. The program covered a wide 
l'illlge of business topics, from advice 
for novice exporters to infi:mnation tor 
global investOls. 

Sessions included: 

• An introduction to the post-structural 

adjustment economic orientation of 

many African countries 

• Highlights of important opportunities for 

investment in the energy and telecom

munications sectors 

• Export financing services provided by 

the U.S. Export-Import Bank 

• Topics relating to venturing in African 

markets, including where to find infor

mation and a survey of potential con

sumer markets by country profile, 

including Cote d'lvoire as an example of 

an "adlusting" Francophone country, 

Gabon as an oil-rich CFAF-zone mem

ber, Botswana as a wealthy, diversified 

Anglophone country, and South Africa as 

an example of an Anglophone country 

still "adjusting" 

• Legal aspects of investing in civil-law 

versus common-law countries 

• Export-import and international invest

ment logistics for traders and investors. 
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1'lw Deputy Direftor of the U.S. 
Commerce Departmt'nt olltlined till' 
Clinton Administration's Africa Trade 
anellnvestment Initiati\'e, first show
cased at the Denvt'r G-8 slImmit in June. 
The initiative is similar to the Africa 
Growth anel Opportunity Act (AGOA) 
recently prest'nted to Congress, with 
several important difTel ('nc·es. The most 
notable is the omission of trade plt·f(·r
ences offered under the AGOA to 
African textile and c1othil~g exporters. 
The AGOA proposes to eliminate exist
ing quotas on certain categories of 
K('nyan and Mauritian exports to the 
United States, to forswear imposing any 
other quotas on Sub-Saharan African 
textile and clothing exporL~ until expira
tion of the international Agreement on 
Textiles and Clothing (ATC) , and to 
requalify African textile and clothing 
exporLs under the Generali7ed System 
of Preferences (GSP) for dUly-free 
access to U.S. markets. 

The Clinton Administration wants to 
retain the ability to impose quouls dur
ing the international phase-out of quo
tas under the ATC. The administration 
questions the legality, under World 
Trade Organization rules, of offering 
preferential treatment for textiles and 
clothing to one body of countries in 
advance of fulfilling U.S. commitments 
under the ATC. 

The administration's main concern, 
however, is the budgetary implications of 
a possible reduction of revenues through 
a tariff preference accord. As a result of 
the 199 I budget agreement, all measures 
that would result in a loss of revenues 
must include a "budget offset proposal" 
to compensate for the shortfall. 
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The inf'rastructlll't' panel Loverecl 
scveral aspects of telecolllmunication 
rcform in Africa. FOI example, Al'l ira 
will be able to surge ahead in celllliar 
phone capacity, hypassing in\'e.~ting in 
fixed wire distribution systems. This 
offers plenty of room tor small, medi
UUl-sil.l·d, and large companies to pro
vide value-added services such as voice 
mail, calling cards. fax machines, and 
Internet services. In addition, African 
gO\,t'rnmenL~ are making commitments 
to proceed with "Africa One," a pf(~jec t 

to encircle the African continent with 
fiher-optic cahle. Finally, state-owned 
tt'I('commllllication firms are being pri
vatized around the continent, thrther 
stimulating investment. 

A presentation on legal aspect~ of 
venturing in Africa drew distinctions 
between common-law traditions of for
mer British colonies, where there is a 
reliance on legal precedent~ as defined 
through the courts to interpret law, and 
civil law traditions of former French 
colonies, where anything not articulated 
by a legislature is assumed to be iIIt'gal. 
As a result, businesspeople operating in 
Francophone countries are confronted 
with a much denser body of regulations. 
which legitimize all activity. 

B. Lynn Salinger is a Senior Economist at 
AIRD. 



The All-Africa EAGER Workshop ... 
And A Consultant's Personal Perspective 

I,)' Rob"1 Wil'la ltd 

In August, EAGER hmted its 10111 th 
l>f'mi-annual, Africa-wide workshop in 
Dar es Salaam , Tatl/ania. It was an 
opportunity fOl EAGER researchers to 

discuss their reseal ch gOdl~, findings, 
and progress since the pre-vious work
shop in Accra. 

The workshop opened with ,\ wel

come from the new USAID/Tanzania 
Mission Director, Lucretia Taylor, who 
also introduced Tanzania's Minister of 
Finance, Daniel Yona. Both Ms. Taylor 
and Mr. Yona expressed their high 
expectations for EAGER's program, 
particularly in terms of the high oppor
tunity cost of donor funds and the need 
for politically feasihle policy reform 
options and the analysis that must 
underpin this. 

Ten African countries and Canada 
and the United <:)tates were represented 
at the workshop. T,mzania\ tde"bion 
news service tilmed the opening sessions 
[or national broadcast. It W,\S c\edrly a 

'ignificant evcnt in the bloadcl prou'ss 
of economic policy reform in Africa . 

For ),0111 CO l re~polldenL. it was e&pe
dally meallingful to be siumg in 
Tanlania, listening to arguments fOI 
market liberalilation coming from both 

economic researchers and policymakerl>. 
As a Peace Corps yolunteer in TanJania 
( 1979- 81), I experienced an economic 
environment that wa.~ predicated on 

hea\'}' government inten'ention and 
where free markets were anathema. 
Now, I was hstening to Tanzanian 
researchers and policymakel s searching 
for ways to further extricate their econo
my from the more disastrous results of 
that policy while still adhering to the 
equity and social welfare objectives the 
policy sought to serve. 

Outside the hotel where the work
shop took place, much had improved 
since my last visit to Tanzania. The roads 
were better, electrici ty was more reli
able, and there was mllrh evidence of 
increased economic activity, from the 

small-l>cale roadside stands stocked with 
more goods of greatt'r variety than in 
the past, to the new office buildings ris
ing on the Dar es Salaalll skyline. The 
people seellled optimistic abollt the 
future, and there was a higher degree o[ 
confidence in national institutions and 
leadership than I remember. 

The policy reform path that took 
1alllania from direct government con
trol of economic activit}' to more indi
rect policies [or achieving economic 

growth and social welfare mirrors the 
reform experience across much of 
Africa. It has been difficult for the gov
ernment to surrender its monopolies in 
trading, manufacturing, and finance, 
and the process of privatintion has 
been scarred by false starts and half
steps. Nevertheless, given the opportuni
ty, private entrepreneurs have entered 
the picture and helped ensure that poli
c}' refonn moves forward. 

Robust private markets, especially in 
agriculture , have replaced the old state-

, 
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owned trading system, and the improve

ments seem to be widely understood, at 

least among those who were active in 

the economy in the 19HOs. There 

appears little doubt that food that can 

be purchal>ed b preferable to food that 
is theoretically lower in price but is not 

available. In the financial s('ctor, the 

flood of unredeemable debt that charac

terized the I980s seems to have been 

staunched, and prospects are good for 

sustainable financial deepening, even if 

there seems to have been a retreat to 

higher-value, urban markets. 

In 198 I, the official value of the 

Tanzania shilling against the U .S. dollar 

was 8: I, but dollars traded on the black 

market for 30 to 35 shillings-a 300 per

cent premium. While there is still a curb 

market for foreign currency, the premi
um is a smal1 fraction of previous levels. 

By and large, Tanzanians who need for

eign currency can usually obtain it-a 

marked contrast with the days of curren
cy controls. Tanzania's trade with the 

outside world is increasing, especially 
with its neighbors. Indeed, except for 

a persistent and growing government 

budget deficit, Tanzania's macroeco

nomic indicators are improving. 
Along with this economic improve

ment, Tanzanians are enjoying longer 

lives and better health than in 1980. 

Infant mortality is down, and a larger 

percentage of the population has access 
to health care, safe drinking water, and 

sanitation . The percentage of children 

attending primary school is down since 

1980, but the percentage of children 

attending secondary school is lip. 
These statistics from the World 

Bank's World Dl'uplopmmt /71dlratoTs 

confirm what I perceived myself during 
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my brief visit: Tanzania has begun to 

right its course, and the country seems 

headed toward the prosperity that it 
should e~oy, given its rich natural 

endowment and hard-working people. 
Back at the EAGER workshop, 

researchers and policymakers discussed 

the finer points of continued economic 

reform. In terms of trade, there were 

disagreements about how best to 

increase regional trade, but no one 

argued for a return to the closed bor
ders of 1980. In terms of private enter

prise, there were arguments about how 

best to involve entrepreneurs in the pol

icy reform process, but no one argued 

that they should be denied a seat at the 
table. In terms of financial markets, the 

talk focused on how to improve access 

for rural and small-scale economic 

agents, but no one argued that the gov
ernment re-exert control over the bank

ing sector. 
The workshop made it clear that the 

policy reform process in Africa is matur

ing. Early reform was induced by donor 
loans that helped African governments 

overcome some of the political obstacles 

to change. Now, however-and not a 
moment too soon-a constituency for 

liberalization is building within African 

countries. 

EAGER is contributing to this 

process. By funding research with direct 
relevance to policy decisions, by making 

15 

African researchers integral partners in 

this work, by holding high-profile meet

ings and workshops, and by bringing 

the results to public attention, EAGER is 

supporting the policy reform process. 

And it is making a valuable contribution 

to ensuring that the reforms yield eco

nomic growth and development. 
Logistics for the workshop, present

ing research under EAGER/Trade and 

EAGER/ PSGE which are led by AlRD 
and HUD, were handled by BHM 

International, which manages communi
cation dissemination for EAGER. The 

workshop was hosted by the Economic 

and Social Research Foundation of 

Tanzania. Previous workshops have 
been held in Accra, Ghana; Kampala, 

Uganda; and Bamako, Mali. The next 

combined EAGER workshop is sched

uled for February 1998, near Johannes

burg, South Africa. 

Robert Wieland is an economist with the 

consulting firm International Economics-

Wa~hington in Washington, DC. 

For a copy of the published proceedings 
of the August workshop in Dar Es 

Salaam, contact BIIM International 

(telephone: 301-565-2205; fax: 301-565-
4384), or visit the EAGER website at: 

http://www.eagerproject.com 
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or 
Pursuing the AGOA: Countering 

Potential TEXTI LE and APPAREL 
TRANSSHIPMENT through Africa 

The Mrica Growth and Opportunity Act (AGOA), 
passed by the U.S. House of Representatives on March 11, 1998 and 
now before the U.S. Senate, affirms the intention of the U.S. govern
ment to establish a free trade area with sulrSaharan Africa (SSA). The 

Clinton Administration's "African Trade and Investment Program" 

supports many initiatives parallel to the bill, and President Clinton 
reiterated his support of the AGOA during his March 1998 trip to six 

countries in SSA. Among the measures proposed is removing tariffs and 
quotas currently applied to imports of Mrican textiles and apparel into 
the U.S., and not reinstating them until after January 2007, at the earliest 

This preferential treatment would 

be available to SSA countries that 
strongly commit to economic 
reform programs intended to inte

grate them into world trade. 
In addition to promoting tex

tiles and apparel exports to the 
U.S., the bill calls for: 
1. Strengthening and expanding 

SSA's private sector, especially 

women-owned businesses; 

2. Encouraging increased trade 

and investment between the 

U.S. and SSA; 

3. Reducing tariff and non-tariff bar

riers and other trade obstacles; 

4. Expanding U.S. assistance to 

SSA's regional integration efforts; 

5. Negotiating free trade areas; 

6. Establishing a U.S.-SSA Trade 

and Investment Partnership; 

7. Working with countries commit

ted to accountable government, 

economic reform, and eradica

tion of poverty; 

8. Establishing a U.S.-SSA Eco

nomic Cooperation Forum; and 

9. Continuing to support develop

ment assistance for those SSA 

countries that are attempting 

to build civil societies. 

The bill authorizes the naming 
of a senior assistant trade repre
sentative for Mrica (Ambassador 

Charlene Barshefsky has announced 
the appointment of Assistant U.S. 
Trade Representative Rosa Whitaker 

to lead the newly created Office of 
Mrican Affairs), and provides for 
multilateral financial institutions 
to continue to work on debt relief 

and policy reform. 

CONTINUED ON PAGE 3 
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Pursuing the AGOA: Countering 

Potential TEXTILE and APPAREL 
TRANSSHIPMENT through Africa 

FROM PAGE 1 

It is the position of EAGER/Trade 
that this bill offers significant market 
opportunities to Mrican manufactur
ers and exporters of textiles and 
apparel, and could be an important 
catalyst for investment, trade, eco
nomic growth, and ultimately, 
employment expansion and poverty 
reduction in the region. Key to the 
success of the bill, however, is over
coming U.S. industry opposition, 
which stems in part from fears of ris
ing illegal transshipments from Asia. 

Some U.S. efforts in the western 
hemisphere demonstrate the bene
fits of trade liberalization. Since the 
North American Free Trade 
Agreement (NAITA) was launched, 
Canada and Mexico have become 
the two most important single-coun
try suppliers of apparel to the U.S. 
market, replacing China, which 
dropped to fourth place. The 
Caribbean Basin Initiative (CBI) has 
provided Caribbean countries with 
similar privileged access into the 
U.S. market, although a low rate of 
duty is assessed on the Caribbean 
value-added activity. It is clear that 
preferential treatment offered to 
CBI and NAITA countries has led to 
significant increases in their exports 
to the U.S., bringing downstream 
benefits such as increased employ
ment and foreign exchange earnings 
to exporting nations. This same 
impact is sought by AGOA for 
Mrican textile and apparel exports 
to the U.S. 

A confirmed lO-year window of 
quota-free, duty-free treatment of 
goods would give SSA countries an 
extra bargaining chip to compete 
against other developing countries 

for commercial supply relations with 
U.S. buyers. Quota ceilings on many 
products, especially from Asia, cur
rently constrain buyers from pur
chasing from traditional suppliers. 
Until these quotas are eliminated 
worldwide at the end of the 
Agreement on Textiles and Clothing 
(ATC) in 2005, the promise of 
quota-free status for Mrican exports 
eases buyers' concerns about inter
ventions in Mrican supply due to 

the sudden imposition of a quota by 
the U.S. Moreover, duty-free status 
through 2007 reduces the import 
price of Mrican goods in U.S. mar
kets by 17 percent, more than com
pensating for higher transport costs 
relative to Asian and western hemi
sphere suppliers. These advantages 
represent important impetuses for 
export-led growth in SSA. 

U.S. manufacturers of textiles and 
apparel oppose the AGOA bill, and 
have taken a protectionist stance 
against it. Their chief concern is that 
removal of trade barriers on Mrican 
exports to the U.S. will result in an 
increase in illegal transshipments 
from Asian countries, which have 
exhausted their own export quotas. 
U.S. industries want to avoid addi
tional competition from Asian goods 

in the U.S. market before ATC quo
tas are eliminated. Since transship
ment has proven difficult to control 
and Mrican countries have limited 
ability to rapidly increase their pro
duction and export capacity, U.S. 
manufacturers argue that AGOA 
gains would not be realized by SSA 
(the intended beneficiary), but 
rather by a third party-Asia. They 
argue that U.S. textile and apparel 
employment would suffer, due to a 
rise in legitimate imports from 
Mrica and illegal imports from Asia, 
transshipped through leaky Mrican 
customs regimes. U.S. industry 
opposition to the bill, however, is 
not uniform. Textile and apparel 
importers and retailers support 
AGOA, and U.S. manufacturers have 
also informally indicated their will
ingness to consider arrangements 
with Mrica similar to those within 
NAITA or the CBI. 

Given these arguments, two 
main issues raised by the AGOA 
are addressed by EAGER/ Trade 
research: 
1. What is the potential economic 

impact on the U.S. from the 

removal of import barriers involving 

African textile and apparel exports 

to the U.S.? 

2. How can AGOA be structured so that 

transshipment risks are minimized? 

CONTINUED ON PAGE <\. 
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According to the International 
Trade Commission (see the following 
table), the first policy scenario, "no 
quotas," has minimal impact on U.S. 
imports, production, and jobs 
because the current incidence of 
quotas is so low. But an evaluation of 
the second scenario, "no quotas-no 
import duties," indicates that textile 
imports from SSA into the U.S. may 
potentially increase from 10.5 to 16.8 
percent, and apparel imports from 
26 to 50 percent (especially shirts/ 
blouses and trousers, the categories 
in which SSA exports are currently 
most pronounced). Yet U.S. produc
tion, which no longer specializes in 
these basic commodities, would 
barely be affected, decreasing only 
0.1 percent, and U.S. jobs would be 
reduced by 676 full-time equivalents, 
compared with total textile and 
apparel industry employment in 
1996 of nearly 1.5 million jobs. 

The U.S. budget would also be 
affected. Elimination of quotas on 
SSA apparel imports would have a 
small but positive effect on U.S. tar-

iff revenues. Elimination of both 
quotas and import duties, however, 
would result in a net loss in U.S. tar
iff revenues of $72 to $77 million. 
While these sums are quite small rel
ative to total U.S. customs duties 
receipts, any legislative proposal that 
implies a negative revenue effect for 
the U.S. budget must include a pro
posal for a balancing budget offset 
elsewhere. The March 11 version of 
the bill passed by the House identi
fies this offset and thus removes this 
stumbling block. 

EAGER researchers propose a 
two-pronged effort to guard against 
unlawful transshipment from third
world countries: 
1. Improving customs management: In 

many developing countries, customs 
regimes suffer from myopic policy 

objectives; lack of political commit

ment to the fiscal and management 

independence of the customs 

agency; staffing by ill-trained profes

sionals; and use of outmoded hard

ware and software. 
2. Use of a private third party for 

country of origin inspection and visa 

i0.4-0.6% (a) negl. negl. negl. 

i 10.5-16.8% (t) 
i 26.4-45.9% (a) 

negl. 
J.::; 0.3% 

J. negl. negl. 
J. 0.1% 

approval: Since the monitoring of 

customs fraud (e.g., transshipment) 

currently depends on an exporting 

country's customs authority, an 

alternative is to require use of inde

pendent, third-party, pre-shipment 

inspection (PSI) firms to manage tex

tile/apparel export visas from SSA. 
In the case of AGOA, PSI firms 

could be hired to monitor and con
trol illegal textile and apparel trans
shipments in Mrica. For example, a 
PSI firm would certify the country of 
origin on behalf of an exporters' 
association in a specific Mrican 
country. Investigators would assess 
the capability, capacity, and quality 
of exporters in Mrica and their 
respective textile and apparel lines. 
The firm would be responsible for 
knowing the production and export 
capacities of countries and individ
ual firms, as well as the latter's prod
uct lines and qualities. 

To gain support for AGOA from 
U.S. industries and Mrican 
exporters, quota-free, duty-free 
access to U.S. markets could be 
offered to exporting countries sub
ject to the use of an independent, 
third-party verification company 
acceptable to both the U.S. and the 
Mrican country. Presentation of 
both the visa and the country of ori
gin seal would be required for each 
shipment upon arrival in U.S. ports. 
It would be cheaper for local private 
exporters (or the export board, on 
their behalf) to pay for the service 
than to bear the burden of import 
duties upon arrival in the U.S. 

An EAGER/Trade article by B. Lynn 

Salinger (lsalinger@aird.com), Abdoul 

Barry, and Selina Pandolfi of AlRD. 
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GEMSTON E and GOLD 
marketing for SMALL-SCALE 

MIN I N G in Tanzania 

A decade ago, Tanzania began liber
alizing and privatizing its mining 
industry. As a result, the sector expe
rienced a dramatic increase in pri
vate sector participation in mineral 
trade and production. Official statis
tics (about 1 percent of GOP, and 
2 percent of total export earnings) 
greatly underestimate current eco
nomic benefits from the mining 
sector, however, because artisanal 
mining of gold, colored gems, and 
diamonds and related marketing is 
contained mainly within the informal 
sector. Guidance and policy dialogue 
throughout the study was provided by 
a Policy Advisory Committee chaired 
by Gray Mwakalukwa, Commissioner 
of Mining, and organized by Professor 
Samuel Wangwe, head of the Economic 
and Social Research Foundation. 

Impacts of mineral liberalization 
on employment and income are 
striking. The part- and full-time 
mining workforce has increased 
from a few thousand in the 1980s 
to 550,000 in 1995, with earnings 
at least six times the wages in agri
culture. In a country with only 1.2 
million salaried jobs, this sector 
alone has increased the middle
income population by 46 percent in 
just a few years. These jobs may be 
at risk, however, as formal capital
intensive mining-which is just 
becoming operational-tends to 
squeeze out small miners. 

Funded under the USAID EAGER 
project, this study focuses on a sec
tor with high potential growth. The 
transition from a statist to a market
oriented economy and uncertainties 

in policy orientation are currently 
inhibiting growth. This study seeks 
to determine the policy framework 
most likely to enhance growth and 
socio-economic equity (in this case, 
employment). At the same time, it 
recognizes the need to maintain 
government revenues, and analyzes 
the fiscal implications of each policy 
recommendation. 

Specifically, the study explores 
the nature and characteristics of 
the existing mineral market in 
Tanzania, since it has been singled 
out as the main cause of poor sector 
performance. Since 1987, the macro
economic policy framework has 
been cited as a source of mineral 
marketing problems. The artisanal 
nature of mining activities has also 
been responsibrfor poor sector 
performance.~teps have been taken 
to create a legal private marketing 
system, and gem and diamond deal
ers now have a partially viable legal 
framework. But small-scale gold 
miners currently have no legal 
buyers for their ore. Therefore, 
a substantial portion of minerals 
produced in Tanzania is smuggled. 
The result is that Tanzania's tax 
revenues from precious minerals 
declined in the mid-1990s, even as 
mining activity grew. 

Government Objectives for the 
Mining Sector 
In 1997, the Ministry of Energy and 
Minerals set the following objectives 
for the mining sector: 
• Maximize fiscal and export earnings; 

and 

• Raise the sector's contribution to 
total country GOP by at least 10 per

cent by the year 2025.' 

The government is committed 
to making the mineral sector's 
development more efficient and 
increasing regional and global com
petitiveness. It seeks to attract more 
production to formal export chan
nels to make the sector more flexi
ble and to withstand both internal 
and external changes that might 
affect its progress. It is anticipated 
that the mineral sector will substan
tially contribute towards income 
generation; employment creation; 
social and economic infrastructure 
development, particularly for rural 
areas; and increases in foreign 
exchange earnings and government 
revenue. The government will con
tinue to maintain its promotional 
and regulatory role in directing 
sector activities while reducing its 
direct involvement in mineral pro
duction activities. 

Study Approach and Methods 

Consultants from the Advisory 
Committee and its representatives 
from the Ministry of Energy and 
Minerals; Tanzania Revenue 
Authority; Tanzania Chamber of 
Mines; Tanzania Mineral Dealers' 
Association (TAMIDA); and 
Federation of Miners Associations of 
Tanzania (FEMATA) contributed to 
this study. The team used rapid rural 
appraisal methods to interview par
ticipants at every level of the market
ing chain. The sampling pattern 
involved both geographic and socio
professional stratification. On two 
initial field trips, the team inter
viewed more than 300 people in two 

'This blrget Is based on official sIatIstIcs, which currently 

peg minerai exports et slightly under 2 percent of GOP. 

Because exports are not maasured through official chan

nels, tha current study estimates thet minerai exports actu

ally comprise et least 10 percent of GOP. A higher blrget 

could therefore be sal 

5 



GEMSTONE and GOLD 
marketing for SMALL-SCALE 

MINING in Tanzania 

FROM PAGE 5 

of the five zones into which the 
study had divided the country, 
including 20 master dealers, 123 
mine owners, 50 brokers, and 64 
officials and mining community 
leaders. 

Because previous studies have not 
directly addressed marketing opera
tions and related policy issues, that is 
the focus of tw{ study. Topics cov
ered include~arketing problems, a 
history of the participant'!' roles in 
the market, and details of prices, 
margins, and commentaries regard
ing the industry. 

Four sets of economic analyses 
were conducted. The first analyzed 
the impact of the mineral trade on 
the actual macro-economic situation 
of Tanzania, including the impact of 
the liberalization of mineral trading 
on employment, income distribu
tion, and economic growth (GDP). 
It also examined the effects of smug
gling on GDP and foreign exchange. 

The second analysis wa'! one of 
two macro-economic calculations 
that were undertaken. It explored 
the impacts of undeclared mineral 
exports on undervaluation of GDP, 
and assessed the portion of GDP 
generated by mining. As precious 
minerals are almost entirely export
ed, the balance of trade indicated in 
official statistics is also substantially 
understated, as most of these 
export" are undeclared. It is known 
in mineral trade circles that these 
export'! generate foreign exchange 
used to finance import'!. This helps 
to explain how Tanzania has man
aged to record an increasingly large 
negative trade balance for many 
years, without a corresponding 

EAGER~p~rl SPRING 1998 

devaluation of its currency (which 
floats freely). Consumption of 
imports is clearly higher than oflicial 
export., could finance. 

The third analysis calculated the 
value-added from trade at each step 
in the marketing chain, and estimat
ed the distribution of economic ben
efits from northern Tanzanian min
ing between Kenya and Tanzania. / 
Result'! showed that an estimated r9.~ 
percent of gold and 60 percent of 
gems are smuggled out overland, 
through Kenya. Most policymakers 
in Tanzania assume that an equiva
lent portion of economic benefit is 
lost to the Tanzanian economy. This 
assumption is false. Because most of 
the value-added is in the mining and 
early stages of marketing, Tanzania 
gains most of the economic benefit. 
An estimated 77 percent of value
added Ii'om gold and 71 percent 
from gemstones stays in Tanzania. 
The total value of gold and gem
stone exports is between US$69 
miJlion and US$299 miJlion per 
year over the last few years. 

Finally, to analyze the competi
tiveness of Tanzania's business cli
mate) micro-economic model of 
theuwsts of doing business as a gem 
dealer was created. It shows how the 
tax structure and relative costs of 
capital favor the growth of business 
in Kenya, rather than in Tanzania. 
In addition, the team conducted an 
extensive review of the literature 
on artisanal mining. Previous litera
ture includes a series of worldwide 
studies and workshops financed by 
the World Bank; surveys designed 
to attract mineral investment to 
Tanzania; and background geologi
cal mapping and information. 

Findings and Conclusions 

The primary opportunities for con
tinued growth with equity are listed 
here. 
• Preserving a balance between 

modern mining and artisanal mining 

(i.e .• between capital- intensive and 

labor-intensive mining); 

• Attracting more trade to Tanzania 
from current market circuits in 

Kenya; and 

• Promoting upstream and down
stream value-added activities in 

Tanzania. 

Trade has been driven into 
Kenya primarily because of 
attempts in Tanzania to levy trans
action taxes at rates that are too 
high. Other constraints among 
Tanzanian dealers include insecuri
ty. under-capitalization, cumber
some and extremely bureaucratic 
procedures, and lack of informa
tion, skills, and infrastructure. 

The study recommends that trans
action taxes be eliminated, except 
for royalties, which will finance 
proper stewardship of depleting 
resources, if they are actually used 
for that purpose. Royalties must, 
however, be at a bearable rate, esti
mated at 1.1 to 1.5 percent for gold, 
and 2 to 3 percent for gemstones. 
Also recommended is the zoning of 
reserved mining areas for artisanal 
mining, with artisanal miners having 
second choice of reef-mining sites 
and first choice for alluvial mining. 

This EAGER/Trade research was conducted 

by Rogers Sezinga (Tan Discovery) (Iandisc@ 

intafrica.com). Lucie Colvin Phillips (lBI) 

(lcphillips@ibicorpordtion.com), and H'Ui 

Semhoja ancl Godius Kahyarara (ESRF). 
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Enhancing TRANSPARENCY 
in TAX ADMINISTRATION 

in MADAGASCAR 
In recent years, Madagascar has experi
enced marked deterioration of its tax 
performance. Tax and non-tax revenue 
has declIned from 14.6 percent of GDP 
in 1987, to 8.4 percent in 1995. This 
situation starved the public sector of 
resources with which to maintain infra
structure, expand social services, and 
maintain the purchasing power of civil 
service wages, with detrimental conse
quences for public administration. 

Using 1994 data, the EAGER/PSGE 
study estimates that almost 60 percent 
of payments legally due under several 
major tax instruments-i.e., company 
and non-wage income tax, value-added 
tax, sales tax, and taxes on foreign 
trade-were evaded that year. These 
data do not include taxes on wage 
income, real estate, consumption 
(including taxes collected by state 
monopolies), and fuel excise. 
Estimated evasion rates on individual 
taxes range from 29 percent for 
import taxes to 94 percent for taxes 
on non-wage income. 

No government collects 100 per
cent of taxes legally due. The U.S. 
Internal Revenue Service, which col
lects 85 percent of its revenue (exclud
ing social insurance contributions) 
from income tax-compared to only 
18 percent for Madagascar-estimates 
net evasion of individual income tax, 
after enforcement action, at 13 per
cent. If tax evasion in Madagascar 
could be reduced initially from 60 to 
50 percent, tax performance (i.e., rev
enue/GDP) would rise by 1.5 percent 
of GDP, and a budget deficit of about 
4.8 percent (see World Bank, World 
Development Indicators-1997) would 
drop by nearly one-third. 

Clearly, political will to reduce the 
budget deficit by confronting tax eva
sion is lacking. Tax services are denied 
both the resources and political sup
port needed to pursue evaders. This is 

illustrated dramatically by the perfor
mances of company tax and tax on 
non-wage income. In the first case, 
companies in the capital whose 
turnover exceeded one billion 
Malagasy francs (about US$230,000) 
declared an average profit in 1995 
amounting to only 2.4 percent of sales, 
despite a consensus in the profession 
that profit margins average 15-20 per
cent in trade and 10 percent in indus
try. More than half of all companies in 
Antananarivo (31 percent of the large 
ones) declared losses. In 1997, the 
Directorate-General of Taxes, with tech
nical assistance from the IMF, estab
lished a Large Enterprise Unit which 
now pursues major corporate taxpayers 
with considerably more vigor than in 
the past. It is too early to quantify the 
outcome of this move. 

In the second case, which concerns 
non-wage income (i.e., earnings of 
proprietorships), declared income 
during 1994/95 averaged 190,000 Mfs, 
or about US$52. Seventy percent of 
proprietorships declared earnings 
below 750,000 Mfs (US$200), equiva
lent to less than 60 percent of the 
then-minimum wage. 

A separate component of the study 
examined real estate taxation. Three 
categories of residential rental proper
ty in Antananarivo were sampled: low, 
intermediate, and upper income. 
Rentals declared in tax returns aver
aged 47, 52, and 38 percent ofrentals 
reported to the study's enumerators by 
tenants, owners, and/or neighbors. 
The study also considered tax exemp
tions as possible sources of evasion 
and corruption. In 1995 and 1996, 
so-called "partial" exemptions from 
import duties amounted to 12 and 5 
percent, respectively, of total tax 
receipts. These exemptions are in fact 
discretionary, resulting from requests 
from importers to the administration. 

In addition, the study mounted 
opinion surveys of businesspeople and 
tax officials. The first category accused 
the Indo-Pakistani minority of being 
the chief evaders, and cited administra
tive weakness, corruption, and high tax 
rates as the principal causes of non
compliance. The highest evasion rates 
for domestic taxes were ascribed to 
company tax in the commerce sector, 
and, among foreign trade taxes, to 
import duties. Primary means of eva
sion were believed to be smuggling and 
sales without receipts. Also cited was 
inattention to taxpayer information. 

Concurring with taxpayers on sever
al points, tax officials conceded that 
there existed staff incompetence, 
abuse, and corruption, and agreed that 
the tax services never pursue true 
evaders, so taxes are paid year after 
year by the same small group of people. 

The study's Research Supervision 
Committee offered suggestions to help 
formulate four primary recommenda
tions, listed here: 
• There is an urgent need for a taxpayer 

information system, which would involve 

active participation of business groups 

and other stakeholders. An official bul

letin would disseminate tax laws, regula

tions, and rulings, which would be of no 

effect unless published therein. 

• All tax exemptions accorded by the 

government, including decisions of 

the Administration Transaction 

Commission (created in 1994), should 

be a matter of public record. 

• Names of taxpayers found guilty of 

infractions should be published, with 

accompanying sanctions. 

• Information on tax collection and 

evasion, grouped into tax categories, 

should be published regularly. The 

finance and economics ministry's 

Permanent Secretariat for 

Macroeconomic Analysis (SPPM) is the 

appropriate agency for this task, given 

the present government structure. 

An EAGER/PSGE article, by Pepe 

Andrianomanana, Professor of Economics, 

and Head, Centre d'Etudes Economiques, 

University of Antananarivo (andpe@simicro.mg). 
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U P D AT E on EAGER Research 

Several research projects for 
EAGER/Trade and EAGER/PSGE 
have been completed or are currently 
under way. They are categorized here 
under broad EAGER research topics. 
All completed research will soon be 
available through EAGER's website 
(www.eagerproject.com) . 

Trade Regimes and Growth 
(EAGERlTrade) 

Promotion of Mali's Rice Exports 
Towards the West Mrican 
Regional Market 
Principal Investigator: Abdoul Barry, 
Associates for International Resources 
and Development (AIRD) 

Collaborating Institutions: Consultants 
Etude et Formation, Mali; Ministry of 
Finance and Ministry of Agriculture, 
Market Information System, Mali 
Status: completed 

Impact of Adjustment on Agricultural 
Competitiveness and Regional 
1hlde in Sahalian West Mrlca 
Principal Investigator: Abdoul Barry, 
AIRD 
Collaborating Institutions: Comite 
Permanent Inter-Etats de Lutte contre 
Ie Secheresse dans Ie Sahel (CILSS), 
Burkina Faso 
Status: completed 

Prospects for Developing Malian 
livestock Exports 
Principal Investigator: Jeffrey Metzel, 
AIRD 

Collaborating Institutions: Compagnie 
Malienne pour Ie Developpement des 
Textile, Mali; Cellule des Planification 
et de la Statistique, Ministere de 
Developpement Rural et de 
l'Environnement, Mali; Economie des 
Filieres Group de Recherche, Institut 
d'Economie Rurale, Mali 
Status: completed 
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Gemstone and Gold Marketing for 
Small-Scale Mining in Tanzania 
Principal Investigator: Lucie Phillips, 
International Business Initiatives (lBI) 
Collaborating Institutions: Economic 
and Social Research Foundation, 
Tanzania; The Business Center, 
Tanzania 
Status: completed 

Cross-Border 1hlde in Ghana 
Principal Investigator: Gayle Morris, IBI 
Collaborating Institutions: University 
of Ghana at Legon, Ghana 
Status: Final draft expected July 1998 

Domestic Marketing of Vanilla 
Exports in Madagascar 
Principal Investigator: Jeffrey Metzel, 
AIRD 
Collaborating Institutions: Centre 
d'Etude et de Recherche Economique 
pour Ie Developpement, Madagascar 
Status: Final draft expected July 1998 

Effectc; on Trade of Monetary, Fic;cal, 

Monetary and Exchange Rate 
Policy in Ghana 
Principal Investigator: Charles Jebuni, 
Center for Policy Analysis (CEPA), 
Ghana 
Collaborating Institutions: AIRD 

Status: Final draft expected July 1998 

1hlde Taxes and Producer 
Incentives in Ghana 
Principal Investigator: Dirck Stryker, 
AIRD 

Collaborating Institutions: CEPA 
Status: First draft expected July 1998 

Monetary and Exchange Rate 
Policy in Uganda 
Principal Investigators: Marios B. 
Obwona, Economic Policy Research 
Center (EPRC) and Polycarp 
Musinguzi, Research Department, 
Bank of Uganda, Uganda 
Status: Final draft expected July 1998 

Efficiency of Trade Tax 
Regime: Kenya 
Principal Investigator: Graham 
Glenday, Harvard Institute for 
International Development (HIID) 
Collaborating Institutions: Ministry of 
Finance, Kenya 
Status: First draft expected July 1998 

Fixed Versus Flexible Exchange 
Rates in Mrlca 
Principal Investigator: Anatolie 
Amvouna, University of Cameroon, 
Yaounde 
Collaborating Institution: AIRD 
Status: completed 

New Opportunities for African Trade 

Structure of Incentives and 
Manufacturing Competitiveness in Mali 
Principal Investigator: John Cockburn, 
Centre de Recherche en Economie et 
Finance Appliquees, Universite Laval 
(CREFA-lAVAL), Canada 
Collaborating Institutions: Ecole 
Nationale d'Administration, Mali; 
Centre Invoirienne pour la Recherche 
Economique et Sociale, Ivory Coast 
Status: completed 

International 'Ihlde Policy for 
Development of South Mrica 
Principal Investigator: Siphiwe Cele, 
Development Bank of Southern Africa 
Status: First draft expected July 1998 

South Mrlca: Potential, Constraints, 
and Comparative Advantage in the 
Cotton/Textile/Garments Subsector 
Principal Investigator: B. Lynn 
Salinger, AIRD 

Collaborating Institutions: 
Development Policy Research Unjt, 
University of Cape Town, South Africa 
Status: completed 

Promoting New 1hlde 
Opportunities for Mrica 
Principal Investigator: B. Lynn 
Salinger, AIRD 
Status: completed 
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Foreign Direct Investment 
in Kenya and Uganda 
Principal Investigator: Lucie Phillips, IBI 
Collaborating Institutions: EPRC, 
Uganda; University of Nairobi, Kenya 
Status: Final draft eXllected.July 1998 

Structure of Incentives and 
Manufacturing Competitiveness 
in Kenya and Uganda 
Principal Investigator: Eckhard Siggel, 
CREFA-LAVAL 
Collaborating Institutions: Economics 
Dept., Makerere University, Uganda; 
Economics Dept., University of 
Nairobi, Kenya 
Status: Final draft exlll!cteti .Ju(y 1998 

Regional Integration In E:.ast and 

h r 

Global Trade Analysis for Southern 
Mrica: South Mrica, Zimbabwe, 
Zambia 
Principal Investigator: Will Masters, 
Purdue University 
Collaborating Institutions: Economics 
Dept., University of Zimbabwe, 
Zimbabwe; Economics Dept., 
University of Zambia, Zambia 
Status: completed 

Promoting Trade Through 
Regional Integration 
Principal Investigator: Steven Radelet, 
HIID 
Status: completed 

Modeling Electricity Trade in 
Southern Mrica 
Principal Investigator: Tom Sparrow, 
Purdue University 
Collaborating Institutions: Southern 
Mrican Power Pool; Zimconsult, 
Zimbabwe 
Status: completed 

ge. 

Lessons of East Asia for 
Promoting Trade in Mrica 
Principal Investigator: Karen Engle, 
AfRD 
Status: comllieted 

Bringing Down Policy 
Barriers to Trade in Mrica 
Principal Investigator: Jeffrey Metzel, 
AfRD 
Collaborating Institutions: IBI 
Status: completed 

Political Economy of Policymaking in 
Mrica 
Principal Investigator: Lucie Phillips, 
IBI 
Status: completed 

Promoting and Sustaining Trade 
and Exchange Reform in Mrica 
Principal Investigator: Malcolm 
McPherson, HIID 
Status: First draft exllected Sel,tember 1998 

Structural Barriers to Trade 
Principal Investigator: Joseph Stern, 
HIID 
Status: completed 

Determinants of Foreign Direct 
Investment in Mrica 
Principal Investigator: Saskia Wilhelms, 
AfRD 
Status: First draft expected July 1998 

Effects of Policy Reform on 
Investment, Trade, Growth, and 
Poverty 
Principal Investigator: Dirck Stryker, 
AfRD 
Status: First draft expected .July 1998 

Transshipment of Textiles 
and Clothing through Mrica 
Principal Investigator: B. Lynn 
Salinger, AfRD 
Status: completed 

1c;k Studiec; 

Trends in Mrican Trade 
Principal Investigator: Abdoul Barry, 
AlRD 
Status: completed 

Emerging World Trade Order 
in Financial Services 
Principal Investigator: Michael 
Isimbabi, IBI 
Status: completed 

CONTINUED ON BACK COVER 
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The WTO agreement and FINANCIAL 
services in A F RIC A N countries: 

a POLICY and RESEARCH review 

T he development of well-fullctioning, 
efficient, and stable financial systems 
is critical to the evolution of vibrant 
private sen ors that can spur economic 
growth in de\eloping countries. 
Financial infrastI uctures in most 
African countries, however, are weak 
and underdeveloped, thus hampering 
their abilit)· to mobilizt> savings, stimu
late domestic and foreign illvestment, 
and efficiemly allocate capital to bring 
about sustained economic growth. 

Multilateral trade and investment 
initiatives, such as the General 
Agreement on Trade and 
Services/ World Trade Organization 
Agreement (GATS/ WTO) on financial 
services, present opportunities for 
African countries to build stable and 
well-functioning financial systt'ms, 
integratt> domestic financial markets 
with global markets, anci attract for
eign investmen t. Because globalization 
may result in even further marginaliza
tion, the challcnge for African coun
tries is to determine how they can best 
reap benefits from the globalization of 
trade, finance, and investment. 

This study identifies I el('vant policy 
and research issues with respect to the 
implications of GATS/ WTO and rel,lI
ed trends in international trade, 
finance, and investment fur Africa. 
It provirle~ a framework for further 
research 011 these issues, based on case 
studies of selected African countries. 
There is currently no published study 
on this su~ject, ~ince the issues are rel
atively new. T hus, this study is timely 
with regaJd to policymaking in Africa, 
the EAGER research agenda, and 
USAID's ohjectives on financial and 
private sector development in sub
Saharan Africa (SSA). 

EAGER~p~rt SPRING 1998 

The study addres~es the following 
six issues. 

I . Integration of domestic and interna
tional markets. 
Liberalilation of capitalllows, 

investment, and financial services in 
both developed and developing coun
tries has resulted in an increasingly 
integrated global financial system, 
characterized by, among others things: 
• High-speed, large-volume, sophisticat

ed financial transactions and informa

tion flows; 

• Rapid and sometimes volatile cross

border capital flows; 

• Increased co-movements of securities 

markets; and 

• Remarkable strides in financial 

innovation, such as derivatives and 

securitization. 

This has presented developing 
countries with opportunities to attract 
llIuch-needed foreign capit.alto 
finance economic growth. Countries 
must, however, create and maintain 
conducive econumic, regulatory, and 
institutional environments which 
en,lble them to attract and retain 
private capital and utilize it to foster 
equitable economic growth. 

2. Development of financial sectors. 
African financial sectors lemain 
underdeveloped for several reasons, 
some of which include: 
• Weak prudential regulation and 

supervision; 

• Unnecessary and harmful political 

control and interference; 

• Inadequate physical infrastructure 

and human resources; and 

• Underdevelopment of capital markets. 

Even the most developed African 

financial sectors need more diverse 
financial intermediaries, other than 
commercial banks. Savings and invest
ment climates could improve quickly 
with viable venture capital; finance and 
leasing companies; contractual savings 
institutions (i.e., pension flmds, insur
ance companies) ; securities films; invest
ment funds; and investment baJlks. 

3. Foreign investment. 
Foreign investment in African finan
cial services sectors, through the estah
lishment of subsidiaries, joint ven
tures, or full branches, can foster 
development of more stable and elli
cient financial systems. Recent trends 
indicate that investment in developing 
country financial markeL'i by foreign 
financial services providers can facili
tate competition that brings about 
greater eflicicncy in financial services 
delivery. It introduces new and innova
tive financial instruments, products, or 
services, and improves access to global 
capital markets and sophisticated 
financial services. 

4. Attracting long-term capital. 
Investment environments in most 
African countries remain uncompet.i
tive relative to other developing 
rt"gions. The continent continues to 
be perceived as highly risky, and has 
been unable to attract significant 
diversified foreign investment. Oil, 
mining, power, and tt"lecommunica
tions-sectors that provide quick, 
high n :tm ns-have dominated recent 
investment. Ali-ican countries have 
been unable to attract critical long
term capital required for infrastruc
ture developmenl. Firms' capital pro
jects rarely find funding, and venture 
capital is scarce for financing small 
and medium-sized businesses. 

5. Opening f'mancial services markets. 
African countries face a daunting chal
lenge to develop their financial ser
vices sectors and foster private invest
ment. This challenge mllst be 
addressed with the utmost urgency, 
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especially became Africa is seriously 
handicapped by poor leadership. edu
cation, health, and social welfare. To 
ensure that they benefit optimally 
from the wro and other multilateral 
initiatives, African countries must risk 
formulatin!{ and implementing sound 
policies and strategies to open up 
their financial services markets. To 
ensure long-term political, economic, 
and social stability, policies mllst be 
designed to lilster equitable economic 
growth and improve economic condi
tions of the poor, including effective 
financial services delivery in areas that 
can directly impact on poverty allevia
tion, such as the growth of small- and 
medium-sized businesses. 

Policies and strategies should 
focus on: 
• Fostering entrepreneurial risk-taking 

by prospective financial services 

providers by eliminating impediments 

to private investment and the proper 

functioning of financial systems; 

• Determining strategies for opening 

financial markets to foreign financial 

services providers, liberalizing cross

border capital flows, and assessing 

the amount of markets to be opened, 

how quickly, and how capital flows 

should be managed; and 

• Determining how the WTO and other 

multilateral and regional initiatives can 

best facilitate financial sector develop

ment and foreign investment. Countries 

must study the multilateral context and 

determine how it affects them. 

6. Research. 

Research, using case studies of individ
ual countries or regions, should focus 
on the following issues: 
• Prospects for the evolution of competi

tive environments for private invest

ment in financial services, including 

substantial improvement in political, 

economic, legal, regulatory, institution

al, and social environments. Investor 

response should be closely monitored; 

• Opportunities represented by innova

tions in financial services, and the 

prospective returns to investors from 

investment opportunities; 

• Trends in multilateral and regional 

tradelinvestment initiatives, foreign 

investment, and international financial 

markets, and their implications for 

African countries; and 

• Experiences of other developing 

regions, e.g., Asia, Latin America, 

CentrallEastern Europe, in tradel 

investment and financial liberalization, 

and their relevance to African countries. 

Such research, analysis, and strate-
giL thinking should lead to clear defin
itions of roles for governments and 
policymakers, and recommendations 
regarding the following: 
• Types of financial intermediaries, inno

vations, and regulatory structures nec

essary for the development of a strong 

financial infrastructure to serve the 

countries' key economic sectors; 

• Areas of financial service delivery in 

which forelgn investment should be 

particularly encouraged; 

• Creation of a conducive financial and 

investment environment to stimulate 

domestic and foreign investment in 

the financial sector and facilitate 

entrepreneurship and innovation in 

financial services; 

• Integration of domestic and interna

tional financial markets, through 

removal of restrictions on cross-border 

capital flows and provision of market 

access to financial services providers; 

• Regional financial integration and 

coordination within African regional 

trade liberalization and economic 

integration initiatives (e.g., SADC, 

ECOWAS, AEC); and 

• Determination of the best strategies 

for African countries to partiCipate in 

the WTO, the OECD's Multilateral 

Agreement on Investment (MAl), 

and other multilateral agreements. 

An EAGER/ Trade anicle hy Michael Isimbabi 

ollBI (misimhahi@ibicnrporalion.com). 

EAGER South 
Africa Workshop 

The fifth semi-annual EAGER Country 
Workshop convened on February 4 at 
Muldersdrift, South Mrica, 40 kilome
ters outside of Johannesburg. This 
three-day workshop brought together 
EAGER researchers from Africa and the 
U.S., most of whom presented interim 
or final research results. In addition to 
EAGER researchers, a number of South 
African government officials and staff 
and several private sector representa
tives attended. USAID staff from 
Washington and several African mis
sions also participated in the workshop. 

Similar to previous workshops, the 
South Mrica Workshop scheduled 
several sessions targeting economic 
issues of importance to the host coun
try. These sessions generated fruitful 
discussions on issues such as policy
making, regional cooperation, trade, 
and employment. Purdue University 
presented its Global Trade Analysis 
Software, applied to the case of South 
Mrica, which generated considerable 
interest among participants. 

The number of research reports 
distributed to workshop participants 
and ready for dissemination in the 
countries concerned showed a quan
tum jump over the previous workshop. 
Institutionalization of collaborative 
research was the theme of a plenary 
session focusing on the creation and 
expansion of policy research networks 
in Mrica. 

The workshop report is currently 
being assembled, and distribution is 
anticipated in mid-April. A more 
detailed exposition of the workshop 
and its research themes will be fea
tured in the next EAGEReport. The 
success of this workshop sets a high 
standard of performance for the 
upcoming one, tentatively slated for 
Dakar, Senegal, in October 1998. 

Robert Wieland is with the consulting firm 

International Economics-Washington 

(inteconwnv@aol.com). 
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Public Strategies for Growth 
and Equity (EAGERIPSGE) 

Legal, Regul tory, and JUdlCld Reforms 

The Cost of Doing Business: Laws and 
Regulations affecting Labor and 
Capital in Madagascar 
Principal Investigator: Dirck Stryker, 
AIRD 
Collaborating Institutions: Societe 
d'Assistance Technique et de Gestion; 
JURECO Etudes et Conseils 
Status: Final draft expected./uly 1998 

The Cost of Doing Business: Contract 
Enforcement in Tanzania 
Principal Investigator: Patrick 
Meagher, Center for Institutional 
Reform and the Informal Sector 
(IRIS), University of Maryland 
Collaborating Institution: Economic 
and Social Research Foundation 
Status: Final draft expected March 1998 

Governance and Economic Regulation 
in Ghana 
Principal Investigator: Fred Boadu, 
Mayatech 
Collaborating Institution: Institute of 
Statistical, Social, and Economic 
Research 
Status: Final draft expected March 1998 

Competition Policies for Growth: 
Legal and Regulatory Framework for 
Sub- Saharan Mrican Countries 
Principal Investigator: Cynthia 
Clement, IRIS 
Collaborating Institutions: To be 
determined 
Status: Final draft expected December 1998 

Tax Policy in Sub-Saharan Mrica: The 
Role of Excise Taxes: Madagascar and 
Tanzania 
Principal Investigator: Jonathan 
Haughton, HIID 
Collaborating Institutions: Centre 
d'Etudes Economiques, Madagascar; 

Department of Economics, University 
of Dar es Salaam, Tanzania 
Status: Final draft expected June 1998 

Enhancing Transparency in Tax 
Administration: Madagascar and 
Tanzania 
Principal Investigator: Clive Gray, HIID 
Collaborating Institutions: Howard 
University; Centre d'Etudes 
Economiques, Madagascar; 
Department of Economics, University 
of Dar es Salaam, Tanzania 
Status: Final draft expected./ulIe 1998 

Improving the Framework for Monetary 
Progranuning: Tanzania and Malawi 
Principal Investigator: Clive Gray, HIID 
Collaborating Institutions: Economic 
Research and Policy Department, 
Directorate of Economics and Statistics, 
Bank of Tanzania; Economic Research 
Bureau, University of Dar es Salaam; 
Reserve Bank of Malawi 
Status: Final draft expected December 1998 

Restarting and Sustaining Growth and 
Development in Mrica 
Principal Investigator: Malcolm 
McPherson, HIID 
Collaborating Institutions: IRIS; AIRD; 
Howard University; M.A. Consulting 
Group, Kenya; Makerere Institute of 
Social Research, Uganda; Centre de 
Recherches Economiques Appliquees, 
Universite Cheikh Anta Diop, Senegal 
Status: First draft expected September 1998 

Financial Intermediation for the Poor: 
Senegal and South Mrica 
Principal Investigator: Eric Nelson, 
Development Alternatives International 
Collaborating Institutions: MaraTech; 
University of Stellenbosch, South Mrica; 
Bureau d'Etudes REMIX, Senegal 
Status: Final draft expected March 1998 

The Impact of Financial Sector 
Reform on Bank Efficiency and 
Financial Deepening for Savings 
Mobilization: Ghana 
Principal Investigator: Sam Ziorklui, 
Howard University 
Collaborating Institutions: 
Department of Economics, University 
of Ghana; Bank of Ghana; MerchaJll 
Bank of Ghana; CDH Group 
Status: Final draft expected June 1998 

The Development of Capital Markets 
and Growth in Sub-Saharan Mrica: 
Ghana and Tanzania 
Principal Investigator: Sam Ziorklui, 
Howard University 
Collaborating Institutions: To be 
determined 
Status: Final draft expected March J 999 

Increasing Labor Demand and 
Productivity in South Mrica 
Principal Investigator: Dirck Stryker, 
AIRD 
Collaborating Institutions: University 
of Witwatersrand; University of Cape 
Town, South Mrica 
Status: Final draft expected December 1998 

Increasing Labor Demand and 
Productivity in Ghana 
Principal Investigator: George Gyan
Baffour, Howard University 
Collaborating Institutions: University 
of Ghana; Center for Economic Policy 
Analysis 
Status: Final draft expected December 1998 

The Contribution of Business 
Linkages to the Growth of Productive 
Employment Among Micro and Small 
Enterprises in South Mrica 
Principal Investigator: Donald Mead, 
Michigan State University 
Collaborating Institutions: University 
of Natal/Pietermaritzburg; University 
of Natal/Durban; University of the 
North 
Status: Final draft expected May 1998 
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AN ASSESSMENT OF ECONOMIC 

POLICIES & GROWTH: EAGER 
WORKSHOP, 

Muldersdrift 
At EAGER's fifth semi-annual Country Workshop, 
participants expressed reservations about the progre s of market liberal

ization in South Africa. Held in Muldersdrift, South Africa on February 

4-6, and co-sponsored by USAID and South Africa's Trade and Industrial 

Policy Secretariat (TIPS), the workshop brought together researchers, 

USAID staff, and Africans from the public and private sectors to discuss 

EAGER themes. Representatives from South Africa's academic sector and 

from its publicly and donor-supported institutions also participated. 

South Africa's recently elected government has been stressing policies 

that support economic growth through freer mal kets. Still , South 

Africans are divided on economic policies regarding the current imbal

ance of wealth distribution and costs of remedying the situation. This 

issue helped shape the discussion in the first session, Current Issues in the 

South African Economy. This session brought together South African 

researchers from two important policy institutions, in addition to a USAID 

economist: Rashad Cassim, Executive Director of TIPS; Asghar Adelzadeh 

of South Africa's National Institute for Economic Policy (NIEP); and an 

economist from USAID's South Africa Mission, Ric Harber. Each speaker 

noted the importance of the Growth, Equity, and Redistribution (GEAR) 

program, which has been adopted by the South AfJican government as its 

central strategy. Through GEAR, the government of South Africa commits 

itself to export-led development with efficiency-oriented macro-economic 

policies and limited government interventions. 

Mr. Cassim was less than sanguine about this plan's plOspects for suc

cessful implementation. He discussed the high costs borne by workers in 

industries that are shedding labor, and the consequent pressure to 

change this strategy. Additional liberalization may be difficult, because 

some employment loss is attributed to the adjustment to a more open 

economy. Furthermore, reforms implemented to date may not be ade

quate to provide the investment and economic growth benefit.s antici

pated. He also suggested that the exchange rate may still be overvalued. 

CONTINU1\ J) ON PAGE ~ 
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EAGER-Equity and Growth 

through Economic Research-is a six

year activity, concluding at the end of 

September 1999, that is sponsored by 

the U.S. Agency for International 

Development (USAID), Bureau for 

Africa, OHice of Sustainable 

Development, Strategic Analysis Division. 

EAGER supports economic and social 

science policy analysis in sub-Saharan 

Africa (SSA). Its primary objective is to 
increase the availability and use of analyti

cal research by decision-makers in both 

the public and private sectors to promote 
the adoption and implementation of polio 

cy reforms that foster rapid, equitable, 

and sustainable growth. The research 

addresses two key constraints that inhibit 

the implementaljon of more appropriate 

policies. First, EAGER seeks to expand 

indigenous capacity in SSA countries to 

undertake policy analysis, and then 
attempt., 10 improve the positive impact 

of the analysis on economic performance. 

EAGER policy analysis is guided by 
two basic principles. First, outstanding 

American and African institutions and 
analysL, work side-by-side on collaborative 

investigative teams. Second, stakeholders 

and decision-makers are involved in 

selection, design, implementation, and 

dissemination of EAGER research. 

EAGER research activities are com

prised of the following two component.,: 

• Public Strategies for Promoting Growth 

and Equity (EAGER/PSGE), implemented 

by the Harvard Institute for International 

Development (HIID) 

• Trade Regimes and Growth 

(EAGERITrade), implemented by associ

ates for International Resources and 

Development (AIRD) 

EilGEl<eport provides periodic updates 

on EAGER activities, and is published in 

English and French as part of EAGER's 
logistics, communication, and dissemina

tion, implemented by BHM 
International Inc. This newsletter may 

be quoted and reproduced if proper 

credit is given. EAGEReport's Managing 
Editor is Sytske Braat-Campbell (Abt 

Associates Inc.). A,sociate Editors are 

Christine Erbacher (Abt Associates Inc.) 

and Linda Klinger (Abt consultam). 

Translation into French is by Catherine 
Utz (also an Abt consultant). KINETIK 

Communication Graphics Inc. produces 

both the English and French editions. 

The opinions expressed herein are 

those of the authors and do not neces

s~lI'ily reflect the views of USAID. 
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There is a broad consensus that 
the principal problems of the South 
Mrican economy are poverty and 
too few jobs. Mr. Asghar recom
mended that the government focus 
on these problems, and re-think its 
policy framework by adopting a 
more activist role to generate higher 
growth and achieve better income 
distribution. Such policies might offset 
the equity problems that derive from 
the current endowment of wealth and 
jobs, at lea~t in the short term. 

Mr. Harber echoed Mr. Asghar's 
belief that South Mrica's excess 
capacity might justify a Keynesian 
stimulus to reduce unemployment. 
He believes that fiscal, monetary, 
and exchange rate policies have the 
potential to reduce poverty and pro
mote growth, but did not address 
short- and long-run trade-offs to 
such a stimulus. He did, however, 
iden tify the need to change the 
labor structure of markets as a more 
durable means of reducing unem
ployment, as well as the need to cut 
the fiscal deficit, which may increase 
taxes in South Mrica. He supported 
the GEAR program as the central 
framework for policy development. 

Research papers with a South 
Mrican focus were presented at con
current sessions addressing trade, 
labor markets, factor productivity, 
market struc ture, finance, and 
regional energy-sharing. Will Masters 
of Purdue University, Inyambo 
Mwanawina of the University of 
Zambia, and Robert Davies of the 
University of Zimbabwe addressed 
global and regional trade issues fac
ing southern and Sou th Africa. Mr. 
Masters described the Global Trade 
Analysis Project (GTAP) and data 
issues surrounding applications of 

the GTAP model to the area. GTAP 
is a public access (i.e., Internet) ana
lytical tool available to researchers 
who are interested in trade and poli
cy. A detailed account can be found 
in a separate article in this newsletter. 

Mr. Mwanawina assessed the impli
cations of regional and sub-regional 
integration for capital flows and the 
consequences of capital inflows on 
real exchange rate appreciation and 
import dependence. His results indi
cate that, in the absence of regional, 
policy-induced barriers to trade and 
investment, capital flows into South 
Africa would rise and increase labor 
absorption and economic growth. 
He found that the spillover benefits 
in neighboring countries would be 
limited, however; those neighbors 
would have to undertake domestic eco
nomic reforms in their own countries. 

Mr. Davies applied a multi-sector, 
multi-country Computable General 
Equilibrium (CGE) model to simu
late internal and external impacts of 
the South Mrica-European Union 
(SA-EU) and the Southern Mrica 
Development Community (SADC) 
agreements. Tax and tariff scenarios 
were simulated to show changes in 
import quantities from the 
European Union (EU) and welfare 
effect~ of SA-EU free trade agree-

ments. Those simulations indicate 
that a SA-EU Free Trade Agreement 
could yield both strong trade diver
sion and weak trade creation effects 
for South Mrica. A SA-SADC Free 
Trade Agreement might yield 
stronger trade creation, but, due to 
the small base, would yield low 
returns in the near-term. Removing 
intraregional trade barriers would 
improve overall benefits. 

In a session on Labor Markets, 

Employment, and Productivity in South 

Africa, two research themes were pre
sented, one examining labor demand 
and productivity, and the other 
exploring means for promoting com
petitiveness in two potentially export
leading manufacturing industries. 
Dirck Stryker of Associates for 
International Resources and 
Development (AIRD) and Mr. Cassim 
discussed their research under the 
first theme. Preliminary analysis 
shows a shedding of labor in the 
manufacturing sector, although pro
duction continues to rise. These 
events coincide with trade liberaliza
tion, but linkages are not yet clear. 
They also noted data limitations 
regarding small, non-reporting firms. 
Another finding of particular interest 
is that wages seem to be rising-
in the face of high unemployment

CONTINUED ON PAGE <I 
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faster than inflation, suggesting an 
"insider-outsider" problem and lack 
of flexibility in labor markets. 

Lynn Salinger of AIRD, Haroon 
Bhorat of the University of Cape 
Town, and Malcolm Keswell of the 
Parliamentary Research Service pre
sented aspects of their research, 
entitled, Promoting the Competitiveness 

of Textiles and Clothing Manufacture in 

South Afn·ca. (Detailed discussion is 
provided in a separate article here.) 

A team including Ed Bbenkele 
and Owen Skae of the University of 
Natal, Francis Anim of the University 
of the North, South Mrica, and 
Donald Mead of Michigan State 
University presented findings on the 
Contribution of Business Linkages to the 

Growth of Productive Employment 

Among Small Enterprises in South 

Africa. Support in the donor com
munity for programs to encourage 
linkages between small enterprises 
and larger firms has been varied. 
Because the efficiency and equity of 
such linkages are questionable, 
researchers will explore conditions 
under which linkage projects could 
be expected to function best. 

Mr. Bbenkele has studied the role 
of small-scale gatherers in the tradi
tional medicines sector and their 
linkages with larger pharmaceutical 
companies. Initially, his research 
shows significant opportunities for 
economic growth in regard to sup
plying South Mrican pharmaceutical 
companies, export trade to Europe, 
and shifting from gathering to culti
vation of medicinal plants. Mr. Skae 
is examining linkages between small 
and large firms in the services sector 
in Durban and Richards Bay. While 
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this research is only just getting 
under way, he noted that greater 
participation by small firms in this 
market would go unnoticed without 
either primary survey data or the 
development of new variables that 
measure business linkages. Mr. Anim 
is examining efforts to promote 
growth of mostly black-owned 
micro- and small enterprises in the 
northern province. He will assess how 
linkages with white-owned, larger 
tirms could be improved. Mr. Mead 
noted that there appears to be wide
spread interest in business linkages 
in South Mrica. Market develop
ment appears to be a major con
straint in the development of small 
enterprises. Forging linkages with 
large buyers may be one solution. 

Regarding electricity trade in south
ern Africa, Ferdi Kruger of ESKOM, 
South Afi;ca and Mr. Masters simulat
ed policy choices using a model and 
data representing electricity supply 
and demand factors. This analysis 
assessed the benefits of the 
Southern Mrican Power Pool 
(SAPP) and covered three key 
points: (i) regional trade (import 
and export) by each member of the 
pool under two different scenarios, 
with and without harmonization; 
(ii) value of traded volumes with 
and without harmonization; and 
(iii) daily cost. Simulations show sig
nificant gains from short-term trad
ing, even with current infrastruc
ture; large export gains for 
Mozambique, the Democratic 
Republic of Congo, and Zambia; 
cost savings for South Mrica, 
Botswana, Namibia, and Swaziland; 
and reduced CO~ emissions. 

To address Financial Intermediation 

for the Pam; Mohammed Karaan of 
the University of Stellenbosch pre
sented information on the South 
Mrican financial system, along with 
a similar case study on Senegal 
undertaken by Hamed Ndour of 
REMIX, Senegal. In his assessment 
of the South Mrican financial sys
tem as it relates to small-scale and 
rural clients, Mr. Karaan examined a 
number of institutions and 
approaches for reaching this clien
tele . Case studies show that the 
large state-owned banks do not seem 
to be commercially viable vehicles 
for sustained delivery of financial 
services. A promising new approach 
has rural clients contributing to a 
deposit fund and leveraging those 
savings with borrowing. Another 
potentially successful approach is 
the Village Banking Scheme, under 
which institutions gather member 
shares and deposits and place them 
with commercial banks to collect 
interest. The Village Bank then bor
rows against those deposits and 
these loans are used to finance loans 
to members. 

Eric Nelson, formerly of 
Development Alternatives, Inc., 
summarized the study results from 
Senegal and South Mrica, noting 
that formal sector institutions do 
not serve this clientele with savings 
and deposit services. Mr. Nelson 
pointed out that Village Banks 
would be vastly increased if private 
investors were allowed to participate. 

Robert Wieland (inteconwrw@aol.com) 

is an economisl with the consulting firm, 

International Economics-Washington. 
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PROMOTING 
the COM PETITIVEN ESS 

of Textiles and Clothing Manufacture 
in South Africa 

As palt of the EAGER/ Trade 
Regimes and Growth component, 
an invesligation of Ihe competitive
ness of texliles and clothing manu
facturing in South Africa revealed 
Ihal Ihere are many roules to suc
cess. Although the stlldy indicates 
Ihal more large finns are sllccessful 
than small firms, approaches to 
achieving success vary considerably 
within size categories. For large 
finns, su("("ess depends partly upon 
market scgment and partly upon 
factory management. Success in 
small firms depends UPOJl knowledge 
of industry trends and investment. 

The research team, composed of 
AIRD economist Lynn Salinger, 
Universily of Cape Town economist 
Haroon Bhorat, UniversilY of 
Massachusetts-Amherst economist 
Diane Flaherty, and South African 
researcher Malcolm KeswelI, pre
sented preliminary findings at the 
Febntary 1998 EAGER workshop in 
M uldersdrift. By this time, the team 
had interviewed individuals at 105 
clothing and textiles firms, repre
senting a diversity of si7es, product 

types, locations, plant modernity, 
labor relations, relail (hannels, and 
dependen(·c on exports and 
imports. MOl>t firms conduct some 
design and manufacluring, and sev
eral cut-make-trim (CMT) (Le., 
c10lhing assembly) operations and 
dc~ign houses wert' included. They 
discussed findings with slakehold
ers, induding the director of lex
tiles, clothing, and footwear in the 
Department of Trade and Industry; 
members of the Clothing 
Federation; and an economist of 
the South African Textile and 
Clothing Workers' Union. The pri
vate sector was enthusiastic ahout 
the work completed to date, and is 
now pressing f()r the research find
ings to be communicated to mem
bers of Parliament and the govern
ment's tripartite policy deliberation 
hody, NED LAC. 

Preliminary Findings 
As previously noted, roules to suc
cess vary for clothing and textile 
firms. The following example, 
which compares two large South 

Clear, medium-term policy parameters 

should be established to minimize uncer

tainty about the macro-, labor, and sectoral 

policy environments which complicate 

firms' strategic planning ... 

Aft i( an companies, shows how Ihe 
way in which finns compele can con
tribute to ~uccess. Company A pro
duces fo r I he mass mal ket. I t has 
not computerized mllch of ils inven
tory, design, or administrative func
tions, or invested substantially in 
new machinery. It views labor rela
tions purely as a matter of disci
pline. Company B has a more mixed 
market segment, ranging from up
market, relatively specialized prod
uct" to more mass-market items pro
duced in long runs. It has computer
ized its inventory, design, and 
administrative functions, and has an 
empathetic view of labor relations. 
Moreover, Company B is informed 
of and experimental in implement
ing modern methods of organiza
tion, snch as just-in-time inventory 
control and flexible methods of 
moving work along the line. It also 
has a policy of promoting through 
the ranks and training in multiple 
skills and multiple tasks. It rewards 
workers whose suggestions save 
money, and its bonus scheme 
increases the bonus percent as work
ers get closer to the target. 

Company A fell on hard times 
and downsized, with the ultimate 
goal of moving production out of 
the country. Company B is prof
itable and expanding. Although it 
explored moving out of South 
Africa, it determined that there is 
plenty of opportunity to make 
money there and will stay. 

The lessons from these two stylized 
firms are clear. While Company A 
faces diflicult external conditions, it 
CONTINUED ON PAGE 6 

5 



PROMOTING 
the COMPETITIVENESS 

of Textiles and Clothing Manufacture 
in South Africa 

FROM PAGE 5 

has done little to respond creatively 
to the chalIenges. It<; response is to 
continue to do what it has always 
done, only in a different location. It 
chooses locations which look like 
the South Africa in which it was for 
many years successful. Company B, 
in contrast, is forward-thinking and 
flexible, changing it<; internal organi
zation and strategy in response to 

changing external conditions. 

Policy Implications 
Policy implications of the data are 
beginning to emerge and focus 
around the following themes: 

Human capital development: Worker 
and manager education and upgrad
ed skill levels are centrdlto improv
ing company perfonnance. 
Government expenditures on ba<;ic 
literacy, adult education, technical 
institutes, and vocational schools (i.e., 
technikons) will likely have the effect 
of "crowding in" private sector invest
ment, and thus should be encour
aged. Changing managerial behavior 
and attitudes i<; more chaIIenging, 
but must be addressed if South 
African managers are to take their 
finns into the global marketplace 
of the 21st century. 

Access to capital: Access to working 
capital is critically important, partic
ularly for growing small firms. 
Simply bridging finance for estab
lished CMT operations can help set 
into motion the virtuous cycle of 
decreased slack time, a more stable 
work force, and achieving higher 
quality and productivity. Investment 
capital is twice as expensive in South 
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With broad changes in South African gov

ernment, the private sector needs some 

assurances of stable-or at least pre

dictable-rates of exchange, interest, infla

tion, wages, tariffs, and so forth. 

Africa as it is in the u.S. and Europe, 
which clearly constrains South 
African investment in new capital 
equipment. With regard to technolo
gy development, researchers have 
found little evidence in South Africa 
of coIIaborative public-private devel
opment of applied technologies, 
which exist elsewhere, to further the 
competitiveness of textiles and cloth
ing manufaclllring. 

Policy stability: Clear, medium-term 
policy parameters should be estab
lished to minimize uncertainty about 
the macro-, labor, and sectoral policy 
environments which complicate 
firms' strategic planning. While poli
cy stability will not necessarily over
come inherent risk-aversion in man
agers of "Company A" firms, it will 
nonetheless benefit firms that take 
more risks. With broad changes in 
South African government, the pri
vate sector needs some assurances of 
stable-or at least predictable-rates 
of exchange, interest, inflation, 
wages, tariffs, and so forth. 

Labor relations: Emerging patterns 
suggest that it is in the manage
ment's interest to coIIaborate with its 

labor force to promote multi-skiIIed 
workers, improve productivity, and 
enhance competitiveness. This sug
gests that there is a market-based 
alternative to excessive regulation of 
labor relations, and government 
should resist the temptation to inter
vene extensively in this area. 

Export promotion: This study revealed 
that firms seldom used Department 
of Trade and Industry support for 
trade-related travel. Programs should 
be established to help firms under
stand and lise available export mar
keting assistance. 

There is evidence that many 
South African firms are learning 
how to compete. There is consider
able optimism in the industry that 
coIIaborative efforts are beginning to 
yield a productive business export 
strategy. If the link between progres
sive use of labor by management and 
improved productivity and competi
tiveness can be communicated wide
ly, there is even some real hope that 
labor may share in the gains derived 
from export orientation. 

B. l.ynn Salinger (Isalinger@aird.com) is a 

senior economist at AIRD. 
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FINANCIAL INTERMEDIATION 

for the Poor in SENEGAL 
and SOUTH AFRICA 

In Asia and Latin America, financial 
institutions that serve the poor play 
four principal roles: 
• Help households create or 

diversify sources of income; 
• Mobilize and safeguard 

their savings; 
• Transfer funds among family 

members or business associ
ates; from urban to rural areas; 
or from emigrants to their 
families; and 

• Increase households' level of 
debt (called "credit" by banks) 
during time of need. 
Development Alternatives Inc. 

(DAI) and Mayatech Corporation, in 
association with researchers in 
Senegal and South Africa, conducted 
field studies to determine the extent 
to which whether or not micro
finance programs in Africa success
fully responded to the financial 
needs of the poor. The team discov
ered that a fifth, previously un dis
cerned role was more important in 
Senegal and South Africa than any 
of the four principal roles: Providing 
the immediate liquidity which averts 
crises or allows the poor to exploit 
opportunities to improve their eco
nomic condition. Formal and non
government organization (NGO) 
sectors are ill-equipped to provide 
this service, which relies on both 
knowledge and trust. 

In Senegal, the study identified 
government policies with unfavor
able repercussions on finances for 
the poor. The interest rate ceiling 
above which lending qualifies legal
ly as usury is linked to the redis
count rate. When the latter rate 
falls due to macroeconomic policy, 
micro-credit becomes impossible, 
and even existing loans become ille
gal. For example, in 1997, the usury 
ceiling fell from 21 percent to 12 
percent. No credit program serving 
the poor can cover its costs at 12 
percent. Nearly all microfinance 
and mutual institutions are heavily 
subsidy-dependent. 

The Senegalese government 
passed a restrictive law that permits 
some NGO deposit-taking pro
grams, despite their difficulty in 
meeting legal requirements for reg
istration as banks. The law does not 
tolerate identical private activities, 
however. Catholic Relief Services 
(CRS) has provided seed capital to 
start "village banks," which function 
without subsidy and are based on 
the practice of traditional tontines in 
which villagers regularly deposit the 
same sum, so the model does not 
require literacy or numeracy in 
management. The "bank" can make 
six-month, one-month, and inter
mediate loans with these monthly 
contributions, plus loan install-

ments. Village banks have repaid 100 
percent of seed capital at a market 
interest rate, and system expansion 
is limited only by CRS resources. 

NGOs cannot possibly finance vil
lage banks in Senegal's 13,000 vil
lages. The study calls for a change in 
banking regulations to allow private 
entrepreneurs to establish such insti
tutions with their own and/or mixed 
(i.e. , commercial bank) funding. 

In South Africa, all formal finan
cial institutions providing credit to 
the poor are heavily subsidy-depen
dent. Commercial bank branches 
are widespread, but serve only for 
transfers, and the post office bank is 
believed to be too heavily cross-subsi
dized to retain despite its role in 
deposit-taking and transfers. 

Given the strengths of the stokvel 

movement in South Africa (i.e., an 
indigenous savings and loan society, 
similar to tontines), researchers are 
studying the feasibility of designing 
South African village banks similar 
to those in Senegal, but based on 
the stokvel form of organization, in 
which they meet with the end user. 

The study's preliminary conclu
sion is that policymakers should 
drop a long-standing focus on micro
credit (whether from abroad or local 
formal-sector institutions) as the sole 
vehicle of financial intermediation 
for the poor. Policy should be orient
ed toward promoting the deposit
credit circuit within low-income 
communities, and developing trans
fers and, ultimately, national finan
cial intermediation from that base. 
Villagers are willing to pay high 
interest rates to borrow from each 
other, and government should not 
treat such behavior as an issue of 
national policy. 

This EAGER/ PSGE article was written by 

Eric Nelson, Senior Country Economist at 

the World Bank (ernelson@worldbank.org). 
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FINANCIAL SECTOR 
ReforDl and Savings 

Mobilization in GHANA 

This study provides a detailed exami
nation of the prohlems of Ghana's 
banking sector that led to the t()I'
nlUlation and implementation of the 
Financial Institutions Sector 
Adjustment Program (FINSAP) 
in 1988. Researchers reviewed other 
Ghana banking sector smdies to 

determine questions on which to 
base hypotheses testing and policy tor
mulation, These questions included: 
1. What are the remaining reform 

issues and constraints to banking 
efficiency and savings mobilization 
in Ghana? 

2. How did commercial banks react to 
financial sector reform? 

3. What regulatory changes were insti

tuted, and how did policy reform 
affect banking efficiency and sav
ings mobilization? 

4. How did the public, especially 
depositors, react to the policy 
changes after financial reform? 
Field research is being conducted 

in Ghana to answer these questions. 
The research is taking several forms, 
including the administration of sur
vey questionnaires to bank man
agers; staff and employees; examin
ers and regulators; and depositors. 
Other methodologies include statis
tical analysis of prudential, audited 
bank data, and other macro-finan
cial and macroeconomic data over 
the study period. 

Preliminary results reveal that 
financial sector reform has had con
siderable impact on the capacity of 
the Ghanaian banking sector to 
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mobilize financial savings. The post
FINSAP era witnessed the establish
ment of seven new banks, other non
bank finan cial institutions, and so
called "magic hanks," which offered 
very attractive rates to depositors. 
Predictably, the public reacted favor
ahly to these high deposit rates. 

The results also show that reform 
produced greater financial asset 
holdings (i.e., financial deepening) 
by the Ghanaian public. A greater 
part of the assets, however, was in 
high-yield, short-term government 
treasury bills. Consequently, the 
increased financial deepening did 
not result in greater savings mobi
lization by the traditional banking 
sector. The study shows that, despite 
the emergence of new banks, the 
macroeconomic imbalance of the 
government budget deficit tends to 
constrain savings mobilization. This 
high deficit, accompanied by mone
tary expansion, resulted in negative 
real interest rates and further ero
sion of public confidence in the 
banking system. Frequent and exces
sive devaluation of the Ghana cedi 
has caused Ghanaians to increase 
their savings in foreign denominated 
currencies as a hedge against con
stant devaluation and perennial 
inflationary pressures. 

The Ghanaian experience sup
ports the general notion that finan
cial ref()rm implemented in coun
tries with unstable macroeconomic 
environments and high inflationary 
pressures has less chance of slIccess 

than in cOlin tries in which macro
economic stability prevails. In 
Ghana, the panial liberalization of 
int.erest rates in the face of high 
inflationary pressures resulted in a 
negative real rate of int.erest., pro
ducing a disincentive Ii)r financial 
saving. In addition, liberal ization of 
the exchange rate in an inflationary 
environment has led to constant 
depreciation of the cedi and created 
a v()latilt~ t()reign exchange market. 
T his is evident hy the increasing 
process of "dollarization" in Ghana. 

Preliminary policy implications of 
lhis study-which researchers are 
emphasizing to the Ministry of 
Finance and Bank of Ghana- are 
that financial reform mllst be 
accompanied by judicious fiscal and 
monetary policies that ensure over
all macroeconomic stability. It 
should be noted that this is precisely 
the message that USAIDj Accra has 
been conveying to the government 
of Ghana under its Trade and 
Investment Program (TIP) . 
Researchers hope that this study'S 
recommendations may be implement
ed to harness the potential impact of 
financial sector refOlm on greater 
savings mobilization for growth and 
poverty alleviation in Ghana. 

In addition, this study may be 
reinforced by the effort Restarting 
and Sustaining Growth and Development 
in Aftica, which tackles the challenge 
of how to raise rapid and sustained 
rates of economic growth and devel
opment to the top of the Ghanaian 
government's agenda. 

Sam Q. Ziorklui (sziorklui@aol.com), 

Associate Professor of Finance at Howard 

University, is Principal Investigator of this 

EAGERj PSGE study. 
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AFRICAN INVESTMENT, TRADE, 

and GROWTH: Obstacles and 

Opportunities in the 21 st Century 

Despite substantial economic policy 
rciiJrms over the past decade, the 
performance of 1I10st African coun
tries has been poor. In the 1980s, 
GDP per capita declined by 1.3 per
cent per annulJl- about 5 percent
age points below the average for 
low-income developing nations. 
From 1990 t.o 1994, the decline 
increased to l .8 percent and the 
gap increased to 6.2 points, 
although there was some improve
ment in 1995 and 1996. From 1971 
to 1991, about one-third of the 
shortfall in economic growth was due 
to lower investment rates, and the 
rest to lower growth of productivity.' 

EAGER research is currently 
investigating why this disparity exists 
and how it is associated with Afi·ica 's 
failure \.0 participate fully in the 
global economy. Preliminary rt'suits 
suggest that policy reforms leading 
to increased openness to world mar
kets have increased growth in 
Africa, hut have heen offset by less 
favorable factors, such as low levels 
of health and education, and the 
absence of well-functioning legal 
and judicial systems. Africa's inabili
ty to increase rates of investment 
from both domestic and foreign 
sources of savings has meant less capi
tal creation and reduced access to the 
world's ever-improving technology. 

Foreign direct investment (FDI) 
is no longer attracted to protected 
domestic markets, hut now moves to 

countries that are open to the glob
al economy. In the past, FDI was 

first directed towards exports of pri
mary products, and subsequently 
towards production of import-com
peting goods for local markets. 
Today, FDI is increasingly attracted 
to filOtloose industries in countries 
that serve as a platform for export
ing to the world market. With 
reductions in costs of transporta
tion, tclel:ommunications, and 
information processing and 
exchange, companies can optimize 
their global production, distribu
tion, and marketing. Countries that 
have been successh.ll in attracting 
FDI do so through a combination of 
political stability, sound fiscal and 
monetary policy, favorable trade and 
exchange rate incentives, strong 
financial and cOlllmercial institll
tions, and well-established legal, reg
ulatory, and judicial environments. 

Africa has had limited success in 
participating in this dimension of 
global economic growth . Progress 
has been frustrated by incomplete 
and unsustained reforms that have 
not been ful1y implemented or have 
been partially reversed hy special 
interest groups. There is still a 
strong perception that production 
should he oriented towards domes
tic or regional markets, often 
hehind high protective trade barri
ers. Macroeconomic stability has 
been difficult to sustain, leading to 
inflation, rising illterest rates, dete
riorating balance of payments, 
increased indebtedness, and appre
ciating real exchange rates. This has 

often heen exacerbated hy political 
tu rmoil and uncertainty. Even where 
there is political and economic sta
bility, lack of physical infrastructure 
and managerial and technical skills 
have frustrated the reallocation of 
resources. Most of Africa st.il\ lacks 
legal , financial , cmmnercial , and 
administrative structures required for 
participation in the global economy. 

Many argue that Africa is already 
part of the global economy through 
its exports to the industrial world 
and to more rapidly devdoping 
countries. These exports are impor
tant, hut continued dependence on 
primary product exports will fhls
trate Af.;ca's aUt:mpts to join the 
global econolllY as a full partner. 
One reason is deteriorating terms of 
trade, which declined for all of sub
Saharan Africa by one-third from 
1980 to I 99G." Another reason is that 
primary product prices tend to f1uc
lttate on world markets much more 
than those of industrial goods. 
Finally, empirical evidence suggests 
that specialization in exports of pri
mary products has a negative effect 
on economic growth ," possibly due 
to the fact that exports of manllfac
tured goods are linked more to for
eign direct investment and transmis
sion of technology than are exports 
of bllik agricultural commodities. 

To avoid overdependence on 
exports of bllik commodities and to 

benefit {i·om the effects of trade on 
investment and technology transfer, 
C;ONTINUliD ON PAGE 10 

'Paul Collier and Jan Willim Gunning. "Explaining Economic 

Performance," WPS/97·2. Center for the Study of Alrican 

Economies, University 01 Oxford, January 1997, p.2. 

2 World Bank, African Development Indicators 1997. 

, Jeffrey D. Sachs and Andrew Warner, "Natural Resource 

Abundance and Economic Growth," Harvard Institute for 

International Development discussion paper No.517a; J. 

Dirck Stryker and Selina Pandolfi, "Impact of Outward· 

Looking, Market-Oriented Policy Reform on Economic 

Growth and Poverty · Technical Paper," CAER II Discussion 

Paper No.7, AIRO. June 1997. 
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Opportunities in the 21 st Century 
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Africa mus t develop comparative 
advantage across a broader and 
more diversified range of exports, 
expanding overall trade and invest
ment. EAGER has identified the fol
lowing areas as high priorities for 
achieving this goal: 
• Open trade and exchange rate poli

cies are fundamental to investment, 

trade, and growth. Although many 

African countries are committed to 

these policies, there are problems in 

their implementation. For example, 

trade tax reduction is constrained by 

the need for public tax revenue. 

Possible solutions are improved tax 

policy and administration, involving a 

broadening of the tax base; a reduc

tion in tax rates; and more honest 

and efficient tax collection. 

• Although most African countries have 

abandoned quantitative import restric

tions, informal restrictions have been 

introduced, related to health and safe

ty requirements, customs valuation, 

and other regulations not intended to 

serve as barriers to trade. Constant 

vigilance must be maintained to guard 

against these trade distortions. 

• Cross-border trade is subject to 
numerous barriers involving delays in 

payments, complex customs proce

dures, etc. These should be publicized 

so that there is general awareness of 

the problems and pressure can be ini

tiated to overcome them. 

• Although foreign exchange restric

tions have been reduced, they can 
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creep back in when there is a short

age of foreign exchange. Most 

countries do not allow free access 

to foreign exchange for capital 

account transactions, which can 

interfere with the use of foreign 

exchange on current account. 

• Fiscal deficits leading to inflation 

often result in central bank interven

tions in the foreign exchange mar

ket to dampen depreCiation and 

contain price increases of goods 

and services. This inevitably leads 

to appreCiation of the real exchange 

rate and reduces export profitability. 

• Absence of a viable legal, regulatory, 

and judicial environment constrains 

investment. Identifying the con

straints on business expansion and 

implementing temporary measures 

to alleviate these constraints would 

provide a solution. The EAGER pro

ject is helping to identify such con

straints in African countries. 

• The high cost of transport is cited 

again and again as a constraint to 

export expansion, partially due to 

infrastructural deficiencies as well 

as transport monopolies. Costs of 

external transportation in Africa may 

be 20 percent higher than in other 

developing countries: 

• Africa lags behind the rest of the 
world in ensuring quality standards, 

adapting just-in-time delivery, 

and maintaining flexibility of 

production lines. 

'Jh lllsact ion co~ts as~ociated wit It 
( o nelll( ting bllsint'ss in the global 

e onomy are continually decreasing 
with improved transportation, 
telecommunications, and informa
tion processing. Yet transaction 
costs in most African countries are 
rising, in relation to those else
where in the world, which inhibits 
Africa's abil ity to compete in a 
diversified range of exports and as 
a locus for t()re ign direct invest
ment. Continued dependence on 
export'> of bulk commodities and 
production of nontrauable goods 
and services for the local market 
has resulted in it lack of capi tal and 
technology transfer as well as slow
er economic growth. 

Despite these obstacles, Africa 
facc'> enormous opportunities. The 
global economy is expanding rapid
ly, and barriers to trade , invest
ment , and technology are being 
reduced. Fortunately. Africa has a 
growing number of entreprenf>urs 
who look not to government bllt to 
themselvf>s to solve these problems 
throllgh individual and collective 
action . They will need help, howev
e r, in identif)'ing Africa 's evolving 
comparative advantage, anel 
exploiting that advan tage with 
invest lllt'nt , knowledge, and skills. 

J. I)IITk SlI yk!"r (cistrykt'r@aircl.loJJ1) of 

AIRD i~ Chief of P,IrI)" EA(;ER/ TI aclc. 

' Thomas W Hertel, Wi lliam A. Masters, and Aziz Elbehri, 

"The Uruguay Round and Africa: A Global General 

Equilibrium Analysis," Department of Agricultural 

Economics, Purdue University. May 3D, 1997. 
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N EW DISCUSSION Paper Series 
As a result of a collaborative 

effort between the EAGER/ 

PSGE and EAGERITrade pro

jects, and with the assistance 

of BHM, EAGER's communica

tions dissemination contractor, 

we are pleased to announce 

the launch of a new discussion 

paper series to provide 

researchers around the world 

with immediate access to 

EAGER research results. 

The first papers in the series are: 

1. Kahkonen, S. and P. Meagher. June 1998. Contract enforce

ment and economic performance. 

2. Bolnick, B. and]. Haughton. June 1998. Tax policy in sub

Saharan Mrica: Re-examining the role of excise taxation. 

3. Wadhawan, S.C. and C. Gray. June 1998. Enhancing trans

parency in tax administration: A survey. 

4. Phillips, L.C. June 1998. The political economy of trade poli

cy reform: Exploring an Mrican paradigm. 

5. Metzel,]. and L.C. Phillips. June 1998. Bringing down barri

ers to trade: The experience of trade policy reform. 

6. Salinger, B.L., A.M. Amvouna, and n.M. Savarese. June 1998. 

New trade opportunities for Mrica. 

7. Goldsmith, A. June 1998. Institutions and economic growth 

in Mrica. 

8. F1aherty, D.P. and B.L. Salinger. June 1998. Learning to compete: 

Innovation and gender in the South Africa clothing industry. 

"Most of these first papers are 
the result of literature surveys con
ducted at the onset of the EAGER 
project. We expect the series to 
rapidly expand with country studies 
and final research reports," said 
Clive Gray, Chief of Party for 
EAGER/ PSGE. "It is an excellent 
way to document the growing body 
of EAGER research. The series is 
only one tool for disseminating the 
results of EAGER research, however. 
We also hope to fund advocacy 
efforts to enable EAGER research
ers to work closely with policy 
reform customers." 

If you wish to be added to the 
EAGER electronic mailing list and 
receive announcements of future 
discussion papers, please send e
mail to: Imatt@EAGERProject. com. 

You can find the latest list of avail
able papers, with abstracts and an 
order form, on the EAGER web
site (www.eagerproject.com). You 
may also download future discus
sion papers from this website. 
There is no charge to send hard 
copies of papers to addressees on 
the African continent. For destina
tions outside of Africa, a fee of 
$7.50 per paper will cover costs of 
production, shipping, and han
dling. To order, send your name, 
address, and the numbers and 
titles of papers you wish to receive 
to: Discussion Paper Series, 
EAGER/ CLC, 1800 North Kent 
Street, Suite 1060, Arlington, VA, 
22209, USA. You may also order via 
fax (703-741-0909), or send 
e-mail tolmatt@EAGERProjert.com. 
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The GLOBAL TRADE Analysis Project 
(GTAP): A Dynamic New Resource 

The Global Trade Analysis Pn~jec t 

(GTAP) provides a pO\\l«::l"flil new set 
of publicly accessible tools for quall
titative lIJodeling of international 
trade policy. GTAP is an allalytical 
resource te) r EAGER-supported 
n :search , and eJ~joys illst.itutional 
links to the EAGER pn~j(:ct through 
Purdue University's participation in 
the EAGER/ Trade Cooperative 
Agreemellt consortiulll . Its wehsite 
(www.agccon.purdue.edu/ gtap) 
provides a gateway to data and soft
ware for qllantitat.ive modeling of 
trade isslles. 

Will Masters, professor of eco
nomics at Purdue and member of 
the GTAP and EAGER teams, 
attended the EAGER Country 
Workshop at Muldersdrift and par
ticipated in research presentations 
which made use of GTAP's capahili
ties. Mr. Masters demonstrated 
GTAP software, and described its 
application to research qllest.inns 
regarding global trade analysis in 
southern and South Africa. 

The (~TAP model is capahle of 
disaggregating global production 
and trade for 45 countries or 
regions and 50 cOllllllodities or sec
tors. Under the application for 
southern Afi'ica, the datase t was 
grouped t.o show impacts to the 
Southern Ali'ka Customs Union 
(SACU) and the rest of South 
Africa (SADU-SACU), under simu
lations of changes in policies, 
resOllrct:s. and technologies. The 
database was sourced fi-om (;IJlIntry 
governments (i.e., input/ output 
tables, Social Accounting Matrixes 
[SAMS], National Accounts), U.N . 
COMTRADE (a U.N. datahase of 

trade l10ws among cOlin tries) , and 
the United Nat.ions Conference on 
Trade and Development's (UNC
TAD) Trade Analysis and Infor
mat.ion System (TRAINS) . With simi
lar additiollS of dat~l. the model could 
addn::ss other countries or country 
groups, sllch as the Common Market 
of East and Southern Ali'ican States 
(COMESA) and the Central African 
States (ECCAS). 

Inyambo Mwanawina, of the 
University of Zambia. Ilsed the 
model to examine impacts on South 
Africa and the region regarding cap
ital 110ws to South AI'rica in the con
text of subregional integration. Rob 
Davies, University of Zimbabwe, 
used the model to study impacts by 
free-trade agreements between 
South Africa and the European 
Union , and between South Ali-ica 
and Southern Ali-ica Development 
Community (SADC). 

These disparate applications of 
the GTAP model and the usefulness 
of the simulation results demon
strated to workshop attendees 
GTAP's power wit.h respect to 
EAGER objectives. Quantitative 

estimates of the impacts of policy 
changes G ill help focus policymak
ers' attentjon, especially when eco
nomic benefits can be shown in the 
results. Similarly, the economic costs 
of maintaining policies that restrict 
trade can he shown through applica
tjons of this model, and help gener
ate greater interest in policy reform. 

The GTAJ> model is implemented 
using GEM PACK-based software, 
which can he downloaded from the 
GTAP website. A complete descrip
tion of the model structure is pro
vided in lhe book, Global Trade 

Analysis: Modeling llnd Applicalio1lS, 

edited by T.w. Hertel (available 
through Cambridge University 
Press; set: GTAP website for order
ing information). The book pro
vides data requirements, shows how 
the software works, and provides 
examples of applications, including 
the effect~ of economic growth on 
factor markets; trade policy liberaliza
tion; and applications to resources, 
technology, and the environment. 

Author Rubert Wieland can he reached at 

in leconwrw@aol .col1l . 

Quantitative estimates of the impacts of 
policy changes can help focus policymak
ers' attention, especially when economic 
benefits can be shown in the results. 
Similarly, the economic costs of maintaining 
policies that restrict trade can be shown 
through applications of this model, and help 
generate greater interest in policy reform. 
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PROMOTING MALIAN 

RICE EXPORTS 
to Regional Markets 

Throughout the 1980s and early 1990s, Mali 
experienced severe economic difficulties, which led to declining per 

capita income. The agricultural sector was particularly affected by the 

lackluster economy, caused in part by an overvalued CFA franc and 

highly regulated internal market. This contributed to poverty because 

agriculture provides employment to more than three-quarters of the 

growing population and contributes almost half of the CDP. 

To respond to this crisis, Mali tried to liberalize its export sector, 

which depended on livestock, cotton, and mining. Thanks to structural 

adjustment programs and subsequent devaluation of the CFA franc, the 

competitiveness of exports has improved markedly. Malian policymak

ers are now eager to diversify the export base and markets. With its sub

stantial but untapped production potential, rice may fit their objective . 

Rice production has increased during the past decade, owing to a 

host of factors, including: 

• The Cereal Market Reform 
Program, designed, among 
other things, to liberalize the 
rice market and help both pro
ducers and traders better allo
cate resources; 

• The introduction of small 
hullers, intended to reduce 
processing costs; and 

• Public investments, to rehabili
tate the crumbling irrigation 
infrastructure. 
These factors helped to 

enhance farm level productivity, 
lower production unit costs and 
improve rice competitiveness in 
domestic and external markets. 
Mali even exported some rice to 
neighboring countries. 

This study attempts to shed 
some light on Mali's comparative 
advantage in domestic and exter
nal rice markets. It also evaluates 
the sustainability of rice exports to 
regional markets. Finally, it assess
es institutional, technical, and 
infrastructural constraints to rice 
exports and proposes measures to 
alleviate them. 

According to study results, Mali 
has a strong comparative advan
tage in domestic markets, which 
extends to proximate markets in 
neighboring countries. This 
advantage diminishes, however, as 
one moves away from the border, 
due to high regional tramport costs, 
high import tariffs on utility vehicles, 

CONTI NU E D ON PAGE 3 
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high taxes on fuel, and illicit taxation 
by public officials. Past studies have 
shown that transport costs al e two to 
four times higher in West Africa than 
in Asia for comparable dista.nces, and 
account for over two-thirds of mar
keting costs in West Africa. Thus, 
policies that reduce transport costs 
will improve Malian comparative 
advantage in regional markets, espe
cially in coastal markets, and 
enhance food security in the region
al markets. 

The study indicates that Mali has a 
chronic deficit in rice under current 
production and demand conditions, 
thus raising questions about the sus
tainability of Malian rice exports. 
This requires that investments in irri
gation schemes be made to boost 
production. If paddy producers bore 
the full cost of these investments, the 
competitiveness of rice produced 
under the new irrigation systems 
would be doubtful. Yet, Mali could 
not compete internationally. Mali 
could still export rice seasonally to 
regional markets, provided that a 
coherent strategy coupling export 
and import policies weI e put in 
place. Mali should produce and 
export rice to neighboring countries 
before they harvest their crop so that 
Malian traders can take advantage of 
high prices. Imports must also be 
allowed throughout the year to avoid 
the high prices recorded during the 
past years. Import duties on rice 
should be curtailed to give incentives 
to traders to ensure rice availability 
and set the stage for more competi
tive rice markets. 

Rice exports could be encouraged 
by installing a drawback system, 

whereby rice produced for exports is 
exempt from taxes on inputs. Mali's 
ability to export rice is also contingent 
on overcoming several constraints: 

ProfRctive policifs in individual coun

trie~: Because regional organizations 
do not treat rice as an unprocessed 
agricultural commodity, countries 
can levy high tariffs on it. Malian pol
icymakers should attempt to induce 
these organizations to categorize rice 
as an unprocessed agricultural com
modity and reduce tariff barriers for 
increased intraregional trade. 

Difficult bank transfers: Financial 
transfers are known to be difficult 
and very slow between banks and 
their subsidiaries within the same 
country, as well as between banks in 
different countries. Simplification 
of transfer procedures needs to be 
addressed to facilitate seasonal 
rice transactions. 

Lack oj useful marhet information: 

Market data has focused only on 

prices. Yet, traders are eager to have 
available information on quantities 
traded. One solution may be to 
reduce the number of markets cov
ered for data collection and limit 
resources to the most important ones 
in order to yield knowledge of mar
ket conditions. Information collected 
should be shared across countries to 
enable foreign traders to have accu
rate regional information. 
Cen tralization of national informa
tion at the West African Enterprise 
Network, a regional organization 
designed to enhance business oppor
tunities among its members, should 
be encouraged. 

Abdul Barry (abarry@aird.com) is a senior 

economist with AIRD. 
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Modeling 
Electricity Trade 

in Southern Mrica 

As part of an EAGER/Trade-funded 
project, Pnrdue University's State 
Utilities Forecasting Group (SUFG) 
is helping the 12-nation Southern 
Africa Power Pool (SAPP) assess the 
benefits of trading electricity among 
members. Their task has blended 
economic and engineering analyses 
of the complex web of interactions 
affecting the cost and reliability of 
the region's electricity supply. The 
project has attracted widespread 
attention, and should yield substan
tial benefits throughout the region. 

"Electricity use and economic 
development rise together," says Tom 
Sparrow, director of SUFG and pro
fessor of engineering and economics 
at Purdue. With southern Africa's 
enormous hydro-power potential in 
the north and vast elect.ricity demand 
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in the south, electricity trade could 
fuel economic growth in the region 
for decades, provide a source of for
eign-exchange revenue for exporters, 
and keep power prices low in import
ing countries. Replacing fossil fuels 
with hydro-power may also reduce 
greenhouse gas emissions and benefit 
the global environment. 

In 1996, Sparrow and Will 
Masters, associate professor of agri
cultural economics at Purdue, pro
posed that EAGER apply SUFG's 
electricity-modeling skills to SAPP. 
Their oqjective: To collaborate with 
SAPP professionals in tailoring com
puter models to local needs, and 
build national models for each mem
ber country and link them together 
into a comprehensive regional 
model of the entire power pool. 

"To help SAPP predict the effects 
of new trade agreements among 
members and new transmission 
infrastructure, we proposed con
structing an engineering model of 
the region's electricity grid, linked 
to an economic model of costs and 
benefits," says Sparrow. The model 
would simulate the effects of any 
change in SAPP's trading or trans
mission systems, and evaluate its 
impact on SAPP members. 
Engineers in each national utility 
could use the model while they 
negotiated with one another to 
achieve the most mutually beneficial 
combination and sequencing 
of changes. 

The Purdue team was a good 
match for the SAPP because of their 
technical expertise and their collabo
rative work style, developed during 
many years of using similar models to 
advise state government and utility 
regulators. The model they construct
ed for the SAPP incorporates four 
submodels that simulate the interac
tion of customer demand, system gen
eration, total revenue requirements, 
and customer rates. By providing vary
ing sets of assumptions, it addresses 
the uncertainty of such factors as eco
nomic growth, construction costs, and 
fossil fuel prices. 

With EAGER funds, SUFG staff 
traveled throughout southern Africa 
to initiate the modeling work, and 
then continued to develop the mod
els at Purdue, using e-mail, phone, 
and fax to exchange data with SAPP 
collaborators. In August 1997, dele
gates from eight SAPP countries 
traveled to Purdue to evaluate the 
models and learn how to manipulate 
them. SUFG members and industrial 
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cnginccring gl adllate studcnts pro
vided technical support. 

"It's hecn helpful to look at thc 
national models and see wh.1\ t;Ictors 
affect elcct ricity gencration costs," 
says Roland Lwiindi 01 the Zamhia 
Electricitv Supply Corporation . '" 
know (which factors ) to COl\( c11l.ratc 
Oll ." Becausl' tradc ill eleLlI i( ity had 
Iwcn conducted with a long-term 
persp(·ctive, the Purdue sessions werc 
hclpful in demonstrating oppor
tunities li)1 short-term trading. cspe
dally sincc drought information can 
he incorpOl ated. 

For countries that depcnd on 
hydro-pow!'r but are vulnerablc to 

druught. the reliahility of the elec
tricity suppl} is particularly cluci.l!. 
Zimbabwe's 1992 drought GllIs('d 
electricity shortagc~ that cost it 
US$2~!j million in lost ('xport ('am
ings-neady 10 PCI cent of its gro<;s 
domestic pJOduct. 

Michael Stohl, Purdll(~ 's dcan of 
international plOgrams, sees parallels 
betwt'cn SAI'P's activities now and 
thosc of tht' European Coal and Steel 
Community in tht· 19!iOs. "Like steel 
in 1950, power in the 1990s is crucial 
for cconomic development," lit' says. 

Through this project. EAGER 
brought PlII due's strcngths in cngi
neering and e(onol1lics to hear on 
similar prohk 111<; in Africa, with 
excellent remits. This year, SAPP will 
begin implt'lIlt'nting its coordination 
center for dectricity trading in 
Harare. Researcher<; arc working on 
a follow-on study involving longer
term decisions legarding large trans
mission and lo{cllt' ration f;tcilities. 
The modeling workshop for that 
project will t.ake place in Cap(' 1hwn, 
Sollth Afi'ica, in.Jllly 1998. 

Will Masters (nm~lt' rs@a~ec()ll.pllrcJl\l· ... dll) i, 

the principal investigator I,ll' this 

EA<.;ER/ Tra!l(' pro}Cct. 

MEMBERS OF THE SOUTHERN AFRICA POWER POOL 

Country % of population with Population 

access to electricity (millions) 

Botswana 3.0 

esotho 2.0 1 

Malawi 2.5 8 

ue 2.7 14 

Namibia 

South Africa 45.0 38 

Swaziland 8.5 0.7 

Tanzania 13.0 22.0 

Zaire 2.0 28.0 

Zambia 7.5 6.0 

Zimbabwe 16.0 9.0 

AVERAGE ELECTRICITY PRICES IN SOUTHERN AFRICA 

Country 

Botswana 

Zaire 

1995 U.S. cents/ 

kilowatt-hour 
.5 

10.3 

3.0 

3.7 

4.3 

1. 

3.0 

5 



The EAGER/ PSGE study, 
"Enhancing Transparency in Tax 
Administration," held a national 
workshop in Antananarivo, 
Madagascar on April 16, 1998 to 
discuss findings with the Malagasy 
government, private sector, civil 
society representatives, and the 
media. Opened by the Vice-Prime 
Minister of Budget and Decentraliza
tion, Pierrot Rajaonarivelo, and 
USAID Director, Karen Poe, the 
workshop was well attended and 
included all top oflicials in the 
Malagasy tax administ.ration. 

Researchers presented a brief sum
mary of the study's scope, purpose, 
and principal findings. These find
ings show an estimated evasion of 
1994 taxes by type of tax, which 
amounted to 805 billion FMG, or 8.8 
percent of GDP. The study included a 
survey of taxpayer and tax authori
ties' perceptions of taxes. Participant<; 
discllssed challenges callsed hy the 
lack of eflective tax eni()rcement and 
sanctions, the public's lack of under
standing of their civic duty to pay 
taxes, and the lack of political will to 
enf()rce tax compliance among large, 
well-connected offenders. 

Participants produced several 
specific follow-on recommendations 
and formulated actionable mea
sures for implementing them. 
Discussions were also conducted 
regarding tax exemptions, and 
whether or not the 1998 Loi de 
Finances had, in fact, abolished 
them. Considered a distinct success, 
the workshop drew comments 011 

the value of the work done, and 
hope that it would be followed by 
further studies, informed debate , 
and concrete measures to increase 
tax transparency and compliance 
in Madagascar. 

Mary NOlTis (mnonis@lIsaid.gov) is Program 

Economist. USAID Tanzania. 



Modern Africa 
Growth and InvestlDent 

Company Fund Launched 

In December 1997, the Overseas 
Private Investment Corporation 
(OPIC) announced the launch of 
the $150 million Modern Mrica 
Growth and Investment Company 
Fund. OPIC is an independent U.S. 
Government agency that assists U.S. 
companies in business investment in 
developing countries, newly emerg
ing democracies, and freemarket 
economies. The Modern Mrica 
Fund responds to proposals initiated 
by both Congress and the Clinton 
Administration, and forges a new 
economic relationship between the 
United States and Mrica. OPIC has 
approved a $100 million loan guar
antee for the fund, which will sup
plement $50 million in equity from 
private sources. Once capitalized, 
the fund will be eligible to make 
equity investment in companies 
located in 29 sub-Saharan Mrican 
countries, excluding South Mrica, 
Namibia, and Botswana, which are 
currently covered by the New Mrica 
Opportunity Fund, and supported 
by OPIC. 

Joining the Honorable George 
Munoz, President and CEO of 
OPIC, were the Honorable Rodney 
Slater, Secretary of Transportation; 
Congressmen Phillip Crane, William 
Jefferson, and Charles Rangel (by 
telephone); Stephen Cashin, 
Managing Director, Modern Mrica 
Fund; and the Honorable Amos 
Bernard Muvengwe Midzi, 
Zimbabwe Ambassador to the U.S. 

In their addresses, speakers and 
principal sponsors of the fund insist
ed that this initiative would not 
mean any discontinuation of aid for 

participating countries. To under
score U.S. commitment, Congress
man Rangel headed a December 
1997 Presiden tial mission that 
attempted to engage the private 
sector during visits to Cote d'Ivoire, 
Botswana, Uganda, Eritrea, and 
Mauritius. 

For the initial stage, the fund will 
focus on three main areas: manufac
turing, natural resources, and 
telecommunications. To qualify for 
funding, businesses must demon
strate a solid management track 
record, good local associations, and 
a level of capitalization that shows 
commitment. The fund will also 
conduct outreach programs to reach 
minority- and women-owned firms. 

Stephen Cashin, previously a vice 
president at Equator Bank in 
Nairobi, Kenya and now the fund's 
managing director, emphasized the 
importance of OPIC's guarantee, as 

Mrica is still considered as a high 
risk investment. While the current 
fund of $150 million was expected to 
be allocated by early 1998, another 
fund with a total capitalization of 
approximately $500 million is expect
ed to follow, and will focus on infra
structure, particularly transportation. 
Mr. Cashin added that, while these 
funds are targeted at key sectors, 
both will have discretionary portions 
that can be used to raise returns and 
for other strategic interests, such as 
tourism. He indicated that the fund 
would look to international financial 
organizations, such as the World 
Bank and Mrican Development 
Bank, for assistance in key projects. 

Lucie C. Phillips (Icphillips@ibicorpora

tion.com) is chief executive of International 

Business Initiatives (lBI) and senior advisor 

to EAGER/ Trade. 

7 



Contracting in Tanzania: 

Stronger Enforcement 
May Contribute to Growth 

Low-cost and impartial contract 
enforcement procedures provide a 
critical incentive for trade and 
exchange, and facilitate economic 
growt.h. Such procedures enhance 
system predictability, decrease cost 
of exchange, and promote transac
tions hy restraining opportunism 
among contracting parties. 

Using a survey of Tanzanian man
uf~1Cturing firms and a review of 
legal and policy docllments, this 
study analyzed company behavior in 
purchasing and selling supplies, and 
the relationship of this behavior to 
Tanzania's legal and policy environ
ment. The t.eam found that 
Tanzanian law provides very weak 
support for complex, intertemporal 
t.ransactions, a diversity of pott~ntial 
business partners, specialization, and 
use of commercial finance in supply 
relations bctween finns. These find
ings indicate that institutional 
reforms to strengthen commercial 
contracting and enforcement would 
augment supply market .. and con
tribute to growth . 

THE TANZANIAN APPROACH 

For Tanzanian companies. supply 
agreements emphasize long-term, 
repeated interaction with the same 
firm. Relationships with partner firms 
are usually characterized as fi'iendly 
or trustworthy, and established 
through recommendations or per
sonal interaction. Agreements are 
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ofien documented by an invoice or 
purchase order, without involving 
lawyers. Exchanges tend to occur with 
less than a month's delay, and com
mercial credit is virtually non-cxis
tent.. When problems arise, parties 
address them through bilateralnego
tiation. Courts are generally avoided 
for fear of damaging business rela
tionships or subjecting oneself to cor
ruption. Indeed, bureaucratic con
cerns are believed to be potential 
obstacles to business growth. 

The firms surveyed did not rank 
weaknesses in contract enforcement 
as important obstacles to their devel
opment, however. Most were satisfied 
with their ability to sort out disputes 
witholll third-party intervention. The 
need to preserve stable relationships 
appears to dictate informal bargain
ing, compromise, flexibility, and 
sometimes recourse to alternative 
market options. Respondents were 
reluctant to characterize any prob
lem as a dispute, preferring to 

regard delays, damage, and noncon
fi))"mity as normal occurrences to be 
worked out in the most non-disrup
tive way. This is consistent with the 
traditional African approach, as well 
as the old rhetoric of "African social
ism" in Tanzania, in which solidarity 
prevails over insistence on personal 
rights, escalation is avoided, and dif~ 
fen:nces are resolved at the lowest. 
level. The system appears to break 
down in cases of nonpayment, where 

creditor firms are more willing to 
insist on legal rights and seek 
redress through courts. 

These infi>rmal reciprocal rela
tions provide some basis for joint 
risk-taking, as they do in all societies. 
Findings in Tanzania, however, indi
cate that these relationships act as 
more of a substitute than a comple
ment to f()rrnallegal recourse , since 
state legal institutions are generally 
considered illegitimate. This has two 
corollaries. First, in an ethnically and 
cult.urally heterogeneous coun try 
such as Tanzania, strong reliance on 
trusted partners constrains the possi
bility of anonymous exchange across 
potential business partners. Second, 
reliance on intimnal relations in the 
absence of legal accountability con
tributes to "spoHuarket" or "bazaar" 
exchange among enterpriscs. Long
term relations create trust, but can 
also create reluctance by creditor 
finns to entiJrce their agreements 
with dehtors. Firms reduce their risk 
by insisting on absolute or nearly 
cOlltemporaneOils exchange. 
Durations are short, and credit is 
tight to nonexistent. While these 
strategies may nut be determined 
entirely by weaknesses in legal insti
tutions, improved legal accountabili
ty is one necessary condition for 
enlarging exchange networks, 
increasing the depth and complexity 
of transactions, and enhancing pri
vate sector growth. 
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POLICY IMPLICATIONS AND 
RECOMMENDATIONS 

The study's broadest policy implica
tion is the urgent need to establish. 
or re-estahlish, the rule of law and 
transparent public sector go\'er
nance. Its vast scope includes placing 
the independence of the judiciary on 
a firmer f(H1ndation; upgrading judi
ciary skills and image; strengthening 
administrative procedures; imple
menting civil service ref()nns that 
change incentives and outlook of the 
bureaucracy; and ensuring legal and 
policy stability through checks and 
balances he tween the chief of state 
and parliamen t. 

There are a number of legislative 
needs. some more immediate than 
others. One priority is updating leg
islation on court structure and pro
cedure, arhitration, and other forms 
of alternative dispute resolution 
(ADR). Because the Tanzanian legal 
system fails to channel disputes into 
the most efficient forums for acljudi
cation, it overtaxes its judges, strains 
capacity of the courts. increases 
costs to litigants, and undermines 
investment values. Serious consider
ation should be given to making 
specialized commercial tribunals 
available for resolution of business 
disputes, and to changing the cul
ture and economic orientation of 
jurists handling disputes, to ensure 
that the process is above reproach. 

Commercial arbitration and ADR 
are also of critical importance. The 
Arbitration Ordinance must be 
revised to reduce the discretion of 
the courts with respect to stays of 

judicial proceedings and enforce
ment of arbitral awards. Another 
priority involves changes to com
merc.iallegislation. Residual con
trols fi '()(l1 the socialist period that 
affect contracting should be elimi
nated as soon as possible. 
Commercially reasonable warranty 
and consumer protection provisions 
should be embedded in a context 
of market-oriented law. 

One critical area that will need 
private action with public support is 
the development of more extensive 
business networks and inf()rmation 
systems. In the absence of a greater 
level of regional market integration 
in Africa, the size of the Tanzanian 
market is unlikely to allow for the 
emergence of indigenous financial 
rating and credit reporting services. 
Business network facilities will need 
to take up the slack. 

Reforming a legal system, espe
cially the judiciary, faces difficult 
obstacles. Society is comfortable 
with the status quo, and alternatives 
appear risky and ilI-defined. Costs 
of reform are clear and concentrat
ed, while benefits are spread across 
society. Groups that may lose from 
reform include court system person
nel and others who profit from 
expediting (or corrupting) the judi
cial process; providers of substitutes 
such as trade intermediaries and 
informal mediators; the bar; and 
firms that benefit from a dysfunc
tional system, such as entrepreneur
ial cronies of powerful officials, 
monopolies, and those seeking to 
avoid taxes, rent payments, and so 

forth. There are hopeful signs in 
Tanzania of reform commitment in 
the government, as well as interest 
articulation by the private sector. 
The former must be more firmly 
estahlished and extended; the latter 
Illllst include newer tinns and entre
preneurs. These two processes must 
increasingly interact to build a law
hased economy. 

Some additional research is under
way to re-interview firms in the sam
ple. The ol~jective is to find out how 
the weakness of the contracting 
mechanism has prevented them from 
expanding their markets, including 
exports. The earlier results revealed 
the variety of strategies that firms 
were using in order to deal with the 
problem. It did not show how signifi
cant were the costs incurred using 
these strategies. The new intelviews 
will highlight these costs. 

This study was jointly conducted 
hy the Center on Institutional 
Reform and the Informal Sector 
(IRIS) at the University of Maryland 
and the Economic and Social 
Research Foundation of Tanzania. 
Its findings were aired at a Dar es 
Salaam workshop in February 1998, 
attended inter alia by representatives 
of business firms and associations, 
the Prime Minister's Office,judicia
ry, and Ministry of Justice. A broad 
consensus on the need for the pro
posed reforms was noted. 

This EAGER/ PSGE arlicle summarizes 

a paper by Patrkk Meagher 

(meagher@iris.econ.umd.edu) of IRIS. 
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EAGER Papers 

Provide Immediate 
Access TO RESEARCH 

Results 
Researchers around I he world may now 

order E.AGER discllssion paper!.. Papers 
art' free to addrel>sees Oil the Afiilan nlll

tinent. OUlside of Aliica, a charge of 
$75 0 per paper covers production, ~hip
ping. and handling. To ordel, sl'IHi your 
name, addn'ss, and ule numhers and 
litles of the papers requested to Et\( ;ER 
Discussion Paper ScI it's, EAGER/ CLC, 
IHOO North Kent SU'eet, Suitt' 1060. 
Arlington, VA, 222m), USA. You can also 
orckr papers via fax at (703) 741-0909, 

e-mail tolmal\@t.agerpn~ject.com. or 
hum EAGER's website at 'V\vw.eagt'q>ro
ject.com. 

Discussion Paper No.1: Kahkonen, S., 

and P. Meagher. June 1998. Contract 

enforcement and economic performance. 

In developed and developing coun
tries, lontracts al e governed by a mul
titude of state and non-state institu
tions. Dini.·1 ent societies have different 
institutions. depending on their histo
ry, (u\ture, and political system. What 
is the relative impol tallce of state and 
non-state institutions regarding con
tract enforn'ment for economic activi
ty? In particular, what is the role of 
state imtitutions in governing transac
tions? Contrary to conventional wis
dom, exchange governed by the ~tate 
is not neccssarily more emcient than 
exchange governed by non-state mech· 
anisms. The efficiency of the contract 
enforcement mechanism depends OIl 

the characteristics of the good 
exchanged, cost of the usc of the 
mechanism, ami predictability of the 
outcome. In addition, state legal insti-

EAGER~p~rl SUMMER 1998 

tutions can fa( iii tate t'xchange among 
anonYlIlous individuals and films and 
plOvide impartial and predictable 
enforcement of ullItracts. 

Discussion Paper No.2: Bolnick, B., and 

J. Haughton. June 1998. Tax policy in 

sub-Saharan Africa: Re-examining the 

role of excise taxation. 

Excise taxes, notably on tohacco and 
pt·tlOleum plOduct'i and alcoholic 

beverages, raise revenue equivalent to 
I.!l pelcenl GOP in suh .. Sahalan 

Africa. Their importance varies widely 
and inexplicably across countries, and 
shows no trends over time. In princi
pIe, excise taXt·~ at e good revenue 
sources, incxpensive to administer. 
and pott'ntially efli( ient, espedall} 
wlwn ,\pplied to goods that came neg
ative externalities or face price-inelas
tic ell-mand. T hcy alt· consi~tent with 
a fair tax system, and complement 
broad·based taxes such as VAT. Before 
one may confidently advocate gl cater 
reliance on excise taxes, howt'ver, 

gaps in knowledge regarding d emand 
elastirities, l'xtent of l' xternalitie'i, 
equity efteets, administrati"e and {'()lll

pliance costs. and best practires need 
to be addressed. 

Discussion Paper No.3: Wadhawan, 

S.C., and C. Gray. June 1998. 

Enhancing transparency in tax 
administration: A survey. 

Ulleven tax adrnini<;trat ion in Afri a 
contr ibutes to revenue shortf~llls , 

which augmelll inflationary pressure 
and deprive governments of resources 

with wh ich to plOvide public goods. 
It also prompts countries to depend 
on t II<' mOl(' easily colkcterl taxt·s Oil 

fi ll'e ign trade, with associa ted elli
ciency lo~ses . Reducing tax evasion 
should ease the burden on econo11lic 
ag('nt'i who currently pay high pro
pOl lions of the ir tax liabilities, as we ll 
as increase allorative clliciency; 
ellhance inc{'ntivcs fc)r agents to 
invest and p roduce; ,Illd promotc 

growth with equity. This papcI out
lines a framework for research on the 
i~Mlc of wlwther enhanced trans
IMtl'nq in tax adminislt<1tion might 
inlreasl' compliall( e significantly, or 
cnough to yield a positive re turn on 
reseal ch ('os\. The subje(-t got's well 

b('yond the domain of e( onomics, 
and raises questions of whether a 

heightened underst.a nding on the 
part of economil agents about non
compliance and its implications fc)r 
economic stability and growth might 
t'nhance the willingncss of agen ts to 
mcet their legal liabilities; itl< rease 
thc eflt'CliVl'lless of the tax services in 
enfOl cing the law; and guidc poli( y
makers on di rections for tax reform. 

Discussion Paper No.4: Phillips, L.C. 

June 1998. The political economy of 

trade policy reform: Exploring an 

African paradigm. 

This paper offers a new theoll' of the 
political economy of Ali'ican trade 
reform, based on an analysis of transi
tion in economic and political culture. 
Economic culture includes mental 
paradigms ahout how an economy 
operatcs; goals of economic manage
ment; and the decision-making 
plocess. Ali'ican pulicymakers operate 
in highly corporatist socioeconomic 
~tructures in which most people view 
economic management difleremly 
from economic reformers. M,tior goals 
of market-oriented economic managc
nH'lIt arc: Make GOP grow; keep infla
tion low; maintain a fl\vorable current 
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an,oUIll balance; and keep unemploy
ment low. In contrast, African econom
ic management Ii.lcuses on: Achieving 
growth in a loyal comlllunity of lollow
ers; ensuring that all members work 
and produCt· lood; producing a Ii.lod 
surplus and local ~pe( ialities (i.e., min
erals and cash crops); trading commu
nal ~U1 plus Ii lr luxuries; and eXLhang
ing gifts and onel ing gt'nerous hospi
tality. This disparity in goals t'xplains 
why certain refcmns have been resisted, 
notably those that involve loss of jobs, 
privatization of parcL~tatals . speedy 
administrative procedure'!, or libcralin
tion of food exports. 

Discussion Paper No.5: Metzel, 1, and 
L.C. Phillips. June 1998. Bringing down 
barriers to trade: The experience of 
trade policy reform. 
For most countries of sub-Saharan 
Africa (SSA), self-sufficiency, nationalil.a
tion, and cenuCllizatjon wt're policy pri
orities in tht' 1970s. By til(' 1980s, these 
policies had reduced economic growth 
and hI ought about reforms which 
stressed liberalizing intemal markets 
and trade, promoting private initiative'! 
and investment, and dt'centralizing 
power. Rt'al export earnings, however, 
stagnated or continued to fall for 25 of 
33 countries in tllC region. There is an 
increasing consensus that this poor pt'r
formance wa~ due to lie economic poli
cy environment. This survey explains 
why trade policy reitml1 in Mrica has 
not yielded greater result~. This paper 
does not revivc the debate over tile mer
its of trade liheralization, hut assumes 
that u'ade libt'ralization is the ohjective 
of policy reform cfllms in Aflica. It pre
sents definitions of trade liberalization 
and examines the record of refom!. The 
study also reviews the liberalizing eflects 
of these refonns, the extent to which the 
liberalization event'! changed tile eco
nomic environment, and the impact of 
liberalization on SSA economics. 

Discussion Paper No. 6: Salinger, B.L., 
A.M. Amvouna, and D.M. Savarese. 
June 1998. New trade opportunities 
for Africa. 
This paper explore), new prod\\( t'!, mar
kets, and modes of tradt· of which 
Ali'jean businesses must he aware to suc
cessfully compete in the global market
place. It also addresses market analysis 
techniques; literature on competitive
ness; trade and investment prolllotion 
experiences, including export promo
tion zones; export and investment pro
motion service'!; and entrepreneurship 
or private sectOl developlllent pJ(~jects. 
The paper explores expected effects of 
international trade agn'l'ment'l on sub
Saharan Africa's (SSA) new trade 
opportunities, nmcluding that SSA par
ticipation in the Uruguay Round of 
international trade negotiations pro
dm'ed mixed result~. New agreements 
regarding u'ade-related investment mea
sun's and trade-related aspt'cts of intel
lectual properly rights will affect how 
SSA does business in tilt' future. The 
sUI"Ve} concludes that SSA must under
go extensiw changes in it" economic 
and business thinking to take advantage 
of trade opportunities, 

Discussion Paper No.7: Goldsmith, 
Arthur. June 1998. Institutions and eco
nomic growth in Africa. 
Institutional shortcomings contributed 
to dismal sub-Saharan Afi'ica economic 
performance in the 1970s and 1980s, 
and are still restraining Afri<'a's current 
economic revival. In these "non-mar
ket" failures, Ati-ican government" often 
try to do too much, and do many 
things poorly. They must improve their 
behavior toward citizens and create a 
market-augmenting institutional frame
work. Public institutions, however, have 
hardened around personalized power, 
arbitrary decision-making, widespread 
dishonesty, and repression of dissent. 
Three factors arc critical to improve 

public institutions in suh-Saharan 
Afr ica and support e('onomil' reli)]"!n: 
Wider interest group representation, 
lTIore demOCrali( political and bureau
cratic processes. and bettel leadelship. 

Discussion Paper No.8: Flaherty, 
Diane P. and B.L. Salinger. June 1998. 
Learning to compete: Innovation 
and gender in the South Africa 
clothing industry. 
This study explores the relationship 
between international pressures of 
globalization and (ornpetitiveness and 
innovation patterns in one segment of 
the manufacturing serloI' in South 
Africa. In 1997, the authors surveyed 
o\'(,r IOO textile and clothing firms in 
three provinces. Tht' economic envi
ronment in which the South African 
textile and clothing sectors operate 
encompasses two interlinked phenom
ena. The end of apartheid brought 
South Africa back into the internation
al economic community, and led to its 
cOlTlmitnlt'lIt to tariff reduction and 
trade policy liberalization. For its tex
tile and clothing industries, the result 
has been elimination of export subsi
dies, reduction of tariff protection, 
and introduction of export promotion 
measures. The Uruguay Round will 
prompt the transition to liberal trade 
conditions under the Agreement on 
Textiles and Clothing. During this 
transition, the attitude of South 
African firms toward innovation will 
be critical. This discussion paper high
lights the pivotal role of gender in 
labor/management relations. 
Differential attitudes by men and 
women managers toward incremental 
process innovation and their implica
tions fi)r improving manufacturing 
efficiency may be a key to the success 
of South African textile and c10tlling 
firms as they learn to compete in the 
glohal marketplace. 
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"Restarting Growth" is the theme of 
EAGER's sixth semi-annual Africa
wide workshop. Scheduled for 
November 2-4, 1998 at the 
Meridien President Hotel in Dakar, 
Senegal, the workshop is another 
opportunity f()r researchers and pol
icymakers to discuss research goals, 
findings, and policy implications. 

In addition to EAGER 
researchers from all over Afbca and 
the U.S., the conference expects a 
healthy representation from 
Senegal's private and public sectors 
to spark discussion concerning 
Senegal's specific situation. Centre 
de Recherche Economiques 
Appliques (CREA), the Senegalese 
sponsor of this workshop, is con
ducting EAGER-sponsored research 
on the economic and political fac
tors that must be addressed for sus
tained growth in Senegal. Results 
of their work will be presented at 
the workshop. 

Several panels will address 
Senegal in context of the region. 
Participants will have the opportuni
ty to discuss issues regarding 
"Comparative Competitiveness," 
"The Role of the Private Sector and 
Growth," "The Future for the Franc
Zone," "Financial Intermediation 
for the Poor," and how electricity 
trade in southern Africa might 

apply to western Afi·ica. New 
research results fhllll other countries 
will also be available at the workshop. 
Featured research will include stud
ies li'om Ghana, Uganda, 
Madagascar, and South Africa. 

Alternative themes for the panel 
sessions include: "Exchange Rate 
Management in Afi'ica," in light of 
the establishment of UEMOA and 
other recent developments, why has 
structural adjustment not brought 
about the expected growth in most 
African countries; "Issues of 
Governance and Economic Growth 
in Africa," how "enabling" is the cur
rent environment for private invest
ment, employment, and output in 
Africa; and ':Joining the Global 
Marketplace," how African countries 
can reorient their economies away 
from traditional primary product 
exports towards a more diversified 
range of exports of labor-intensive 
manufactures, high-value marine 
and horticultural products, and 
information technology services. 

For further information about 
the workshop or to make sugges
tions, please reference the EAGER 
website, or send e-mail to 
lmatt@eagerproject.com. 
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Small Enterprise GROWTH through 

BUSINESS Linkages 
in SOUTH AFRICA 

Around the world, modern, forward-looking 
businesses interact with other enterprises through a complex web of com
mercial relationships. Many efficient managers find it cost-effective not to do 
everything themselves "in-house." Instead, they purchalle some goods and ser
vices required for production activities from olher enterprises which special
ize in particular aspects of the production process. These purchases and 
sales-which we refer to as business linkages-are penasive characteristics of 
efficient and productive economies. 

South Africa is expanding the scope of these commercial transactions. 
Many large corporations are moving towards a lower degree of vertical 
integration; many are reaching beyond their traditional corporate partners, 
sometimes to smaller suppliers. While there is a long tradition of support for 
small business in South Africa, much of the energy in the past has been 
devoted to the promotion of small, white-owned businesses. In recent years, 
there has been considerable discussion of the ways in which that process can 
be opened up to newly established enterprises which had been excluded 
under the old Apartheid regime. 

In this EAGER/PSGE research 
project, the University of Natal and 
the University of the North, in cooper
ation with Michigan State University, 
recently examined the nature of these 
business linkages, the extent to which 
they currently provide opportunities 
for improvement for historically disad
vantaged small enterprises, and the 
steps that can be taken to expand such 
opportunities. The major findings of 
the study follow. 

Many business linkages are current
ly in place involving transactions 
between major corporations and his
torically disadvantaged small suppliers. 
Interviews with about 75 large enter
prises indicated that virtually all did 

some purchasing from small, hbtori
cally disadvantaged suppliers. Most 
bought from only a few, but some 
buyers had ongoing commercial 
relationships with 20 or mort' small, 
disadvantaged suppliers, many in the 
service ar as that included catering, 
office cleaning, transport, manufactur
ing, or construction-related activities. 
In some cases, the suppliers w(' re close 
to the core activity of the lcu'ge partner. 
The clearest example of this was in 
footwear, where several steps in the 
production process were routinely 
outsourced. Among service activities, 
several app ared to be quite efficient, 
growing rapidly, and generating good 
returns for workers and owners. 
CONTINUI:.D ON PAGE 2 
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Small Enterprise GROWTH through 

BUSINESS LINKAGES 
IN SOUTH AFRICA 

FROM PAGE 1 

Buyers established linkage con
tracts with three principal motiva
tions: to improve their businesses; to 
serve the community; and to avoid 
payment of taxes, rules, and regula
tions. While the latler was clearly 
tme in many cases, a number of sup
pliers paid all relevant taxes and fees 
while employing workers who were 
members of unions and covered by 
standard labor benefits. These were 
generally the most efficient of the 
small suppliers and growing the 
most rapidly. 

Some linkage contracts were 
more helpful than others to histori
cally disadvantaged small suppliers. 
The key determining factors were 
the contract characteristics (size, 
period covered, stability), and the 
degree to which the contract provid
ed a channel for the supplier to 
learn how to improve. When the 
motivation for the contract was com
munity service, these factors were 
much less likely to be present. In 
such cases, linkages generally result
ed in frustrations for the buyer and 
little developmental impact for the 
supplier. Where the motivation was 
commercial, by contrast, the buyer 
had an incentive to serve as mentor 
to suppliers, helping them improve 
their efficiency and productivity. 
Unfortunately, the interviews uncov
ered relatively few cases where the 
buyers played a significant role in 
mentoring their suppliers. 

There is considerable interest on 
the part of both buyers and suppli
ers in expanding the involvement of 
hi!>torically disadvantaged small 
enterprises in business linkages. 
Several initiatives are currently 
under way, and others are just start
ing. To be most effective, institutional 
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support for the promotion of linkages 
needs to start from everal principles: 

i) The driving force must be eco
nomic, not a paternalistic goal of 
community service. All promotion 
activities must have an orientation 
that starts from markets. working back 
to suppliers to help them take advan
tage of these identified opportunities. 

ii) The institutional structure 
must be cost-eflective, taking into 
account the limited resources avail
able to support this activity. 
Specialization and focus among pro
motion agencies can be important in 
helping achieve this objective. Buyer 
mentoring. a key factor in many suc
cessful linkages. also contributes to 
cost-effectiveness. 

iii) There are three building 
blocks for tht' promotion of link
ages: Information, capacity-building, 
and capital. While each may be need
ed to bring a conUdct to successful 
fruition, in general. one organization 
should not attempt to supply all three. 

iv) Issues of imbalance of power 
between buyers and sellers are 
important and must be addressed 
in establishing programs for linkage 
promotion. The study discusses 
some approaches to this issue. 

Much has already been achieved 
in the expansion of business link
ages involving historically disadvan
taged small enterprises in South 
Mrica. The inten-i.ews make clear 
that there is a strong will on all sides 
to do more. With stronger institu
tional support, there is much more 
that can be done. 

Donald C. Mead (meaci@pilot.msu.edu) 

is principal investigator of this EAGER/ 

PSGE study. 

Impact of Outward-Looking 
MARKET-ORIENTED 

Policy Reform on Growth, Trade, 
and Investment in Sub-Saharan Africa 

Since the 19HOs. llIost Af rican coun
Idcs have implellll'llted policy 
reforms to increasc economic 
growth. Man)' reii)l'\l\s havc been 
directed at c1imillatill!!; distort ion~ in 
African markets to allow filr thei r 
intc!!;ration into Ihe world cconomy. 
Al though t hest' rcforms ha\'c hecn 
designed 10 ill(Teasc growth through 
more efficient allocation of economic 
resources, the cxpelicnce of lIlany 
African countries has been lImalisf~lc

tory. In fi1(t, in the past 15 years, pcr 
capita GDP has fallell in a significant 
lIumber of sub-Saharan African 
(SSA) economies. 

Early ecollolllt'tric analyses sllg
gesteel that there arc characteristics 
peculiar to the African continent that 
explain its weak economic perfo r
mance. More recent empirical stllelies 
have tried 1.0 determine specific char
acteristics of African enll10mies that 
contribute to their slow growth. Sachs 
and Warner (1996) ielentify some 
characteristics a" structural factors, 
such as natural resource dependency 
and geographical location, as well as 
lack of policy reform. Other analy~es 
(Thomas <lnd Nash 1991; Dean. 
Desai, and Riedel, 1994; Olson. 1996; 
Baumol, Nelson, and WoUf . 1994) 
suggest that African countries often 
lack the necessary conditions f(Jr the 
economy to rt'spond positively to pol
icy reforms. Such conditions include 
( I) quality of reform implementa
tion, (2) flexible market .. that allow 
reallocation of resources, (3) ade
quate physical infldstmcture, 
(4) capacity to circulate information, 
(5) availability of human capital, and 
(6) a stable and eUicicnt public st'ctm: 

Recent empirical results filr a 
broad sample of dcveloping coun
tries (Stryker and Pandolfi, 199G) 

sugge'\t a positive correlation 
betwecn trade anel economic growth 
over the long run, and also show 
that policy rei(lrmS ha\'e an influencc 
on growth, independent of their 
impact on trade. Much of the impact 
occurs becaust' of its effect on raising 
the ratio of investment to GDP. 

Application to Africa 
A" part of the EAGER/ Tlade compo
ncnt, AIRD has heen investigating the 
relationship between policy valiables 
anel trade. economic growth, and 
invt'stment II)!' SSA economies. The 
study analyzes a cross-section of 109 

countries, using avcldges for each 
variable over 5-year periods li'om 1970 
to the most recent observation, usually 
hetween 1992 and 1996. Since each 
ohselvation is treateel as indepen
dent-not specifically linked to a 
particular region or time peliod
"dummy variables" are introdnced for 
SSA countlies, and different time p(,li
oels allow for unexplaineel regional or 
time-specific effects. 

Determinants of Growth 
African conntries are growing a t a 
slower pace than most other 
economies. Modern economic then
ry assumes that economic !!;rowth is 
a function of the rate of change of 
capital , labor, and total factor produc
tivity (TFP) . Study results confirm 
that growth of capital and lahor 
have a positive impact on economic 
growth , and show that larger and 
poorer economies tend t.o grow at a 
faster rate, other things being equal. 
Although larger fiscal deficits often 
have a positive impact on growth in 
many developing conn tries, possibly 
because of high levels of public 
investment, this conclusion does 

CONTIN U ED ON PAGE 4 
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Impact of Outward-Looking 
MARKET-ORIENTED 

Policy Reform on Growth, Trade, 
and Investment in Sub-Saharan Africa 

~R()I\I PAGE :I 

not hold for SSA cconomics where 
Ihe eflects or deficiL'i a re , if anything, 
negative. Evidcnce al~o ~hows Ihal a 
healthy legal and administralivc cnvi
ronment and the implcmenlalion of 
policies which open the economy 10 

olltside markt'L'i have a po~ili\'c impact 
on economic growlh . SSA's slow 
growth is atleasl parlially the rcsult of 
the lack of such an environment. 

Determinants of Trade 
SSA cOlin tries have experienced 
higher levels of trade than lIIoSI other 
economics, parlly because many of 
their mal kt'ls arc small. The sllldy 
indicales thatlatger markets are less 
oriented to Irade Ihan smaller Ollt'S, 
because of more aClive illlra-economy 
market exchange. While plessllre on 
existing resollrces enhances trade in 
many developing ('ounllies, higher 
population densily in SSA cO\lIlldes 
has a JH:'g".ltive dlccl on lnuJe. This 
may be hecause SSA COllnIJ'i('S are 
highly dependelll Oil primary COIll
modity produclion for dOIllt'slic con
sumption and exporls; Iherefore, as 
less pressuJ'(' i'i pUI on plimary prod
uct resources because of lower popula
tion dCllsily, grealer volumes can be 
allocated fi)r trade. Policies that open 
the economy to eXlel1lall1larkel~, 
such a<; reduclion ofimporl/exporl 
reslriclions, and Ihe level of financial 
intemlediation of the economy are 
imporlant cietenninanLS of tr.lde in 
SSA, as elsewhere. Geographicalloca
tion of an economy can also influence 

EAGER~p~;t AUTUMN 1998 

its capacity to uClde wilh external 
Illal kel<;. CounlIies that are located 
between the two tropics lend to trade 
more than do olhen., while direct 
access to port') does not seem to have 
a significant impact. 

Determinants of Capital Growth 
and the Investment Rate 
Evidence shows Ihat, other Ihings 
being equal , SSA economies have 
experienced increasing capital flows 
dnd inve'llmenl rates, while in moSI 
other economies the trend has been 
reversed. Economy size usually has a 
positive impact 011 growlh of capital 
and investment rates, hUI not for SSA 
economies, where invesllnent rates 
are negatively rdaled to ecollomy 
size, prohably because size is not 
matched by the level of infrastruc
tural development. In addition, 
health standards of the populalion 
often have a positive effect on capilal 
and investment growth rate, but Ihis 
does nor hold in SSA countries, pos
sibly because of Africa's dependence 
on inveslment related to the 
exploilation of natural rather than 
human resources. 

Consistent with the theory that 
asserls that poorer economies tend 
10 grow at a faster rate, lower levels 
of initial income per capita are asso
ciated with higher rates of capital 
growth and rates of investment. 
Countries with greater fiscal deficits, 
more exposure to trade, and lower 
prices of capital goods tend to expe-

rience faster capital growth and 
higher investment rates. Investment 
rales in SSA economies appear to he 
vulne rable to the capacity of the 
governmelltto create a sound eco
nomic environment. In SSA coun
tries, the transparency of the legal 
and administrative system as well as 
lower hudget deficits have a signifi
cant positive impact on GDP. 

Finally, although access to the sea 
appears not to be a determinant of 
capital growth or investment rates 
for the rest of the world, the geogra
phy of landlocked SSA countries 
negatively affects their economies. 

Determinants of Foreign Direct 
Investment (FDI) 
FDI is positively related to a sound 
institutional and market-oriented 
environment. Holding thie; effect 
constant, SSA economies have experi
enced higher levels of FDI in relation 
to GDP than other counlries, possibly 
because most inveslment has come 
from foreign companies involved in 
the exploitation of natural resources. 
For SSA countries, economy size does 
not have a positive impact on FDI. 
Economies that are more open to 
trade, such as those in SSA countries, 
experience higher levels of foreign 
direcl invesunenl. 

This FAGER/ Trade article WiL~ WI illcn by 

.J. Dirck Stryker (dstryker@aird.com) and 

Selina randolti (spando\fi@aird.com) . 
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EAGER Researchers 

and Their Con nectivity 
to the Internet 

Djime Adoum, with support from 
BHM International, Inc., is currently 
conducting a study to explore how 
well technology and the Internet 
support EAGER research . The pro
ject is entitled, "The Connectivity of 
Mrican Researchers and Factors 
Affecting the Adoption of Inlernet 
Technologies." The purpose of the 
research is twofold: (1) to investigate 
the extent to which EAGER 
researchers are connected to the 
Internet, and (2) to determine con
straints experienced as researchers 
work within technical environments, 
and how these constraints can be 
alleviated within the framework 
of EAGER. 

This research began in February 
1998 with a preliminary needs assess
ment conducted at the EAGER 
Workshop in Johannesburg, South 
Africa. To investigate the extent to 
which researchers are connected to 
the Internet, a short survey was devel
oped and administered to 18 partici
pants. The results were compiled and 
presented at the workshop. These 
results indicate that most researchers 
do have access to the Inlernet and 
can receive e-mail as well as some 
attachments. Results show, however, 
that Internet connections for the 
Mrican researchers do not satisfy 
technical requirements necessary to 
efficiently transfer large files. Phone 
connections are generally poor, and 
are not sustainable for the long peri
ods needed to download large files. 
Some of the researchers indicated 
that even when the files could be 
downloaded, it generally cost signifi
cant sums of money. In one case, a 
researcher paid $100 for a file that 
was very fragmented. 

Workshop participants also dis
cussed the issue of software compati
bility. It became apparent that even if 
the Internet connections were good, 
lack of compatibility in word process
ing software presented severe handi
caps. It is not easy to download files 
that were created in MS Word if the 
researcher's computer is running 
WordPerfect, and vice versa. 
Variations within software versions can 
also cause problems. For example, 
some researchers are using MS Word 
version 6, whereas others are using 
versions 7 or 8. The same discrepan
cies apply to files created for spread
sheets and database management. 

The discussions clearly demon
strated the need to use a single soft
ware for word processing, one soft
ware for spreadsheets, and another 
for database management. The 
adoption of such a format would sig
nificantly reduce the difficulty in 
transferring files. Those attending 
the discussions agreed to explore the 
possibility of using a single software 
to alleviate incompatibility within the 
framework of EAGER. This issue will 
be discussed at the next coordinating 
committee meeting. 

A much larger survey instrument 
has been deve loped and implement
ed within the EAGER community to 
determine the extent of connectivity 
(and its corollary of software, hard
ware, and training) and, to a large 
extent, the preferred means through 
which EAGER-generated research 
results could be disseminated for 
maximum impact. These results will 
be presented at the EAGER 
Workshop in Dakar, Senegal. 

Djime Adoum may be contactcd al 

dadoum@eagcrprojecl.com. 

Update on 

EAGER 
Research 
As E.AGER Trade and PSGE lealllS 
progress ill Iheir research dlilrts, many 
of EAGER's slIldit:s have ren'lIlly been 
completed or are ncar cOlllple lion . 
EA<.:ER/ PS(~F: will begin field work and 
n :sean:h this 1;111 on five lIew sllldies, 
adding severallnt'mhcrs 10 Ihe cOllsor
liulII of E.'\GER's collaborating institll
liollS. COIII.wt Lisa Mall 10 rC<]lIt:st copies 
of docllmcllls (al'<Ii1<1hle al 110 cost 10 

addresses in Africa) . Contact researchers 
Ihrough thei r respective consortiulII 
leader (Le., Trade or PSGE). St:e 
"EA( :ER COllt<lCls" in this lIt:wslt:ller li>r 
delails. Tht~ lilllowing list upda.es Iht, s.a
tllS of EAC.;ER's Trade and PSCE studies. 

Trade Regimes and 
Growth (EAGER/Trade) 

s r er ade 
Promotion of Mali's Rice 
Exports Towards the West 
Mrican Regional Market 
Principallnvesligalor: Ahdoul BaIT)" 
A~sociates lill' Inlcrnalional Resources and 
Dcvclopnlt!nt (AIRD ) 
Collahnmling InSliltllioll(s) : Consultanls 
Elude 1'1 Formalinn, Mali; Minislril's of 
Financ(' amI Agriculture , Mark('l 
Inli)rmation Syslc m, Mali 
Stalus: Complc wd 

Impact of Adjustment on Agricultural 
Competitiveness and Regional Trade 
in Sahalian West Mrica 
Principal Investigator: 
Ahdoul BaITY, AIR£) 
Collaboraling Inslittllion (s) : 
Comile Permanent I ntel' Elals dt: 
Lillie omln' h: ScChCrt!SSl' dans Ie Sahd 
(CIISS) , Burkina Faso 
Slaltls: Comple ted 

Prospects for Developing Malian 
Livestock Exports 
Principallnvesligator: 
.JdIrey Mt:IZd, ,\IRD 
Collaborating Inslillllioll (s) : Compagnie 
Malicnne pour Ie Dcvdoppemf!1H clt·s Textile . 
Mali; Cellllle dt:s Planilicalion 
et cI" la Statisli(IIIl!, Minis.ere de 
[)C\'e!oppemclll Rural et dc J'EIIVil'Ollnc ment, 
Mali; Economic des Filit:res {;I'OIIP de 
Redwrclw, InstiUII d ' Economil, Rllrale, Mali 
Sial us: Compleled 

CONTINUED ON PAGE 6 
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Update on 
EAGER 

Research 
FROM PA G ": 5 

Gemstone and Gold Marketing for 
Small-Scale Mining in Tanzania 
Principal hJVesti~'lIllr: I.lld e Phillips. 
Inte rnatillnall\lIsiness Initiatives (IB\) 
Collahorating Instit lltion(s) : 
Economic alOCI Social Rcst'an:h FOllndation . 
Dar es Salaam, Tanzania; Th" BIISilll:ss 
Center, Tanzania 
Staws: Completed 

Cross-Border Trade in Ghana 
Principal htVt'stigiltor: Gayk Morris, Inl 
C()lIahoratin~ Institlltion (s) : University of 
Ghana. Legon , Accra. ( ;hana 
Status: First drali expe ':t"d On, 199H 

Domestic Marketing of Vanilla 
Exports in Madagascar 
Principal Inwstigator: 
JefTrey Metzd . AIRD 
Collaborating Institlltion(s) : <:t'ntn' d 'EIlUI" 
e t de Rechercl,,! Economi'IIIt' pOllr It: 
Dcvcloppement , Madagasntr 
Status: First draft expt'cted (kt. 199H 

o Mon ary 

Monetary and Exchange 
Rate Policy in Ghana 
Principal Investigator: Charl,!s 
Jebllni , Centt'r Ii,., Policy 
Analysis (CEI'A ) , <.;hana 
Colhtborat ing Institution (s) : AIRD 
Status: First draft expected Oct. 199H 

Monetary and Exchange 
Rate Policy in Uganda 
Co-Principal Inv,:stigators: 
Marios B. Ohwona, Ecoltomk Policy 
Research C,"tte r (F-PRe); PolyGtrp 
Musingllzi, R, 'sl'arrh Department , 
Bank of Uganda. Uganda 
Status: First draft expected Oct. 19!1H 

Efficiency of Trade 
Tax Regime: Kenya 
Principal Investigator: Graham (;Ienday, 
HalVdrd Institllte for Inlt!rnational 
Development (liIID) 
Collabnrdting Institution (s): 
Ministry of FinanCt:. Ken)".1 
Status: First draft expeetetiJan, I !199 

Fixed Versus Flexible 
Exchange Rates in Mrica 
Plincipal Invest igator: 
Anatolie Amvouna, University 
of Cameroun , Yaollnde 
Collaborating Instillltilln (s): AIRD 
Status: Comple ted 

I, 
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EAGEReport 

New Opportunities for 
a 

Structure of Incentives and 
Manufacturing Competitiveness 
in Mali 
I'rincipal InVl'sligator: .101111 Cm:khlll'll . 
C.!ntre rle Re,:herclw t: n Economil' 
l't Finance Appli'llu'es, Universite 
1 ~lva l (CREFA-I.AVAL). Canada 
( :ollahorating Institlltion (s) : 
Ecole Nationalt: ,fAdministratioll , Mal i; 
Celllre ht\'oirienne pOllr la Rec\wrche 
":ronomi'lue t: t SOt:iale. Ivory ( :. ,as I 
Statns: Complt:wd 

International Trade Policy for 
Development of South Mrica 
I'rincipal Invesligator: Siphiwe Cell ', 
Ikvdoplll t: nt Bank of Soutl",J'Il Al'rit:a 
Statns: Firsl draft l~x p" cted Jan , I !J!)!} 

South Mrica: Potential Constraints 
and Comparative Advantage in the 
Cotton/ Textile/ Garments Subsector 
Principal Investigator: 
B, Lynn Salinger, AIR)) 
Collaborating Instiullion (s) : 
Development Policy Research Unit , 
University of Cape Town. Sonth Africa 
Statlls: Comple ted 

Promoting New Trade 
Opportunities for M rica 
Principallnvesligator: 
B, Lynn Salinger, AIRD 
Statns: Completed 

Foreign Direct Investment 
in Kenya and Uganda 
Principal Investigator: Lucie Phillips, IBI; 
Colhtborating Institlltion (s): 
[PRe, Ugolll~la ; Universily of Nairobi. Kt~ nya 
Status: First draft expec:ted Oet. 1!}98 

Structure of Incentives and 
Manufacturing Competitiveness in 
Kenya and Uganda 
Principal hwestigatnr: 
Eckhanl Siggd , CREFA-I.AVAL 
Collaborating Institution (s): Enlllomic:s 
Dept. , Mak.~ rt' re Universit)', Uganda; 
Economi,'s Dept., Uni\'ersity of Nairohi 
Status: Fi rst draft expt:cted Oct. I \}9H 

eglon negra a t 
and Southern Ac 
Global Trade Analysis for Southern 
Mrica: Zimbabwe, Zambia 
Principal IIl\'est.igator: 
Will Masters, Purdue Uni\'ersity 
Collahorating Institlllion (s) : 
Economics Dept.. University of Zimbabwe, 
Zimhabwe; Economics Depl. , Universit.y of 
Zambia, Zamhia 
Status: Completed 

Promoting Trade Through 
Regional Integration 
Principal Investigator: 
Stt:ven Raddel, HIID 
SUttus: Completed 

Modeling Electricity 
Trade in Southern Mrica 
Principal Investigator: 
'linn Sparrow. Purdue University 
Collahor.lling Inslilntion (s): 
SOllthl'J'n Aliican 1'0IVer 1'001; 
Zimconslllt , Zimbahwe 
Statns: (:ompleted 

Lessons of East Asia 
for Promoting Trade in Mrica 
Principal htveSligator: 
K.lren Engd, AIR)) 
Stains: C Olli plt,wd 

Bringing Down Policy 
Barriers to Trade in Mrica 
Principal Investigator: 
Jellh'Y Metzel. AIRD 
Collabora ting Instiltltion(s): lUI 
Status: Completed 

Political Economy of 
Policymaking in Mrica 
Principal Investigator: Lucie Phillips, IBI 
Staw s: Compl(,ted 

Promoting and Sustaining Trade 
and Exchange Reform in Mrica 
Principal I nvesligollor: 
Malcolm McPherson, H il I) 
Statns: First draft expC:Clt'd 
Auwllln Hl!lH 

Structural Barriers to Trade 
Principal Investigator: 
Joseph Stern , HIli) 
Status: Completed 

Determinants of Foreign 
Direct Investment in Mrica 
Principal Investigator: 
Saskia Wilhelms, AIRD 
Statns: Comple ted 

Effects of Policy Reform 
on Investment, Trade, Growth, 
and Poverty 
Principal Investigator: 
Direk Slr)'ker, AIRD 
Status: First draft (!xpec\ed Jail , I!J!J9 

Transshipment of Textiles 
and Clothing through Mrica 
Principal Investigator: 
B, Lylln Salittgcl~ AIR)) 
Slatus: Comple ted 

Ot ur"ey a ers 
n e Stu i 

Trends in Mrican Trade 
Principal Investigator: 
Abdoul Barry, AIR)) 
Status: Complete,l 

Emerging World Trade 
Order in Financial Services 
Plincipal Invesligator: 
Michael Isilllbabi, 181 
Stalus: Complcled 
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Public Strategies for Growth 
and Equity (EAGER/PSGE) 
La. u J 
Re orms e 
The Cost of Doing Business: 
Laws and Regulations Affecting 
Labor and Capital in Madagascar 
Principal Invesligalor: 
Dirck Slryk,:r, AIR)) 
Collahoraling Inslillllion(s) : Soci,'lc 
d'A~sislanc,: 'Ihhni'l"e el cit: C,'slion , 
/l1adagascar: .IURECO Etllch:s "I COlIst'ils. 
Madag<l~car 

StaIIlS: Final elrafi cxpecledllec. l!l!lH 

Contract Enforcement in Tanzania 
Princ:ipal Invesligacor: 
Pal rick /lit-aghel'. Cenler «II' Inslilll1ional 
Reform andlhe In(<lrInal Sector (IRIS). 
UniVt'rsity of Marylanel 
Collahor.lling InSlilll1ion(s) : Econolllk and 
Social Research FO!lnclalion, l ;\Ilzania 
Slatus: Final elrafi expecled ()c1. I !l!lH 

Governance and Economic 
Regulation in Ghana 
Principal Inveslig<l1or: Freel Boadll. MayaTcxh 
Collahnr<lting Instillilioll (~) : 

InstitllIC of Slatislieal, So,:ial, 
and Economic Rescarch. (;hana 
Status: Final drafi cxpcct,:d 
AlIlumn 1998 

Competition Policies for Growth: 
Legal and Regulatory Framework 
for Sub-Saharan African Countries 
Principal InvestigalOr: 
Cl'nthia Clem':I11. IRIS 
C~lIahoraling Instilulion (s) : 
National Universily or lknin; Centn' (rEtud,'s 
Economiqlles. Madagas('ar; inslitution in 
Sencga110 he de1<:nnincct 
Stallls: Final design expeclc:d 
Aulumn 1998 

Barriers to Business Expansion 
in a New Policy Environment in 
Senegal and Malawi 
Co-Principal Irl\'eslig<llors: Din:k Stryker. 
AIRD; Ndaya Behchika-S1..I"stc. AIR\) 
Collaborating Inslillltion(s) : Millenilllll 
Consulting Group. Malawi; A~sislanc<' el 
Consci1 a,;x Ellle'lJrises, Senegal 
St<ltus: Final draft expected SUIIIIII"I' 1999 

Perceptions of Governance 
in Africa: A Survey of Business 
and Government Leaders 
Co-Principal Investig<llors: 
Arthur Goldsmilh, I·I/ID; Sara Sievers, I-IIID 
Collabor.lling Inslitution(s): African 
Economic Resean.:h Consortillm; MillenilllJl 
Consulting Grollp. Malawi : Mak,'rere Instilll1c' 
of Social Research, Uganda; Economic and 
Social Research Foundalion. Tam. U1ia; 
F,'dcmtion of Kenya EmploY"rs; (;hana 
Export Promotion Council; Associalion of 
Ghana Industries; NOK Inlernalional 
Slalus: Final (h~lft expected Sept. 1999 

9 e 
Tax Policy in Sub-Saharan Africa: 
The Role of Excise Taxes: 
Madagascar and Tanzania 
Principal IIl\'c : sti~ator : 

.Ionat han Haughton . 1·1I1Il 
Cullahomling Inslillllion(s) : 
( :"nl.-e cl 'Etlldes Econolllill"cs, l\laclagascar; 
Dt:l't. of Ecunomics. Unh-crsil), 
of Dar es Salaam. "HlIIlania 
Statlls: Final drah e xpec1t:d March 199!1 

Enhancing Transparency 
in Tax Administration: 
Madagascar and Tanzania 
Principal Invt'sligator: Clive era}" IIIID 
<:ollahol<l1 ing Insl illllion (s) : 
I-Ioward Universi,y; Cen ... e rl' c tuc\es 
Enlllomiquc:s; Dept. of E('oncllllics. 
U l\iv(~ rsily of nar es Salaam 
Statns: Final draft expecled Dec. 1998 

Improving the Framework 
for Monetary Programming: 
Tanzania and Malawi 
Co-PrindpallnvestigalOrs: 
eliw (;ray. Hlln; Unlee Bolnic-k. HII)) 
( :ollaboraling I nstilution (s): Eronolllic 
Research and Policy Dept. . DiH'ctcmlle of 
Enlllomics and St<l1istics. Hank ofl;lIIzania; 
Economic Research Bureau , University of Dar 
t'S Salaam; R(:sen'e Bank of Malawi: 
EC'OJ1<lInics nepl.. Ch:lI1cdlor College. 
Unh't!rsil.y of Malawi 
Stalus: Final drafi expeuc'cl.JlIlle 199!l 

Restarting and Sustaining 
Growth and Development in Mrica 
Principal Inl'esligator: 
Makolm McPherson , 1-111)) 
Collaboratin~ Inslitll1ion(s) : IRIS; AIR)); 
Howard Uni~ersity; Mwaniki A~sociates. LId. 
Consulting (;l'OlIp. Kc!n},a: Makcrere Inslillllc: 
of Social Rt'search . Makerere Univc" ~ily, 

Uganda; Celllre de Recherdws Ecollomiques 
Appliqllees. lJllin~ rsit i: Clu:ikh Anla Diup. 
Senegal; Cenler for EnmCllnic Policy Analysis. 
University of Ghana; Research on POVt:rt), 
A1lel'iation. Tanzania 
SIal liS : Fimll drafi c:xpecled .Julie 1!l!19 

International Lessons on 
Property Taxation and Implications 
for Structuring Property Taxes 
in South Mrica 
Principallnl'estigalor: Roy Kdly. HIlLl 
Collabor;l1ing Inslilution (s): 
To he determined 
Staws: Final design expected AUlumn H)9R 

Reputation, Regulation, and 
Institutional Barriers to Investment 
Supply in Ghana 
Principal Inl'estigator: Fn:d Boadu. MayaTech 
Collaborating Instilulion(s) : Institute of 
St .. tistical . Sodal. ancl Economic- Research. 
Ghana; Ghana Inl't:sllllt!nt and Promotion 
CeJlln:; Ministry of Finance and Economic 
Planning. Ghana 
Slallls: Final draft expected .Jllly 1999 

Financial Intermediation for the 
Poor: Senegal and South Africa 
I'rindpal Invl'Sligalor: 
Eric NdsoJl. T he World Bank 
Collahoraling IJlslitlllion(s) : MayaTc:ch; 
UJlivc:rsilv ofSlellenboseh . SOlllh Africa: 
Bureau cl'Etl\(ks REMIX. Senegal 
SIal us: Final clrati expecled Alltumn I!J9H 

The Impact of Financial Sector 
Reform on Bank Efficiency and 
Financial Deepening for Savings 
Mobilization: Ghana 
Prindpal Invl:stigator: 
Sam Ziorkllli . l'lowarcl Univt'rsil)' 
Collaboraling InstillllioJl(s): De pI. Of 
Enlllomics. Universily of Ghana; Bank of 
(;I",na; Merchanl I\ank of Ghana; CDH 
Grollp. Ghana 
Stat liS: Final draft expt:cted AUlumn 1998 

The Development of Capital Markets 
and Growth in Sub-Saharan Africa: 
Ghana and Tanzania 
Prillcipal Invesligalor: 
Sam Ziorklui , Howard UniVC'l'sity 
Collahoraling Inslitulioll (s) : 
School of Allministt<llioll. Universiry of 
Ghana. Legcm: Economic :11111 Social 
Research FOllndation. Tanzania 
Slatus: Final draft expt'c:ted March 1999 

Financial Development for 
Micro-Enterprises in Kenya: 
The Transformation of K-Rep 
from NGO to Commercial Bank 
Co-Principal Illvestigators: 
Ashok Rai . HIID;Jay Roseng;ml. HItD 
Collaborating Institution (s): 
To hI: determined 
Statlls: Final dr.lft expecled Aug. 1999 

k 
Increasing Labor Demand and 
Productivity in South Africa 
Principal Invesligator: 
Dirck Slryker. AIRD 
Collaboratillg Inslitlltion(s) : 
Universiry or"the Wilwatersrand; 
Universiry of Natal/Durban; 
University of Cape Town . Solllh Africa 
Status: Final draft expecled Dec, 1998 

Increasing Labor Demand 
and Productivity in Ghana 
Principal Investig;llor: 
George Gyall-BallilUr. Howard lJ niversiry 
Collaborating Institution(s): 
University of Ghana; Center for Economic: 
Policy Analysis. Ghana 
Slalus: Firsl dr.lft expecled Oee 1998 

The Contribution of Business 
Linkages to the Growth of Productive 
Employment Among Micro- and Small 
Enterprises in South Africa 
Principal InvestibTiltor: 
Oonald Mead. Michigan Slale Universily 
Collaboraling Inslitulion(s): 
University of Natal/Pielennarilzburg; 
Universily of Nalal/Durban; 
Ulliversity of the North. South Africa 
Statlls: Completed 
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Barriers to husiness expansion in Senegal 
and Malawi an: heing invt'stigau:d hy 
AIRD and liHlr (;ollahorating institu
tions- the West AIi'jean Enterprise 
Nl'twork (WAEN) anel A'isislam:c et 
Conseil aux Entreprises (ACE) in 
Senegal. anel Millenium and Malawi 
Inwsim('11l Promotion Agency (MIPA) iu 
Malawi. T he study. which is an outgrowth 
of similar stllcli( 's in Cameroon. Ghana. 
and Madagascar and part of the third 
round of studies IInder EA<.:ER/ PS<.;E. 
will ,L'iSeSS and prioritize a wide range of 
conslmillts confronting linns. To assess 
the seve l"ity of conslraints. researchers will 
use a sllJall sllrvey of linns to I,mk the 
constrainl5 and <JuantilY COSL'i imposed by 
those constraints in tenns of management 
time. capital tied lip. and cash olltlay. 

The study starts with the premise that. 
in many developing countries, the policy 
environlllent h,L'i IIndergone slIhstantia! 
changes introdllced hy Structural 
A(lju~lInent programs. Countries have 
embraC(~d these programs to liheralizc 
their economies and promote deveiop
melll through ptivate scctor growth . The 
reiolm programs have included elimina
tion of price controls, reduction and sim
plification of trade taxes. climinatiOl~ 01: 
quantitative restrictions on trade. pnvatlza
tion of puhlic enterprises. and restlllctur
ing of tilt: financial sector. Still. linns lind 
it diflicult to take advantage of I1t:W oppor
t unities. Constraints dted include lack of 
working capital and mediulII-term 
linance; resllictive hiring and liring proce
dures; inadequate telecommunication 
infrastn,Kture; slow. costly. and often 
uncertain legal. regulatory and judicial 
environments; inadequate transporwt.ion 
services; high taxes; and inade'luate access 
to reliable power and water. 

Many obstacles alIeet small and large 
firms dillcrently. and not always in the 
same direction . For insl<lI1ce. research 

indicatt'S that largt:r linns are often able 
to gain ad hoc and discretionary-
hut. essentjally legal- tax concessions. 
Smaller firms. however. do not benefit 
Ihlln such prdc rential treatment anrl 
have to secure thdr I.Iwn deals with 
10wel~levd ollkials iu ways that involve 
considerahle harassment. time. and 
money (Stryker. I\eltchika. and Thiam. 
1997). Larger linns. on the other hand. 
often t'ncounter more prohlems with 
trade nnions and labor rel,rulat.ions than 
smaller Hnns. I)('cause th(:y are more visi
ble and therefore su~ject to more semtiny. 

Market Barriers 
()ne primary ()I~jcctive of the policy 
n:forms Ii::atured in Structural 
A<\justment programs is to reorient ~)usi~ 
ness away from excessive COI1<'entral.lon m 
the loealmarket. In West. Alika, linns 
which wcre established during the era of 
import sub.~titution often have a hard 
time making the transition Ii'om local to 
overseas markets (Stryker. Bdtchika. and 
Thiam. 1997). At best. these linns export 
regil.lnally because they are ilI-equipped 
to compete in a less protected market. 
and lack managerial resources. market 
infi>rlnation. al;c\ know-how, In addition. 
the transition to overseas exports can be 
fraught with difficulties regarding cus
toms rcgulations. pron~dures associated 
wit h t.he lise of duty-free inpUL'i. export 
linancing. quality standards. timing of 
delivery. inadequate telecommunications. 
and other impediments. 

Relationship Between 
Government and Firms 
Public agencies and institutions should 
not intel:vene in the daily operations of 
firms. Research. however. has shown 
that. when given the opportunity. gov
ernmental institutions harass tirms and 

use discre tionary power to implement 
impromptu controls and levy undoc\l
mt:nted lines. T hC!se may rt'sult from 
complicated tax codes which promote 
tax evasion and incit.e finns t.o reach 
personal agreements with mid-level 
oflidals. as wdl as lack of transparency 
and discretionary implementation of 
laws and regulations. 

Relevance for Senegal and Malawi 
In an effort to diagnose the nature and 
extent of impedil1lent.~ in iL~ business 
environlllC!nt . USAID/ Senegal plans to 

use the study n:sllits ,L'i a basis li)r delin
ing priorities Ii>r reiimll . N; pari of the 
Ali-ican Trad(: and Investment Initiative 
Program (ATRIP). USAID/ Malawi will 
lise the researdl results to enhan('c t.he 
public-private policy dialogue on invest" 
mcnt issues. 

Preliminary lindings suggest thai. ill 
Malawi. problems may he associated 
with issuance of temporary employ
n,,!nt pennits for foreign nationals. lack 
of reliable telecommunication services. 
high lahor turnover rates. and lack of 
dlicient. mechanisms to secure duty
li'ee inputs for exports. In contrast to 
Sem'gal. arbitrary intelvention by govern
ment does not seem to pose a problem. 
In Senegal. on the other hand. various 
(luhlic agencies intt:rfere frc<luently in 
the daily activities of lirms. particularly 
in the: case of customs and tiscal admin
istr.ltions. Other impedimenl5 to busi
ness include lack of transparency; the 
perception that the playing tield is . 
uneven (between formal/informal. for
eign-owned/ Senegalesc firms); conges
tion and ohsolescence of infi'astructure; 
and lack of information on overseas 
opportunities. In both countries. peo
ple complain about lack of skille? work
ers and term fillance. although thiS 
appears to be less of a prohlem in 
Malawi. In Senehr;d. people stress that 
firms lack the necessary human capacity. 
market. infOimation. and technical exper
tise to successfully take advantage of the 
ncw opportunities created with the 
advent of refonns. 

Dirck St.ryker (dstryker@aird,com) 

and Ndaya Beltchika-SI. .Juste 

(nbeltchika@aird.com) are co-principal 

investigators of this study. 
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or 
Are AFRICA'S Excise Tax 

Rates TOO HIGH? 
When Ministers of Finance need to raise more 
revenue, they are often tempted to increase taxes on beer, cigarettes, and 
motor fuel. A low tax rate yields little revenue and, in this case, an increase 
in the rate will bring in much additional revenue. But it is also possible to 
push the tax rate up too far, beyond the revenue-maximizing point into the 
zone where so many consumers are deterred by the high tax rate, the total 
tax revenue actually drops. 

If a tax rate exceeds the revenue-maximizing point, a political "grand-slam" 
could occur; by lowering tax rates, one would generate more revenue for 
the Treasury (Bolnick and Haughton 1998). Even if tax rates are below the 
revenue-maximizing point, it is important to determine how close they are to 
that point. If they are very close, this implies that further hikes in the tax rate 
are unlikely to yield much extra revenue. 

Excise taxes, particularly those imposed on such "traditional" items as 
cigarettes, alcoholic beverages, and petroleum products, are frequently set at 
very high rates. For instance, Kenya imposes a 135 percent tax on cigarettes, 
Madagascar levies a 90 percent tax on rum, and many western European 
countries tax gasoline at rates of 300 percent or more. 

The EAGER/PSGE study of 
African excise taxes developed a 
methodology for estimating the 
revenue-maximizing tax rate on an 
item (Haughton 1998), and applied 
it to a number of important taxable 
goods in Kenya and Madagascar. 
The results are summarized in the 
following table. 

The revenue-maximizing tax rate 
on a product depends on two factors: 

a) The elasticity of demand for 
the product, or the degree to which 
demand responds to a change in its 
price. When there are adequate 
substitutes, demand will be more 
elastic (so the revenue-maximizing 
tax rate will be lower). If consumers 
have to pay more for the product, 

they can easily shift their spending 
elsewhere. Demand for addicti\e 
goods is typically unresponsive to 
price, and this helps explain the 
inelastic demand for cigarettes (and 
perhaps alcohol). The elasticity of 
demand for a taxed good will be low 
if there is potential for smuggling or 
an active black market. 

b) The tax rate on close substi
tutes. If the tax on diesel fuel is low. 
a higher tax on gasoline will prompt 
consumers to switch to diesel fuel 
and significantly limit how high the 
tax on gasoline can go before rev
enue would decline. If the tax on 
diesel fuel were high, however, then 
the revenue-maximizing tax on gaso
line would be higher, too. 
CONTINUED ON PAGE 3 
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Are AFRICA'S Excise Tax 

Rates TOO HIGH? 
FROM PAGE 1 

Estimating Revenue-Maximizing Excise Tax Rates 

Cross- Actual Rev-max Rev-max Data Country Product Elastlcitya elasticityb tax rate tax rate: tax rate: frequency Source 
1 market 2 market 

Kenya Gulnness -5.49 3.88 60% 53% 88% monthly Okeno 

Other beer -1.11 0.30 100% 174% 200% monthly Okeno 

Filter cigarettes -0.85 _ c 135% 123% - monthly Okeno 

Plain cigarettes -0.38 _ c 135% 377% - monthly Okeno 

Madagascar Gasoline -0.93 0.28 56% 78% 104% annual Haughton 

Diesel fuel -1.06 0.15d 27% 61 % 81 % annual Haughton 

Rum -0.42 0.24d 90% 119% - annual Andriano-
manana 
et al. 

Notes: a Own price elasticity of demand, defined as the percentage change In quantity demanded of a good, divided by the percentage change In the price of the good that has 

caused this change In demand. bcross-prlce elasticity of demand, with close substitute listed here. cCalculated elasticities not plausible. dBased on assuming symmetry. 

Two sets of revenue-maximizing tax 
rates are shown in the table. The 
"one-market" rates are based on the 
assumption that the tax rates of close 
substitutes do not change. Thus, for 
instance, the revenue-maximizing tax 
rate on gasoline in Madagascar would 
be 78 percent, assuming that the tax 
on diesel fuel remains at its current 
level of about 27 percent. On the 
other hand, if tax rates on gasoline 
and diesel fuel are jointly set with the 
intention of maximizing revenue, the 
revenue-maximizing tax on gasoline 
in Madagascar would be 104 percent. 
These are the "two-market" rates 
shown in the table. 

Several taxes are at-or not far 
from-their revenue-maximizing 
level. They include taxes on filter 
cigarettes and Guinness beer in 
Kenya, and on rum in Madagascar. 
Both goods are considered luxuries, 
and there are close substitutes to 
which consumers can easily turn if 
the products are taxed too steeply. 
Indeed, a few years ago, the Kenyan 
authorities lowered the tax on 

Guinness from 75 percent to its 
current 60 percent, a rate below the 
tax on other beers. They recognized 
that the higher tax rates would not 
yield as much revenue. 

Over the past two decades, the 
weight of taxation in Madagascar 
has declined, to the point where rev
enue now accounts for a mere eight 
percent of GDP (Andrianomanana et 
al. 1998). Could higher excise taxes 
boost this revenue significantly? 
Results suggest that a higher tax on 
rum would not yield much more rev
enue, although a higher tax on motor 
fuels may have considerable potential 
to bring in more revenue, provided 
the taxes on gasoline and diesel fuel 
are raised together. If gasoline tax 
were increased alone, however, rev
enue would not increase significantly. 

Estimates are in the process of 
being refined and extended. Details 
about the methodology, data used, 
and estimation techniques may be 
found in the papers listed here: 

Andrianomanana, Pept\ et al. 
1998. Les Droits d 'Accises a 
Madagascar: Rapport Final. 

EAGER/PSGE, Harvard Institute 
for International Development, 
Cambridge, MA (draft in French). 

Bolnick, Bruce and Jonathan 
Haughton. 1998. Tax Policy in 

Sub-Saharan Africa: Examining 

the Role of Excise Taxation. 

EAGER/PSGE, Harvard Institute 
for International Development, 
Cambridge, MA (available 
from BHM). 

Haughton,Jonathan. 1998. 
Calculating the Revenue-Maximizing 

Excise Tax. EAGER/ PSGE, 
Harvard Institute for International 
Development, Cambridge, MA 
(available from BHM) . 

Okello, Andrew. 1997. An 

Analysis of Excise Taxation in Kenya. 

EAGER/PSGE, Harvard Institute 
for International Development, 
Cambridge, MA (draft). 

Jonathan Haughton 

Uhaughto@sclas.suffolk.edu) is a faculty 

associate at HIID and Assistant Professor 

of Economics at Suffolk University. 
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POLICY FOLLOW-UP and Dissemination: 

ENHANCING TRANSPARENCY in TAX ADMINISTRATION 

in Madagascar 

An article in Issue 7 of the 
EAGEReport described the April 16, 
1998 workshop in Antananarivo, 
Madagascar, which discussed and 
disseminated findings of the PSGE 
study on enhancing transparency 
in tax administration. A local 
team, headed by Prof. Pepe 
Andrianomanana of the University 
of Antananarivo Economics 
Department, conducted the work
shop. One of the study's recommen
dations, supported by the workshop 
participants, was that the government 
publicize names of recipients of 
exemptions from import duties 
and other taxes, as well as names 
of flagrant tax evaders. 

In late June, the government 
issued a series of such lists, which 
immediately appeared in the national 
press. The release inspired a vigorous 
debate. Many industrialists expressed 
astonishment at the exemptions, 
which they criticized as undermining 
the protection accorded them by 
import duties established by law. 
The primary employers' association, 
Groupement des Entreprises 
Malgaches, described the govern
ment's action, in principle, as positive, 
reflecting "good governance and 
strengthening of the public 
finances." The association com
plained, however, that the lists 
omitted some important exemptions 
and defaulters, and confused some 
law-abiding taxpayers with defaulters. 
The debate continues. 

EAGER~p~rl WINTER 1999 

Meanwhile, Professor Andria
nomanana has undertaken a number 
of steps to further disseminate the 
conclusions of the study and work
shop. As a result of these steps, the 
f()llowing actions were taken: 
1. A summary of workshop recom

mendations was sent to all 
participants and appended to the 
policy brief described in 
the following item (2); 

2. A policy brief was sent to the min
isters concerned with taxation, 
various tax directorates, 
the Technical Secretariat for 
Adjustment, and a high-level 
commission on tax reform; 

3. A short article appeared in 
the June issue of an upscale mag
azine called Revue 

de I 'Ocean Indien; 

4. The team's final report 
was issued as a soft-cover mono
graph by a local publisher; 

5. An article was prepared for the 
forthcoming issue of the scientific 
journal, Revue Economique 

de Madagascar; and 
6. The August issue of the 

periodical, BRIEF, published 
by the accounting and manage
ment consulting firm which 
organized the workshop, was 
devoted to tax transparency. 
It contained inter alia items 
(1) and (2) previously noted, 
and a summary of item (5). 

At the November EAGER 
workshop in Dakar, Professor 
Andrianomanana tabled a paper 
containing these items or extracto; 
fi'om them, and described in the 
concluding plenary session the 
Malagasy team's dissemination pro
gram, as well as the government's fol
low-up on publication of taxpayer 
lists. This discussion followed a state
ment by Dr. Kwesi Botchwey, former 
Finance Minister of Ghana from 
1983 to 1995 and currently Director 
of Mrica Research and Programs at 
the Harvard Institute for 
International Development. He 
urged EAGER researchers to make 
every effort to publicize their 
findings so that not only policymak
ers would review them, but also 
stakeholders and the public at large. 

Clive Gray, EAGER/ PSGE Chief of Party. can 

be reached at cgray@hiid.harvard.edu. 
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EAGER and CODESRIA LINKED 
at Sixth Semi-Annual 

Country Workshop 
Held in Dakar, Senegal, from 

November 4 through 6, EAGER's 
Afi'ica Workshop provided not only a 
forum for discllssing EAGER research 

findings and potelllial directions 1'01' 

the final stage of EAGER-sponsored 
research , but also an opportunity to 

interact closely with a leading Ali-ican 
policy research organization. 

Concurrently with the EAGER 
workshop at the Hotel Mhidien, t.he 

Council tClI the Development of Social 
Science Research in Africa 
(CODESRIA) organized an 

"International Symposium on The 
Future of the Franc Zone" at Dakar's 

NovoteL CODES RIA is an international 

network of policy-oriented organiza
tions, especially strong in francophone 
Africa. Because the future of the Franc 
Zone is a vital issue facing 15 African 
countries, the opportunity to link the 
EAGER Workshop with the CODESRIA 
Symposium WdS welcome, and the two 

groups held joint sessions on the first 
two mornings of both meetings. 

Some studies for the CODESRIA 
symposium were undertaken by 
African researchers who are also associ

ated with the EAGER Pr~ject. 
Presenters at the symposium provided a 
range of views on the ClllTen t arrdngf'
ment between France and the CFA 
Franc Zone countries, under which 
those countries' currencies are 
pegged to the French franc. There was 
consensus that, regardless of the costs 
and benefits of the current relationship, 

recent developments have prompted 
African policymakers to reassess this 
relationship. Of critical importance is 

France's membership in the European 
Monetary Union, which holds impor
tant but uncertain implications for 
Franc Zone countries, including those 
in the CFA lOne, whose policymakers 

must assess and prepare for all possi
ble outcomes. Another critical isslle 
addressed at the CODESRIA 

Symposium was whether the Bank of 
France and French Treasury will he able 

to maintain the support that they have 
been providing fi)r over 50 year~, under

writing the CFA Fralll Zone countries' 

exchange rate and monetary policies. 
The EAGER work~hop's local 

sponsor, Centre de Recherches 
Economiques Appliques (CREA) of 
Dakar's Cheikh Anta Diop University, 

worked closely with BHM organi.lers 
and the two Cooperative Agreement 
Recipient~ (AIRD and HIID) to present 
a productive conference. CREA publi

cized the meeting widely among 
Senegalese academics, government 
officials, and other stakeholders, 
achieving thf' highest level of local 

attendance and participation in the 
debates of any of the workshops 
held thus far. 

The research theme "Restarting 
and Sustaining Growth and 
Development in Africa" loomf'd large 
as a topic of discussion. This theme is 

currently being undertaken by EAGER 
researchers in five African countries: 

Uganda, Kenya, Senegal, Tanzania, 
and Ghana. On average, Sf'Vf'n 
researchers and five other individuals 
in each country are supporting the 
effort. The study'S principal investiga
tor, Malcolm McPherson of HIlD, 
launched the workshop discussion 
with an overview of the study. 

Professor James Duesenberry of 
Harvard University outlined key 
elements of macroeconomic manage
ment. Dirck Strycker of AIRD 
discussed work in progress entitled, 
"Etfects of Policy Reform on 
Investment, Trade, and Growth." 

Cheikh Niang of the Institute for the 

Sciences o( thc University Cheikh Anta 

Diop, sUlllmari/ecl the approach and 
methodology fo l' a study now under 
way, entitled , "Social Elements of 

Growth and Sustainable Dt·velopmenl 
in SenegaL" 

Abdoulayt' Diagm' (CRFA, Scnf'gal); 
CharlcsJebuni (CEPA, Ghana) ; Aidan 
Eyakuze (MA Consulting Group, 
Kellya); Waswa Balunywa (MISR, 

Uganda); and Servacius Likwelile 
(REPOA, Tanzania) presented the 
methodology and preliminary results of 
those segmeJJt~ of the study concerning 

their respective cOllnuies. 
The Afiimn Compl'tilivl'Ill',lS Rl'port, 

prepared by HIID and published jointly 
with the World Economic Forum in 

February 199R, was the ~u~jf'ct of 
another panel discussion. The 
report's coordinator, Sara Sievers of 
Harvard's Center fix International 
Development, summarized it.~ 
findings, and Paul Kwengwere or lhe 
Malawi Inv("slment Promotion Agency 

and Mabousso Thiam of the West 
African Enterprise Network, Senegal 
discussf'd the pros and cons of the study 
a~ it ranked their countries according 
to various criteria of competitiveness. 

Other workshop sessions featured 
papers on Barriers to Cross-Border 
Trade; Labor and Tax Issues; EAGER 

and the Internet; Governan< e and 
Growth in Africa; Effects on Trade of 
Monetary, Fiscal, and Exchange Rate 
Policy; Monetary Reform and Growth 
in Africa; New Opportunities (or 
African Trade and Investment; 
Barriers to Business Expansion in 
Afri<.a; and the dissemination of 
EAGER research findings. 

Robt'rt Weiland (InIEconWRW@aol.com) is 

an economist who ClJIIlrihlltes to lhe EAGER 

pr~it'cl through IS1'I. 
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Competition Strategies 
for Sub-Saharan AFRICA 

Many countries in sub-Saharan Africa 

whose economics are considererl devel

oping or in transition Illay potent.ially 

bt~nefit from cOlllpetition-promoting 

stratt:gies. An EAGER/ PSGE study 

involving Benin, Madagascar, and 

Senegal begins fwm the premise that 

governments can augment markets by 

providing a set of laws, regulations. and 

implementing institutions to both fadli 

tate private sector commercial activity 

and mitigate private and pllblic 

restraints on commen:e. From this 

premise, the question logically tilllows: 

\Nhich laws and institutions are most 

important ancillseful at promuting COIll

petition? T he study addresses this que);

tion in several ways. 

Milch of the earlier research on 

competition policy in developing 

economies or those in transition explicitly 

or implicitly equated competition policy 

with the enactment and enti:lrc(~ment of 

Western-style "antitrust" laws. Defined 

in this way, competition policy would 

consist of challt:nging "rt:strktive business 

practices" adopted by private business 

operators. In the histOl), or Westem 

economies, narrowly defined aJ1litrtlst 

laws were introduced rdatively late in the 

process of development and were 

designed 10 police already limctioning 
market economics, not to lacilital<~ or 

<Teate them. The so-called competition 

laws now used ill developed market 

t'conomies lIIay be inappropriate and 

even counter-dlcctive when applied ro 

economies in II<lIIsition or under develop

ment, particularly if grali.ed onto an exist

ing institlltionalli-amework that is weak. 

A principal hypothesis underlying the 

study'S research plan is that countries in 

u,lI1sition and under development hav(~ 

accorded too high a priority to drafting 

Westem-style competition laws and 

creating competition law enrorcement 

agencies similar to those 1(llInd in more 

developed countries. Resuictive business 

practices adopted by private sector actorr-

I 

I 
the issues addressed by Western-style 

antitlllst laws--are posited to be relatively 

inconsequclIlial when compared to 

harriers to entry and growth stemming 

/i'om the lack or market-augmenting 

laws and institutions. 

To evaluate the legitimacy of tht: prin

cipal hypothesis, t.ll(: study is attempting 

to empirically assess the relative size of 

various anti-competitive features of each 

economy. Interviews during the final 

design phase suggest that both restrictive 

trade practices and gaps in tht: lacilitat

ing legal infrastructure exist; the <Jues

tion to be answered during the imple

mentation phase then becomes, how 

much or each? 

The study's corollary hypothesis is 

that efforts to create competitive forces 

would be more effective if directed at 

the design of a long-term strategy for 

building a full legal and institlllional 

infrastructure. For example, creation of 

a focal point within the government for 

informed competition advocacy may bt: 

a !irst. step in eliminating the most usual 

types of harriers to entry, namely inappro

priate government regnlation . Such an 

advocacy function could be a precursor 

to the Western-style enforcement agen

cies, and expand at a late r point in time 

to address restraints on trade that arise 

from the private sector. 

The policy implication of this study is 

that recommendations f(lr Weste rn-style 

eompetition law systems fOI' developing 

economies or those in transition should 

be based on a broad analysis of both the 

barriers to competition and the full 

range of options tor addressing those 

barriers. In particular, decision-makers 

must recognize the opportunity cost of 

building the institutional structure 

needed ror eflective implementation 

or Western-style competition laws. Policy 

options not usually associated with the 

label "competition" may actually provide 

a larger impetus to competitive forces 

than a so-called competition law, and 

tht:rd(lre should be considered either in 

conjunction with or as substitutes for 

such laws. Predicate rcfi:mns might 

include price deregulation , tht: elimina

tion of licensing-related entry barrit~rs, 

and the disruption of established 

collusive habits, such as those Ii:lstert~d 

by laws mandating membership in 

industry a'lSociatiolls. 

Within the class or developing coun

tries and those in transition, there is it 

great deal of variance ill the conditjons 

just elaborated, suggesting that certain 

treatlllent~ may be most effective at 

particular stages of the reform process. 

One goal of the study is to suggest a 

prioritization methodology that would 

assist developing countries and thos(~ 

in transition in identifYing optimal 

sequencing of competition-related 

reforms. Such a methodology would 

take into account the specific situation 

of anyone country. 

This study is being coordinated by 

the IRIS Center at the University of 

Maryland, a subcontractor under 

EAGER/ PSGE. Four researchers fielded 

hy IRIS are Dr. Cynthia Clement, IRIS 

associate director; Professor Andrew 

Gavil, Howard University Law School; 

Dr. Georges Korsun , Chemonics 
International; and Prof{~ssor William 

Kovack, George Mason University Law 

School. Local collaborators involved 

thus far are Djossinou Ahouandjinou, 

assistant professor of law at the Natiunal 

University of Benin, and Professor Pepe 

Andrianomanana of the University of 

Antananarivo, Madagascar. Field work is 

scheduled to get under way early in 

1999, and it is hoped that findings and 

rt~comll1endations of the study will be 

available at the FAGER AII-Ati-ica 
Conference scheduled for slimmer HJ99. 

Cynthia Clement (clemcnt@iris.econ.lIll1d.l,dll), 

Associate Dire(:tor of the IRIS Center, 

is wordinating this EAGER/ PSGE stud),. 
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At EAGER's most recent regional 
workshop, held in Dakar in 
November 1998, conference 
planners reviewed the agenda for 
the upcoming concluding pr~ject 
conference during the summer of 
1999. This conference will include a 
discussion of key policy issues relat
ing to the promotion of growth and 
equity in Africa, and take into COIl

sideration the findings of EAGER 
research. The themes of t.he confer
ence sessions, however, will not be 
limited to the topics of specific 
EAGER studies. 

Issues under consideration 
include: (1) an overall theme for 
the conference; (2) the topics of 
individual sessions; (3) the confer
ence format (extent of parallel 
sessions, etc.); and (4) the invitees. 
EAGER will soon be forming a 
conference preparatory committee 
with a majority of African partici
pants to discuss these issues. In 
order to continue requisite planning 
for the conference, EAGER project 
managers initiated a discussion 

of conference strategy and themes 
via the Internet following the 
Dakar conference. 

At press time, a travel ban had 
been issued for Addis Ababa, for
merly the site of t.he conference. 
Other sites on the African continent 
are currently being considered and 
a final decision ha'i not yet been 
made. Information on the new loca
tion will be disseminated by Lisa 
Matt, Senior Advisor at BHM 
International, as soon as it is available. 

The United Nations Economic 
Commission for Africa (UNECA) 
agreed to co-host the conference. 
USAID agreed to fund expenses of 
100 participants from Africa. Other 
organizations will fund additional 
participant<; from Africa and abroad. 
Several Ethiopian policymakers and 
researchers, new to the project, will 
also at.tend. 

Clive Gray (cgray@hiid.harvard.edu). 

Institute Fellow at HIID and Chief of Party. 

EAGER/ PSGE, is helping to plan the 

A1l-Africa Conference. 
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Results of the EAGER Evaluation: 
The RIGHT PROJECT at the Right Time 

As prescribed by the original design, an evalua-
tion of the EAGER project was initiated at the start 01 i~ final year. A draft report 
summarizing the findings was presented to USAID on january 19 by members of 
the evaluation team. 

Between September 1998 and january 1999, Alan Batchelder andjetfrey Fine, work
ing through Nathan A~sociates Inc., reviewed EAGER activit ies through its fi rst three 
years, assessed the lessons learned, and made recommendations fUI a ~lIbst:qut:nt 
project. To better understand how the project carries out important activities, such as 
a semi-annual workshop and its efficacy, the evaluators attended the EAGER Country 
Workshop in Dakar and visited seven African countries where EAGER research has been 
undertaken. They discussed EAGER objectives, operations, and outcomes with the widest 
practical sample of researchers, policymakers, USAlD staff, and other involved parties. 

This evaluation is important to both the current EAGER project and to any potential fol
low-on activity. A summary highlighting the lessons learned and the evaluators' 
recommendations for follow-on activities is provided here. Intt:rested readers are encour
aged to download the report from EAGER's website, 01 request the complete EAGER 
Project Evaluation report from the Communications Logistics Contractor, BHM 
International. Send e-mail requeststoLmatt@EAGERProjecl.com. 

Lessons Learned 
The evaluators introduced their discus
sion by noting that the EAGER project 
has conducted excellent research that 
has been used by African policymakers in 
undertaking a number of important poli
cy improvements. This was the primary 
objective of the project. 

One policy change at least partly 
attributable to EAGER research is the 
Government of Mali's revoking of an 
export tax on raw hides and skins, after 
an EAGER-funded study publicized the 
costs of the tax to both the hides and 
skins industry and the national economy. 
The Government of Madagascar eliminat
ed the export tax on vanilla following the 
recommendations of a study conducted 
under EAGER In Tanzania, the Minister 
of Energy and Minerals abandoned plans 
to launch a police attack on gold and gem 

smugglers after a Tanzania minerals mar
keting study demonstrated that high taxes 
led to the high occurrence of smugghng 
activities. The Minbter fUl ther eliminated 
almost all taxes for the miners because the 
study demonstrated the enormous size of 
the small~cale mining sector. 

Because research is still under way, 
it is not yet possible to point uUl the 
policy eflects of all EAGER research com 
ponents. In addition, some effects might 
not be realiled until after the project is 
completed because of the long-term 
nature of actions taken in response 
to recommendations. In general, the 
work, research, and results produced by 
the cooperative agents have been excel
lent. At the same time, the evaluators 
identified some areas for improvement 
in an EAGER follow-on prqject, which 
are outlined on page 3. 

CONTINUE.D ON PAGE 3 
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The RIGHT PROJECT at the Right Time 
FROM PAGE 1 

Lesson 1: EAGER's scope and U.S.-based 
decision-making led to some serious con
flicts between African and U.S. researchers. 

In the absence of strong African 
research centers whose staff could coor
dinate research under the project, there 
were some instances in which African 
ownership of the design and implemen
tation of research suffered. Towards the 
end of the project, however, it became 
increasingly apparent that a number of 
recently created African research centers 
were gaining experience and could shoul
der increasing research responsibility. 

Lesson 2: Lead cooperating agencies 
required considerable time to identify 
acceptable research topics. 
Because they worked through large 
consortia based in North America, and 
because of their desire to vet research 
proposals widely, identifying research 
topics was a slow process. As implied in 
Lesson 1, the process sometimes lacked 
full concurrence from African partners. 
The time-consuming topics assessment 
within the consortia and approval by 
USAID contributed to the delay. 

Lesson 3: African researchers generally 
choose to work only on research they 
view as incorporating their own ideas. 
Skilled and experienced social science 
researchers are in high demand in 
Africa and can be selective in the 
research assignments that they under
take. Given this flexibility, researchers 
tend to choose research that they view 
as incorporating their own ideas. The 
greater the degree of ownership, the 
greater the commitment on the part 
of the researcher. 

Lesson 4: Bringing policymakers into the 
research process early, such as through 
the Policy Advisory Committees (PACs) 
or Research Supervision Committees 
(RSCs), delivers big benefits. 
The use of PACs was deemed by the 
evaluators to have been an outstanding 
success with respect to local ownership 
of the research and policy impact. This 

took a good deal of effort on the part of 
the researchers, however. There were 
also problems associated with the com
plexity of communicating all the mles 
and decisions regarding the PACs to the 
hundreds of EAGER participants. 

Lesson 5: African researchers and 
their institutions resented being denied 
information about the total budget for 
each study. 
Africans felt a sense of unequal treat
ment because they were not supplied 
with complete contract cost information 
for research activities, since they recog
niLe and accept that American salary 
rates are higher than African rates. 

Lesson 6: USAID staff welcome EAGER 
research, but most have little time to 
give to oversight. 
Mission staff approved every research topic 
and supported each research effort strong
ly. They were content to work with EAGER 
at the policymaking level without being 
involved in direct supervision. Missions 
lack time for direct involvement and 
believe more frequent visits by researchers 
would have benefited EAGER research. 

Lesson 7: The assumption that there are 
many researchers and policymakers in 
Africa who are interested in policy research 
has been borne out by the project. 
Africa now has many competent 
researchers and policymakers who are 
interested in policy research. EAGER 
research has resulted in greater involve
ment by policymakers in the research 
process and greater African ownership 
of research results. 

Lesson 8: African researchers resented 
having to adapt to the travel schedules of 
expatriates, while American researchers 
complained of African over-commitments. 
Delays were caused by waiting for visits 
from the expatriate partners. When visits 
did take place, they sometimes occurred 
on short notice and local r("searchers 
were expected to adapt accordingly. 
American researchers, however, com
plained that their African partners were 

over-committed and delayed work on 
their EAGER research until just before a 
scheduled workshop or expatriate 
researcher visit. 

Lesson 9: For much of the research, 
faxes, e-mail, and the telephone could not 
substitute for face-to-face conversations. 
This fact poses a problem for prime con
tractors who deal with a large number of 
researchers simultaneously. By early 1998, 
about 150 researchers were at work on 
EAGER research activities, and face-ta-face 
conversations were difficult to arrange. 

Lesson 10: If they are to remain sufficient
ly involved, PAC members must be kept 
informed of research progress and delays. 
Researchers postponed communication 
with PAC members at their own peril. 
Some PAC members who were left 
uninformed over months became disin
terested and convinced that timeliness 
had been lost. 

Lesson 11: Expatriates can make mis
takes in their choice of research partners, 
and need flexibility to make changes. 
Leading cooperative agencies should, 
and did, specify in advance how to deal 
with non-performance. 

Lesson 12: Without budgets and work 
plans for travel and continuous exchange 
of work, African researchers conducting 
similar research in different countries do 
not share in the intercountry compar
isons and analysis. 
On request from USAID, PSGE 
researchers focused on multi-country 
analysis but, because time and money 
commitments of coordinating such 
research were underestimated, African 
researchers have not been able to be as 
involved in their intercountry comparisons. 

Lesson 13: Some African institutions may 
provide effective research management. 
USAID support of African research 
institutions has resulted in five or six 
institutions that have the capability to 
playa leading role in managing the 
African end of joint research. 

Lesson 14: African researchers are 
eager to work with foreign experts. 
African researchers are well aware of the 

CONTINUED ON PAGE 4 
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FROM PAGE 3 

advantages of working with outsiders 
who share their interests and who can 
bring different kinds of expertise and 
experience to research projects. 

Lesson 15: If African researchers do not 
have a strong reputation at home, their 
research results will not be credible to 
policymakers. 
Though the evaluators admit a limited 
sample for this lesson, they report only 
three cases of research suffering from a 
researcher's poor reputation with other 
researchers in the partner country. 

Lesson 16: To be effective, policy 
research must be timely. 
While rapid change is not apparent in 
every EAGER country or topic area, poli
cymakers need to have relevant research 
completed and delivered so that they 
can use it. The economic environment is 
changing so fast in many African coun
tries that tardy research is sometimes 
completed after relevant policy choices 
have been made. 

Lesson 17: Policy briefs are an essential 
product, but contractors have been slow 
to finish them. 
Policy briefs appear to be a powerful 
tool for disseminating research results, 
but researchers have been slow to pro
duce them. Delays are due in part to 
undetermined lines of responsibility 
regarding their preparation. Where such 
delays are unavoidable, cooperative 
agents should consider producing an 
interim policy brief for the PAC. This 
can provide a leg up on policy change 
and help keep PAC members involved. 

Lesson 18: Many researchers have suc
cessfully used the media to disseminate 
their results. 
Many researchers, often assisted by PAC 
members, have made local workshops 
as well as radio, television, and press 
interviews highly effective for disseminat
ing research results to policymakers and 
the public. 

Lesson 19: Semiannual workshops have 
been very successful. 
EAGER's semiannual workshops have 
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brought together current and prospecthe 
researchers and have been highly effec
tive in helping these researchers improve 
their own work and understand the work 
of their colleagues on other projects. On 
the other hand, evaluators found that the 
length and variety of workshop agendas 
made it difficult for host country policy. 
makers to attend the session of greatest 
interest to them. 

Recommendations for 
EAGER Follow-on Activities 
Evaluators agree that, despite or because of 
the lessons learned, EAGER \\'as nonethe
less "the right project at the right time." 
They also note the experimental nature of 
the project, and the need to now move fur
ther along the continuum from expatriat 
toward African researcher control. Their 
recommendations for EAGER follow-on 
activities related to policy research serve 
this goal by seeking to ensure: 
• More meaningful involvement 
by African-based researchers and 
stakeholders, 
• More cost-effective communication 
and dissemination of research findings 
and policy recommendations, 
• Greater likelihood of changes in 
public policies toward accelerating 
growth with equity, and 

• A higher probability of sustaining 
appropriate policies after USAID 
support has ended. 
The evaluators suggest these outcomes 
could be ensured by the following: 

Large-scale policy research 
Large-scale research under the project 
should be contracted to a consortium 
led by a U.S.-based firm or institution. 
Research should be managed and directed 
through program advisory and technical 
committees (TCs) , however, and the role 
of African partners in these committees 
should be substantial. This would pro
vide a decentralized approach to 
deciding and implementing research 
under the project with a pivotal role 
assigned to African institutions. To 
facilitate this larger role for African 
institutions, the project would support 

technical assistance regarding accounting 
and contracting requirements under 
U.S. government rules. 

Small grants research 
In addition to large-scale research, 
EAGER follow-on activities should allow 
for smaller grants to research specific 
topics. Small-scale research grants might 
serve to validate, qualify, and enrich 
large-scale research or undertake coun
try-specific research that is not easily 
accommodated within a multi-country 
framework. Small-scale research, overseen 
by institutions with large-scale activities, 
would be managed through their PACs 
and TCs, and funded through block 
grants to African partners. 

Collaborative research with networks 
Evaluators recommended that funding 
continue through EAGER follow-on 
activities for collaborative research with 
such African networks as the African 
Economic Research Consortium, the 
Secretariat for Institutional Support for 
Economic Research in Africa, and newer 
networks such as the Agricultural Policy 
and Enterprise Networks in West, East, 
and Southern Africa. 

Research opportunities and dissemination 
African partners should take a larger role 
in publicizing both research opportunities 
and research results under the follow-on 
activity. Their capacity to do so should be 
strengthened through the project. 
Semiannual workshops should continue 
under the follow-on activities and manage
ment should be provided by a reliable 
U.S.-based professional agency. 

In addition to funding for institution
al support to several African economic 
institutions, the evaluators recommended 
continued support for masters-level 
training, contingent in some instances 
upon some managerial and administra
tive adjustments. 

Robert Wieland (IntEconWRW@aol.com) is 

an economist who contributes to the EAGER 

project through 1ST!. 
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Constraints to 
Capital Market Development 

IN GHANA, TANZANIA 
Lack of long-term investment capital 
is the major constraint to market 
growth and development in Ghana 
and Tanzania, according to this 
EAGER/PSGE study. This problem, 
however, is not restricted to these 
two countries; it is common 
throughout Sub-Saharan Africa 
(SSA) and has been traced to the 
underdevelopment of capital mar
kets, such as stock and security 
markets, and financial institutions 
that serve capital markets. The study 
also identified various policy, institu
tional, and structural impediments 
that constrain capital markets devel
opment in Ghana and Tanzania. 

Survey questionnaires used in the 
research provided a guide for formu
lating and testing hypotheses related 
to capital market development in 
both countries. Primary data were 
collected through interviews and 
comprehensive questionnaires com
pleted by various private financial 
and regulatory institutions in Ghana 
and Tanzania, including: (1) listed 
and unlisted companies; (2) stock
brokers; (3) the Ghana Stock 
Exchange (GSE) and Dar es Salaam 
Stock Exchange (DSE); (4) commer
cial banks; (5) the Bank of Ghana 
and Bank of Tanzania; (6) institu
tional investors; (7) insurance 
companies; (8) other non-banking 
financial institutions; (9) financial 
non-governmental organizations; 
and (10) employees of private enter
prises. 

Researchers in Ghana and 
Tanzania are analyzing secondary 
and primary data in collaboration 
with researchers in the U.S. 
Preliminary results based on field 
interviews and literature reviews 
show that, although the two coun
tries have had some important 

success in reforming their 
economies, many challenges remain 
in developing their capital markets. 

One d rawback has been fiscal 
deficits related to high-yielding gov
ernment securities. This has 
adversely affected the demand for 
securities being issued by private 
firms to raise long-term capital, espe
cially in Ghana, where the problem 
is particularly serious. Because of the 
high yields, many potential investors 
prefer to hold short-term govern
ment Treasury bills. This has shifted 
resources from the securities markets 
to the government bill market, leav
ing the securities market both thin 
and illiquid, and "crowding out" 
many small and medium-sized enter
prises from the capital market. 

The limited number of instru
ments traded on the stock exchanges 
reduce their attractiveness to 
investors. The poor quality of both 
accounting information and disclo
sure provisions by listed firms has 
not helped. It has constrained the 
discovery price and distorted the val
uation of companies listed on the 
exchanges. 

Fiscal imbalances in Ghana have 
generated inflationary pressures, 
which have increased the foreign 
exchange risk of investing in the 
Ghanaian capital markets. Few for
eigners have been willing to take the 
risk. The absence of a hedging 
mechanism through financial deriva
tives, futures, and options adds to 
investor exposure. The thin market 
and small number of shares traded 
on the stock exchanges in the two 
countries limit the potential for 
diversification. Lack of automation 
of trading practices leads to ineffi
cient trading and settlement 
practices, and has raised the costs of 

intermediation through the securi
ties markets. 

Researchers found that the capital 
market structures in Ghana and 
Tanzania made it difficult for small 
and medium-sized firms to raise capi
tal. Absence of investment banks, 
underwriters, and venture capital 
firms constrain development of the 
primary and secondary capital mar
kets for raising long-term capital 
through initial public offerings. 

The role of the stock exchanges 
in deepening capital markets has 
been hampered by the government's 
divestiture programs, which empha
size privatization through strategic 
investor financing rather than sale 
through the stock exchanges. 

Policy implications indicate that 
the respective governments need to 
provide an enabling environment for 
CONTINUED ON PAGE 6 

Highlights of study findings: 

• Lack of long-term investment capital con

strains market growth in Ghana, Tanzania. 

and throughout Sub-Saharan Africa 

• High-yielding government securities have 

shifted resources from the securities mar

kets to the government bill market 

• Absence of investment banks, underwrit

ers, and venture capital firms constrain 

development of capital markets for 

raising long-term capital through initial 

public offerings 

• Capital market structures make it difficult 

for small and medium-sized firms 

to raise capital 

• Incentives to induce firms to list on the 

stock exchanges should be introduced; a 
broader range of financial instruments and 

automated trading practices on the 

exchanges should be encouraged; and 

securities information should be upgraded 
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the development of their capital 
markets. Taxes and other incentives 
to induce firms to list on the stock 
exchanges would be useful. 
Encouraging the issue of a broader 
range of financial instruments and 
automating trading practices on the 
exchanges should be given priority 
in the two countries. Uniform 
accounting, disclosure rules, and reg
ular auditing of corporate accounts 
would improve the quality of infor
mation about the securities being 
traded. Privatization and divestiture 
programs should be geared towards 
floating shares of divested firms 
through the primary markets and 
stock exchanges. 

Government fiscal policies could 
be influential through improvements 
in the efficient management of pub
lic debt and public expenditures. 
The objective should be to sharply 
reduce the budget deficits that con
tinue to adversely affect capital 
market development in the two 
countries. The move to cash budget
ing and control of public sector 
spending represents a positive 
change. The Tanzanian approach 
offers an example to Ghana (and 
other SSA countries) in how public 
debt and expenditure might be bet
ter managed as a means of providing 
a stable basis for financial and capital 
market development. With such poli
cies in place, both Ghana and 
Tanzania can begin to deal with their 
growth and poverty problems on a 
firmer, more sustainable foundation. 

Sam Q. Ziorklui (sziorklui@aol.com) 

is Associate Professor of Finance at Howard 

University, and principal investigator for 

this EAGER/ PSGE study. 
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Increasing 
DeDland for Labor 

In SOUTH AFRICA 
A'i African econolllies move in the direc

tion of more outward-{)Iiellled policies, 

national labor markets have incre'L'iingly 

become linked into a broader world mar

ket. Intemal segmentat.ion of the labor 

market, however, impedes ulis process, 

diminishing gain, from international spe

cialitation , inhibiting ule expansion of 

employment, and resulting in inequality 

in ule disu'ibution of income, 

The labor market in South Africa is 

charaCleril.ed by enorlllOUS segmenta

tion, resulting in very high levels of 

unemployment and underelllployment 

in the black populat.ion. Much of this is 

a legacy from apartheid. Today, South 

Africa Elces the formidable task of 

absorbing over one-third of the working

age population intn productive 

employment. This process is complicated 

by trade union aClivism inherited from 

the period during which the apartheid 

South African governlllent refused to 

recognize the African National Congress 

(ANC) and trade unions were the only 

channel for political 'lctivity. Yet trade 

unions are only pari. of the picture. 

There are lllany unanswered questions 

regarding SOlllh Africa's labor market 

and the reasons for its segmentation. 

The most important potential solutions 

to expanding emplo)1nent and decreasing 

labor market segmentation in South Afi-ica 

involve ule following initiatives: 

• Increase the overall rate of economic 
growth so as to absorb more labor into 

the economy 

• Promote faster growth in more labor
intensive sectors of the economy, such 

as the service sector and small and 

medium-scale enterprises 

• Improve labor productivity through 
capital investment, technological innova

tion, and increased training and education 

• Remove distortions in the labor market 

that inhibit employment expansion, such 

as incentives that encourage capital inten

sive investment, artificially established 

wage and benefit rates, and costly labor 

regulations enforced by the government 

EAGER research is shedding light 

on a few of these aven ues for i ncreas

ing employment. 

Growth of Employment in the 

Services Sector 

Like many countries in the industrial 

world, South Africa has witnessed an 

increasing trend towards service sector 

employmelll while employment in the 

primary andmanufaCluring sectors has 

declined. Tr'lde, catering, and accommo

dation have consistelllly accounted for 

the largest share of employment in the 

.'>en'ice sector. Employment growth has 

also been particularly rapid in the 

finance, insurance, and business services 

SubseclOr, The fastest growth, however, 

appears to be in governmelll sen'ices, 

though there are doubts concerning 

whether this can be sustained with the 

goverIllncnt 's commitment to fiscal sta

bility. \Vhile the tertiary sect OJ' has 

expanded as a whole, some tertiary jobs 

have decreased over time. These losses 

arc lIIainly concentrated in the transport 

and domest ic sel'vices sectors. 

Part of the decline of manld;ICluring 

and risc in tertiary sector employment 

has OCCUlTed because services are 

incrcasingly being "contracted out." 

Boundaries between the manufacturing 

and tertial)' sectors are being reshaped. 

As the tertiary sector increasingly merges 

with the manu/;lcturing and agricultural 

sectors, new linkages, companies, and 

in(lIlstries arc appearing, Despite the 

ckclinc of its direct contribution to 

em ploYlllelll, the manufacturing sector 

can play a \~I;tl catalytic role in expanding 

emploYlllcnt opportunities in the terti'll)' 

sector through interindusu), demand for 

sen~ce in]luL'i and income-induced 

demand lin various types of services. 

In expanding its capacity 10 create 

.iobs, South Africa has a number of 

opportunities in tourism, Linked to 

tourism is the entertainment industry, 

which also shows potential li)r growth, 

South Africa can also take advantage 

of the revolution in technolo!:,')', comll1u

nications, and transportation, which 

has dramatically expanded the range or 

services that can be traded illlernationally. 

Ivloreovcr, as technological progress 

reduces communication costs, trade in 

CONTINUED ON PAGE 7 
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FIXED EXCHANGE RATES 
Increase Growth in the 1980s: 

TREND REVERSED in the1990S 
In the past t\\'o decades, exchange rate 

regimes in Africa have demonstrated a 

trend toward greater flexibility, with 19 

cOllntries switching from fixed to some 

killd of floating regime, whereas oilly 

two countries did the reverse . In 19~1:" 

only '27 countries were operating ullder 

fix ed regimes, or \\'h ich 14 were mem

hers of the French franc zone . This 

EACER/ Trade sWdy assesses the perfor

Illance of African counll'ies with respec t 

to trade and economic growth in re la-

t ion to t heir exchange rate regiIlles, 

whet her fixed or floating, over th e past 

'20 years. The study is particularly perti

nent given the recent establishment or 

the c urD , to which the eFA fran c is now 

rigidly pegged by virtue of its fixed parit), 

with the Fre nch franc. 

The study examines the pros alld cons 

of alternative exchange rate regimes 

under conditions of weak local clIrrellcy 

alld domestic capital markets, as well as 

persistent fiscal deficit.s. Most other 

research suggest.s that flexible rates an: 

lIlore effective in overcomillg the effects 

of macroeconomic disturbances ,lnd 

increasing the rate of economic g rowth. 

Unfill'llln,ltely, these studies do not take 

into account the instability associat ed 

with switching to new regimes. At least I:; 

African coulllries shifted their exchange 

rate regimes three or lIlore times from 

I ~lHO t() I ~)l)!). 

Preliminary analysis shows th ;n cOlln

tries with fixed exchange rate regim es 

gellerally l\<lei higher growth alld illvest

mellt rates than those with flexihle 

regimes during the early 19ROs. This sitll

at ion, however, was reversed by t he early 

I ~)~l(Js as a result of increasing overvalua

tion of the fixed regime cllrrencies alld 

eff()rt.s or governmen\.s to cOlllrol illfla

tioll ;\Ill! eliminate balance of paymellt 

deficits through restrictive m()netary allci 

fiscal policy. 

Effects of the exchange rate regime 

on the rate of growth of real per clpita 

CDI' were also estimated using an econo-
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metric model COli trolling f(Jr the ratio of 

gross domestic investmetH to CDI', r;lte of 

growth of total popul;nion, changes in the 

terms of trade, ch;lI1ges in the real effec

tive exchange rate , ami per capita COP 

at the beginning of the period examined. 

Membership in a specific class of 

exchange rate regime W,lS represented in 

this model by a (hllnm), variable. Within 

fixed exchange rate regimes, distinctions 

were made between monet,II)' IInions, 

cllrrencies pegged to a single currency, 

and cllITencies pegged to a tusket of cur

rencies or to t.he SDR. Floating exchange 

rate regime coulltries were divided into 

two groups: Managed floating and inde

pendently floating. The model \\'as 

estimated across :;'2 African countries 

using rates of change from ]ll80 to 1994. 

Results of this analysis reveal the costs 

of fixed exchange rate regimes, and 

especially monetal)' union membership, 

in terms of lower rates of growth of real 

COP. This cost oCCllrred because the 

benefits of low inflation in these regimes 

did not offset the cost or overvalued 

exchange rates , espec ially in lhe period 

alter I ~187. Countries with currencies that 

floated benefited from at!justment in the 

real effective exchange rate, especially 

the managed floating regime countries 

fiJI' which the henefit.<; were felt well after 

the regime was initially in effect. 

A modified grollp control approach 

was also used to control 1'01' the ellects of 

external shocks anrl initial conditions on 

changes in the rate of growth of real 

GO 1', changes ill th e rate of growth of 

export share in CDI', ,mcl changes in the 

ratio of the current aculIlIlt balance to 

GOP. The shocks were measured as 

decreases in real interest rates and 

improvements in the terllls of tracle. 

Initial conditiolls inclucled growth of 

CDI', cllrrent accollnt haLmce , and 

export share, each in I ~)8(1 . The erkct!> of 

shocks and initial conditions were highly 

significant in most cases. In adclition, 

cOllntries that shifted t() floating 

exchange rate regimes cluring the l'lHOs 

experienced a rise in the rate of growth 

of export share, but no change in the 

rate of growth of real CDI' or in the cur

rent accollnt balance. 

Highlights of study findings: 
• By the 1990s, countries with fixed 
exchange rate regimes generally had 
lower growth and investment rates than 
those with flexible rate regimes, as a result 
of increasing overvaluation and efforts to 
control inflation and eliminate balance 
of payment deficits 
• Countries with managed floating curren
cies benefited from adjustment in the real 
effective exchange rate 
• Countries with fixed rates that allow 
rate flexibility may increase their rate of 
economic growth 

The analysis suggests that fixecl 

exchange rates weakened t he ability of 

African conntries to insulate themsell'( :s 

fronl external disturbances withollt 

imposing distortional)' taxes and qllanti

tative restrictions that. contributed to 

overvaillation of the real exchange rate. 

Fllrthermore, countries with fixecl 

exchange r;lles outside of monetal)' 

unions experienced better economic 

performance than COlin tries wilhin such 

unions, probably because the), had mon: 

freedom to val)' the fixed rate. It is 

therc/iJre recommended that African 

countries with fixed exchange rate 

regimes might allow some flexibility ill 

their exchange rates to increase their 

rate of' eC{)Il{)mic growth. This cOllld 

occur throllgh either a managed floati ng 

rate {)r appropriate devaluation. 

.. \Il"I I )lie AIllYI )UIl" (a.,,"mH,na@wana(iI)().fr) , 

a co!\Suitalll f()r AIRD, has compleled her doc

IOI""e at CERDI ill "'""lLe. 
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VIABLE OPTIONS to Mrica's Fixed 

Exchange Rate Regime Include 

"DOLLARIZATION" 

Recent changes in the global economy are likely to 
impact Mrica's exchange rate regimes in the near future. Events such as the 
Asian financial crisis; overvaluation and subsequent devaluation of the CFA 
franc; and sharp fluctuations of the Brazilian real suggest that maintaining a 
fixed exchange rate regime is difficult in a global environment characterized 
by major disturbances and/or a relatively free flow of capital. 

Broadly speaking, major alternatives that have been proposed are: 

Capital controls 
Why should developing countries 
leave their economies open and vul
nerable to the vicissitudes of the 
world capital market? Because Japan, 
China, and western Europe have 
achieved substantial rates of growth 
without capital account convertibility, 
capital controls would seem to be the 
solution. But these controls are 
increasingly difficult to enforce in an 
age of advanced information technol
ogy, where funds can be moved from 
currency to currency without regard 
for physical location. The question 
may not be whether to impose capi
tal controls, but whether these 
controls can be imposed. 

Strengthening of banking 
regulation and establishment 
of an international lender of 
last resort 
Creating an international lender of 
last resort-either the International 
Monetary Fund (IMF), Bank for 
International Settlements (BIS), or a 
new institution-may prevent a sub
stantial segment of the banking 

sector from going under in the event 
of a crisis. Aside from the magnitude 
of resources that would be 
required-far beyond the current 
capacity of the IMF-a lender of last 
resort would require regulatory 
power over the banking systems to 
which it may lend. It would need the 
ability to call in collateral, which 
might be difficult if it infringes on 
national sovereignty. Furthermore, in 
this age of technology, banking regu
lation is becoming increasingly 
difficult given the competitive pres
sures that exist, especial!) in 
developing countries. The banking 
community asserts that the only 
effective regulation takes place witllin 
large banks, which are rapidly becom
ing larger and more consolidated. 

Unfettered capital market 
Some argue that if capital markets 
are allowed to develop without the 
uncertain specter of public, national, 
or international interventions, they 
will become more efficient and less 
risky. There is some truth to this. 
Speculative pressures are hard to 

CONTINUED ON PAGE 3 
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VIABLE OPTIONS to Africa's Fixed 

Exchange Rate Regime Include 

"DOLLARIZATION" 
FROM PAGE I 

resist when a government tries to 

maintain an increasingly overvalued 
exchange rate or when there is 
uncertainty as to whether the 1MF 
may enter the picture. Ifwe carry 
this ar gument to its logical conclu
sion, countries !>hollid maintain 
tlexible exchange rates so as to avoid 
situations in which speculators are 
sure to win. 

There are at least two major prob
lems, however, with this type of 
exchange rate regime. First, flexible 
rates lead to uncertainty and high 
transaction costs associated with cur
rency exchange. Second, they are 
often associated with fewer con
straints on governments running 
inflationary fiscal deficits. For many 
countries, however, these problems 
are less severe than those posed by 
trying to maintain fixed exchange 
rates in a relatively free capital mar
ket with large external disturbances 
and fiscal pressures threatening to 

undermine the economy. 

Currency Substitution 
Another alternative is currency 
substitution, or adoption of a major 
foreign currency as the local 
currency. This may occur gradually 
within the private sector, as it has in 
Latin America and eastern Europe 
through the process of "dollariza
tion." Initially, the public holds 
dollars as a store of value to protect 
against inflation and depreciation of 
local currency, but ultimately the 
dollar begins to be used as a unit 
of account or a medium of 
exchange. Since good money 
replaces bad, some have called this 
"monetary reform carried out by the 
private sector." 

Most governments and central 
banks do not like currency substitu-

tion because they lose some of their 
rights to seigniorage and it makes 
the conduct of independent mone
tary and exchange rate policy 
unpredictable. Others view it as a way 
to strengthen economies. One exam
ple is the CFA franc, which has for 
four decades been rigidly pegged to 
the French ii"anc, with one notable 
exception-a 50 percent devaluation 
in 1994. The CFA franc, which was 
backed by the French Treasury 
through the "Operations Account," 
was considered to be the virtual 
equivalent of the French franc . A~ it 
became apparent that the CFA franc 
was overvalued during the early 
1990s, however, convertibility was sus
pended for cash transactions. With 
the creation of the euro, many with
in the zone are wondering what path 
to pursue. 

The increase in the demand for 
dollars throughout the world is the 
counterpart of large current account 
deficits that the U.S. has experienced 
over the past two decades. These 
deficits are approaching $300 billion 
annually in 1999, and led to the U.S. 
owing the rest of the world $1.2 tril
lion in 1997. But the rest of the 
world has been in no hurry to cash 
in their U.S. dollars because the 
currency is considered the safest 
currency to hold. 

The paper, "Dollarization and Its 
Implications in Ghana," addresses 
the implications of dollarization-or 
"euroization"-for African countries: 

"First, it decreases the govern
ment's ability to gain control over 
resources through non-inflationary 
seigniorage, or the running of a non
inflationary deficit that increases the 
supply of money in proportion to the 
increase in demand for it. Second, it 
limits the capacity of the government 

CONTINUED ON PAGE 4 

Study highlights include: 

• Africa's attempt to maintain its 
fixed exchange rate regimes may no 

longer be realistic. Alternatives pro

posed include: 

• Capital controls; 
• Enforcing banking regulations; 

• Creating an international lender 

of last resort; 

• Freeing up capital markets; and 

• Making a transition to a full 
"dollarization" system 

• Dollarization involves short- and 
long-term disadvantages (e.g., govem

ments and banks may lose rights to 

seigniorage); unpredictable independent 

monetary and exchange rate policy; 

and external or private financing for 

fiscal deficits 

• Advantages that make full dollariza
tion a viable possibility include: 

• Constraints on government 

access to revenue; 

• Inflation limits; 

• Potentially reduced interest 

rate premiums; 

• Reduced transaction costs; and 

• Curtailed capital flight 
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to assess an inflation tax resulting 
from a deficit in excess of the pub
lic's willingness to hold additional 
money balances or to lend to the 
government for the purpose of 
financing the deficit. Third, it makes 
it more difficult for the monetary 
authorities to stabilize the economy 
through the use of monetary policy. 
Fourth, it increases the risk of gov
ernment intervention to reduce 
dollarization through elimination of 
foreign exchange accounts and 
other measures that increase ineffi
ciencies in financial markets. Fifth, it 
increases the transactions costs asso
ciated with market exchange 
compared with a situation in which 
there is a single, stable currency. 
Sixth, it makes the banking system 
more vulnerable to capital flight and 
to fluctuations in the exchange rate. 
Finally, it makes it more difficult for 
the government to tax all sources of 
its residents' income." 

If the country is under a fixed 
exchange rate regime and there is 
free movement of capital, there is no 
loss of control over monetary policy 
because there is no such control in 
the first place. Dollarization may, 
however, increase the speculative 
forces at work with respect to antici
pated changes in the exchange rate . 

Some disadvantages of currency 
substitution apply only to the period 
of transition in which convertible cur
rencies are held along with the local 
currency. If the transition is fully 
made, the situation changes substall
tially, but some disadvantages persist. 
The government loses its access to 
resources through non-inflationary 
seigniorage or an inflation tax, and 
fiscal deficits must be financed either 
externally or by the private sector. 
Authorities have no control over 
monetary policy. In addition, full dol-
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larization facilitates capital flight and 
may make it difficult for the govern
ment to tax all sources of resident 
income. What are the potential 
advantages for African countries? 
• There is no possibility of the govern

ment gaining access to resources over 

and beyond its fiscal revenues unless 

the external or private sectors are ade

quately compensated. 

• Inflation is limited to the rate prevail
ing in the country of emission, plus or 

minus some slight deviation, which is 

likely to be transitional in nature. 

• There is reduced uncertainty regard

ing movements in exchange rates and 

interest rates, which could greatly 

reduce the interest rate premium. 

• Transaction costs are substantially 
reduced because there is only one 

currency unit. 

• There is less motivation for capital 
flight than when there is more than one 

currency in circulation, which helps to 

strengthen the banking sector and 

facilitates government taxation. 

The weakness of fixed exchange rate 
regimes may mean that the develop
ing world is moving towards one of 
two choices: Fully flexible exchange 
rates or full dollarization/euroiza
tion. While mnch has been written 
about flexible exchange rates, less is 
known about the effects of full dol
larization for developing countries, 
other than that there may be some 
loss of national plide in adopting 
such a system. Questions include, 
what empirical impact might full 
dollarization have on the magnitude 
and composition of trade and invest
ment? What are the costs of balance 
of payments adjustment where mon
etary and exchange rate policy tools 
are not available? What are the con
sequences for the magnitude and 
quality of public expenditures when 

governments have no recourse to 
central bank borrowing? What are 
the negative incentive effects of 
higher taxation versus inflation? 
How does full dollarization con
tribute to the development of local 
capital markets--or to access to for
eign capital markets? Is banking 
system regulation facilitated or com
plicated by full dollarization? 

Other questions relate to the tran
sition to full dollarization. Is a 
country better off passing through 
the intermediate stage of a currency 
board with 100 percent reserve back
ing, or moving directly to adopt a 
reserve currency as the official local 
currency? What should determine 
which currency to adopt (e.g., 
reserve holdings, direction of trade)? 
How is this currency to be acquired 
(e.g., run persistent balance of pay
ments surpluses, borrow dollars on 
the open market)? Should the 
Federal Reserve System (or other 
central bank) serve as a lender of 
last resort, and what would this 
mean for regulation of the local 
banking system? 

Although full dollarization may be 
considered unusual today, given the 
spectrum of currency and exchange 
rate regimes that exists worldwide, 
the evolution of the global financial 
system is pointing in that direction. 
It may be time to look carefully at 
this alternative, the experience of 
countries which have undertaken 
it, and the likely consequences 
for African countries that follow 
this path. EAGER is currently 
exploring this topic. 

Dirck Stryker (dslryker@aird.com) is 

President of AIRD and Chief of Party for 

EAGER Trade. 
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Perceptions of GOVERNANCE 
in Africa 

Signs are encouraging that Africa 

could be on the verge of economic 

revival, reversing years of stagnation 

and decay. From 1986-95, the IMF 

report" the pace of economic policy 

reform in Sub-Saharan Africa 

increased when compared with the 

previous decade. Business confi

dence on the continent may be 

growing more buoyant, too, accord

ing to a major new study, "T he 

Africa Competitiveness Report," 

carried out by HIID and the 

World Economic Forum (1998). 

In their answers to survey ques

tions, Afi'ican managers expressed 

their perception that important 

aspects of the business environment 

had recently improved. More signifi-

antiy, the respondents anticipated 

business conclitions will get even bet

ter in the next several years. 

M~jor challenges remain before 

Africa will realize any of this econom

ic promise, however. Among the 

more daunting problems are those 

that fall under the rubric of gover

nance and institutions. As the most 

recent World Development Report 

reminds anyone who may have for

gotten an obvious truth, the state 

plays a pivotal role in growth and 

development by supporting an 

enahling environment for private 

enterprise. Tragically, many African 

societies face serious instances of 

government or "non-market" failure, 

which are the corollaries of market 

failures in the private sector. 

Governments fail by sins of commis

sion and of omission. T hey do things 

government should not do, and they 

omit doing things government 

should do; in both cases, they hinde r 

economic progress. 

Pointing out government failure 

does not disregard other grave 

impediments to development in 

Africa-factors such as harsh climate, 

tropical diseases, or geographical iso

lation. Still, because governance 

problems are manmade and there

fore correctable by human effort, 

they are particularly important to 

understand. There is pressing need 

to disengage the state from some 

arenas, and to reengage it in others. 

With the goal of further under

standing these issues of 

governmental action, HIID 

researchers Sara Sievers and Arthur 

Goldsmith are collaborating with 

researchers in eight African coun-

tries to survey a large sample of indi

viduals representing finns, husiness 

associations, and the civil service. 

The objective of the study is to go 

beyond past analysis of non-market 

failure in Africa, which has hitherto 

relied mainly on anecdotes and ca"e 

studies. It builds on two recent pio

neering surveys that have begun to 

produce a much sharper picture of 

how investors feel about dealing with 

the state in Africa. 

World Bank researchers have ana

lyzed questionnaires returned by 

nearly 1 ,300 entrepreneurs in 22 

African countries. Investors report 

major problems with corruption, reg

ulations, and high taxes (Brunetti, 

Kisunko, and Weder 1997) . The 

Africa Competitiveness Report draws 

on a similar-sized sample of business 

leaders in 23 African countries, who 

voiced similar complaints about their 

relationships to their national gov

ernments. These two surveys mark a 

significant step in our understanding 

CONTINUED ON PAGE 6 

Issues to be addressed by this EAGER/PSGE study: 

• Although business conditions have improved in Africa and economic revival 

is forecast, significant government actions continue to impede economic progress 

• Based on the results of recent surveys, the project will examine specific sectors 

of businesses and entrepreneurships and their relationships with the government 

• The project will also study the impact of commercial and trade associations on 

the implementation of African public policy 

• Researchers will assess how African bureaucrats and politicians view economic 

needs differently than businesspeople 
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Perceptions of GOVERNANCE 
in Africa 
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of how the private sector perceives 

the public sector in Africa. 

Survey methods have not yet been 

used to investigate three other impor

tant aspects of African governance, 

however. The first unexplored issue is 

differences between large and medi

um-sized businesses. Earlier surveys 

do not always cover representative 

samples of companies. By working in 

seven countries also surveyed in the 

Africa Competitiveness Report (Le., 

Ghana, Kenya, Malawi, Senegal, 

Tanzania, Uganda, and Zambia), the 

Perceptions project plans to improve 

on that study by systematically 

covering more sectors, particularly 

medium-sized businesses. These small

er firms likely have different attitudes 

when compared with the large corp<r 

rations and multinational enterprises 

that are apt to be over-represented. 

The addition of Madagascar as a case 

study is also advantageous, as it 

helps to round out the African 

Competitiveness Report with one 

more francophone country. 

The second issue is the role of 

business associations in African poli

cymaking. While larger companies 

can represent themselves with deci

sion-makers, smaller firms may lack 

the resources to do so. Thus they may 

EAGER~p~~1( SUMMER 1999 

join variolls umbrella organil.ations 

to press for common interesl~. This is 

something new for much of Africa, 

where the most important groups in 

civil society have been traditionally 

based on ethnic and family loyalties. 

Modern interest groups that cut 

across ethnic and regional divisions 

have seldom played a central role in 

pressing public policy positions. 

The Perceptions project includes 

representatives of commercial and 

trade associations in their survey. Do 

the groups exist mainly on paper, or 

are they making meaningful contri

butions to the creation and 

implementation of public policy? Is 

their contribution helpful or harm

ful to economic reform? While we 

know a lot about African managers' 

complaints, we know less about how 

they have been trying to remedy the 

situation. How do their associations 

monitor govemment activity? What 

lobbying do they do in support of 

favorable public policies? What legal 

remedies do they pursue when offi

cial rules are applied arbitrarily? 

The third set of unexplored issues 

concerns perceptions and attitudes 

of African bureaucrats and politi

cians, not just business leaders. 

Accordingly, this research pr~ject is 

expanding the survey to include rep

resentatives of the public sector. It 

will assess the extent to which these 

participanl<; in policy debates see the 

world differently than business peo

ple. Do they communicate with the 

business community? Do they share 

similar views about the needs of 

business and the economy? What 

gaps exist between the top of gov

ernment agencies and workers in 

the field? 

This project will illuminate several 

poorly understood but critical 

aspects of economic policy reform in 

Africa. The questionnaires are cur

rently being administered in the 

eight host countries. The 

Cambridge-based staff will be analyz

ing the data this summer, and local 

researchers in four of the countries 

will analyze in greater detail the rele

vant data for those sites. Each 

participating country also has a 

research supervisory team to ensure 

that the findings of the Perceptions 

study are presented to local policy

makers and opinion leaders. 

Arthur Goldsmith (arthur~oldslllith@ 

ksg.han'ard.edu) and Sara Sievers (sara_ 

sievers@ksg.harvard.edu) are co-plincipal 

investigators of this EAGER/PSGE study. 
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Roundtables Prompt Mali to Launch Studies, 
Committees to Spur ECONOMIC GROWTH 

Highlights of the event include: 

• November EAGERlTrade roundtables 
presented results of studies of factors 
inhibiting Malian manufacturing, 
livestock exports, and rice exports 

• To foster competitiveness in Mali's 
manufacturing sector, recommended 
research includes assessments of 
low Malian worker productivity; overall 
impact of new UEMOA agreements; 
and review of certain manufacturing 
subsectors and the transport sector 
• Although Malian rice exports hold a 
comparative advantage, competitiveness is 
obstructed by high transport costs, scarcity 
of rice surpluses, and the need for classify
ing rice as an unprocessed commodity 
• Malian livestock exports also have a 
relative advantage, but growth of this 
export depends on increasing production 
to meet demand; reducing transport costs; 
organizing exporters; and making animal 
health data available to stakeholders 

Djime Adoum, Robert Young, 
and Robert Wieland, participants 
of the EAGER Country Workshop 
in Dakar, November 4-6, 1998. 

EAGER~p~rt/ SUMMER 1999 

EAGER/Trade held a very successful 
three-day series of roundtables in 
Bamako, Mali on November 17 
through 19, 1998. Dirck Stryker, 
President of Associates for 
International Resources and 
Development (AlRD) and Chief of 
Party of EAGER/Trade, and Jeff 
Metzel and Abdoul Barry, both 
senior economists at AlRD, orga
nized the series in collaboration with 
the Malian Ministry of Commerce, 
Industry, and Handicraft (MCIH) 
and the Groupe de Reflexion en 
Economie Appliquee et Theorique, 
headed by Massa Coulibaly. 

The opening ceremony presented 
and disseminated the results of three 
studies which focused on Malian 
manufacturing, livestock exports, 
and rice exports, and was presided 
by Fatou Haidara, Minister of 
MCIH, and David Rawson, U.S. 
Ambassador to Mali and representa
tives of the United States Agency 
for International Development 
(USAlD) . The government-owned 
television and radio stations and pri
vate radio stations covered the 
ceremony, which was attended by 
nearly 100 Malian participants £i'om 
both the public and private sectors. 

The first roundtable focused on 
the study, "Manufacturing 
Competitiveness and the Stmcture of 
Incentives in Mali," whose principal 
investigator is Mr. Coulibaly. This 
study showed that the competitive 
performance of the Malian industrial 
sector is hampered by a host of fac
tors, including poor management 

and an external environment that is 
hostile to firms. When Malian indus
trial firms were compared to those of 
Cote d'Ivoire, the study found that 
the lack of competitiveness of the 
Malian manufacturing sector in its 
domestic market can be attributed 
mainly to poor infrastructure, exces
sive taxation, poor delivery of public 
services (power and water), and an 
unproductive labor force. 

Mter a very lively debate among 
Malian public and private policyma
kers, the first roundtable recom
mended undertaking the following: 
• Explore why the productivity of 
Malian manufacturing workers is 
relatively low; 

• Assess the impact of the new Union 
Economique et Monetaire Ouest 
Africaine (UEMOA) agreements on the 
Malian economy, including Malian 
investment opportunities, manufacturing 
production, and government revenue; 
• Review in depth the manufacturing 
subsectors in which Mali appears to 
hold a comparative advantage-i.e., 
textile and leather products; and 

• Determine the fiscal burden on the 
transport sector. 

The second roundtable, held on 
November 18, focused on the results 
of the study, "Promotion of Malian 
Rice Exports towards the West 
Mrican Regional Markets," whose 
principal investigator is Mr. Barry. 
This study showed that Mali's 
domestic markets hold a strong com
parative advantage. Competitiveness 
of Malian rice in the large urban 
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markets of coastal countries is hin
dered by high transport costs, 
however. Though Mali exports small 
quantities of rice to regional mar
kets, its export potential is hampered 
by the lack of sizable rice surpluses 
in Mali and, more importantly, by 
the fact that rice is not classified 
among unprocessed commodities, 
enabling neighboring countries to 
tax Malian rice to protect their 
domestic production. 

Because of the constraints identi
fied by the study, the roundtable 
recommended the following initiatives: 

• Undertake a study of the constraints 
to private sector investment in the 

"Office du Niger;" 

• Encourage the Government of Mali 
to negotiate listing rice as an 

unprocessed commodity with regional 

organizations such as UEMOA and 

Economic Cooperation of West African 

States (ECOWAS); and 

• Launch a study to assess the 
fiscal and regulatory burden of the 

transport sector. 

The last roundtable concentrated 
on the livestock sector study by Mr. 
Metzel, "Prospects for Developing 
Malian Livestock Exports." Results 
of the study showed that Mali has a 
strong comparative advantage in 
livestock and that live animal 
exports are somewhat more prof
itable than exports of meat to 
coastal markets. Prospects for expan
sion of livestock and meat exports 
hinge on intensifying production to 
meet increasing domestic demand, 

lowering transport costs between 
Mali and coastal markets, organizing 
ex-porters, and putting at their dis
posal all animal health information 
and regu-Iations required by import
ing countries. 

The roundtable made the follow
ing recommendations: 
• Launch a study to assess the fiscal 

and regulatory burden on the 

transport sector; 

• Undertake a study of the cottonseed 
cake market to reduce policy distortions; 

• Undertake a feasibility study of 
frozen meat exports to coastal and 

overseas markets; 

• Better organize animal and meat 

exporters; and 

• Negotiate animal health accords 

with importing coastal countries and 

make information available to the live

stock subsector stakeholders. 

The EAGER/Trade roundtables 
yielded tangible recommendations 
endorsed by the MCIH. As a result, 
the Malian Government took steps 
to initiate actions that included 
drafting an action plan in each of 
the three study areas and launching 
new studies to explore: Factors 
inhibiting trade and investment in 
Mali; fiscal burden on the Malian 
transport sector; prospects for devel
oping Mali's textile/garment 
industry; policy reform in the 
oilseed industry; and constraints to 
private sector investment in the 
"Office du Niger." The Government 
also established steering committees 
to identify constraints in other sub-

sectors of the Malian economy. Each 
committee comprises major public 
and private stakeholders of the sub
sector, and meets on a regular basis 
to design concrete action plans to 
help make the Malian economy 
more competitive and put it on a 
sustainable growth path. Thus, this 
objective of the EAGER Project, 
which the Government, USAID, and 
the donor community now share, is 
being institutionalized and owner
ship is being assumed by the Malians. 

The roundtables have proven to 
be an effective dissemination strategy 
for EAGER results. They mobilized 
Malian public and private policymak
ers around a central theme of 
common interest and generated live
ly debate centered on bringing about 
the necessary policy reforms for a 
more competitive economy. To yield 
maximum benefits, however, round
tables need to be complemented by 
more frequent contacts with differ
ent stakeholders. To heighten these 
benefits, the right mix of participants 
dedicated to sustainable economic 
growth must be selected and 
research topics of m~jor concern to 
both public and private policymakers 
must be chosen. This is the role of 
the Policy Advisory Committee, 
which has done an olltstandingjob 
in Mali, thanks to Chairperson Mrs. 
Nafissatou Konan~ and her dedica
tion to achieving EAGER objectives. 

Abdoul Barry (abarry@aird.com) has worked 

on EAGER 'Trade studies in Mali and in 

Sahelian and coastal countries, 
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Increasing Labor Demand and PRODUCTIVITY 
in Ghana: Preliminary Findings 

Rcst'cll ('h into fa('tOl <; impactinK 
Ghana'" employmcnt Krowth and 
prodllctivity was reccntl con('hld('d hy 
GCOJ'gc Gyan-Ballol1r's I.<:AGER/ PSGE 
study, Preliminarv findings sllggest 
that , while productivity and dcmand 
f(>1 ' labor arc inflllcnced hy firms ' 
prodll('tioll filiI( tions and tedlllolo
f.,ries used, exogenous f~\Ctors sHch 
as lahor laws and regulations also 
conuibute significantly. 

Labor pI oductivity in manuliKtllr
ing is lower ill Ghana than in 
competitor countries. At the salllc 
time, Ghana's formal sector employ
ment has grown vcry slowly, if at all, 
during the last decad{'. In examining 
the callses of these two observations, 
researchers asked whether there is a 
causal connection between low pro
ductivity and retarded growth of 
formal sector employment and, if so, 
what policies could enhance produc
tivity and thereby accelerate 
employment growth. 

The result" of the study were 
derived from two data sets. The first 
was panel data from the annual 

Study highlights include: 

retlllns of manllfa<..luring firms cov
ering fivc industrics (lVCI a Iwriod of 
tl'n years between 197!l and 19H!l. 
T ltt' sccond <;ct wa<; sllrvey data ('01-

lected in I ~}9(). 
Fivc primary conclllsioH<; were 

It'ached. First, it was found that a 
m~ior dcterminant of employmt:nt 
in finns, holding gloss outpllt (Oll

st.ant, i" the average wage paid to tht' 
total workforce, excluding manage
ment. As expected, the hight' r the 
average wage, the smaller the work
force for a given vallie of output. 

A disaggregation oflahor suggested 
that finlls studied tend to substitute 
skilled for unskilled labor when 
there is an increase in the wage of 
unskilled labor and vice-versa. Data 
also showed, however, that the rate at 
which skilled labor is substituted for 
unskilled lahor when the wage of 
unskilled labor rises exceeds the rate 
at which unskilled labor is substitut
ed for skilled labor when the wage of 
skilled labor rises. 

This implies that an increase in 
the minimum wage rate will result in 

• In Ghana, a firm's productivity is influenced by internal components (e.g., technolo
gy) as well as by outside factors (e.g., labor laws) 

• Minimum wage increases tend to boost skilled labor employment; decrease 

employment of unskiffed workers; and raise production costs, impeding many 

firms' competitiveness 

• Increased training of managers and investment in newer equipment can positively 

impact productivity 

• A firm's skilled-unskilled ratio corresponds with total employment per unit of output 

• A company's access to affordable credit and laws that ensure employee job 

security can impact the firm's ability to hire labor 

EAGER~p~rt/ SUMMER 1999 

the ~uhstituti()l1 of skilled for 
ullskillcd workt' rs lllorc than the sub
stitution of ullskilled {(Ir skilled 
workers, gcnerated hy an incre,t'ie in 
the wagc of skilled workers. The poli
cy implication i~ that minimum wage 
hikes haw a tt'ndcnry to increase 
t'mployull'nt of UlC higher-paid skilled 
workers, with all associated increaSl' 
in production cost. Unless the use of 
molt' skiIIed workers result .. in high
CI product iyi ty, Ihe higher cost of 
production lllay have to he absorl.lt'd 
by the firms or passed on as higher 
prices to consumers. Either case may 
make the firms less competitive. 

The second finding suggests that a 
film's demand for labor is significantly 
influenced hy how the firm is operat
ed. For instance, firms that produced 
near-capacity employed more work
t'rs than those operating well below 
capacity when gross output was held 
constant. The ability of firms within a 
given industry to operate at levels of 
capacity higher than competitors 
depends on the resourcefulness of 
the finns' management. The policy 
implication of this finding is the ben
efit of increased training of current 
and future managers. 

Third, researchers discovered that 
the managers' propensity to hire 
more labor is in large measure con
strained by two different and 
unrelated factors: (1) access to 
affordable long-term credit, and (2) 

labor laws that make it difficult to 
fire workers. Policy implications here 
are self-evident, for one must bear in 
mind the trade-off between enhanc-
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ingjob security and increasing 
formal-sector employment. 

Fourth, the study confirmed that 
higher-productivity firms in a given 
industry tend to have larger gross 
output, pay higher wages to produc
tion workers, and use relatively more 
capital-intensive technologies. 

Further analysis showt"d that dif
ferences in value added per worker 
between high and average productiv
ity firms as well as between average 
and low productivity firms correlate 
positively with differences in the 
wage rate, scale of operation, capaci
ty utilization, and capital labor ratio. 

These findings suggest that to 
increase value-added per worker in 
Ghana, firms have to pay workers 
better, take advantage of economies 
of scale, operate at higher capacity 
levels, and deploy relatively more 
capital-intensive technologies. 

Policy o~jectives should help firms 
compete by supporting expansion of 
their markets through productivity 
enhancement, whilt" increa'iing their 
level of employment over the long 
term. Consequently, policy should 
encourage investment in technolo
gies with moderate intensities in 
both capital and skills, which will 
ensure the competitiveness of unit 
costs of Ghanian firms with produc
ers elsewhere, and simultaneously 
generate more employment. 

George Gyan-BaJTouT, Ph.D. (baffg@aol.com) 

is Assist.ant Professor of Management. at. 

Howard University and t.he principal investi

gat.or of this EAGER/ PSGE st.udy. 

AII-Mrica Conference RESCHEDULED 
for OCTOBER in Botswana 

The EAGER All-Africa Conference 
has been rescheduled to take place 
at the Bostwana Conference and 
Exhibition Center, Gaborone, 
Botswana on October 18-20, 1999. 
The United Nations Economic 
Commission for Mrica (UNECA) 
has graciously agreed to co-host 
the conference. 

USAlD will fund expenses for 100 
African participants and it is expected 
that other organizations will fund 
additional participants from Mrica 
and abroad. A number of South 
African policymakers and researchers 
who are new to the project will attend. 

Participants will discuss key policy 
issues relating to the promotion of 
growth and equity in Mrica, particu
larly those issues influenced by the 
findings of EAGER research . Session 
themes will not be limited to specific 
EAGER study topics, however. 

Issues that remain to be decided 
include an overall conference 
theme; individual session topics; con
ference format; and invitees. A 
preparatory committee comprised of 
a majority of Mrican members has 
been formed to provide input into 
these matters. 

EAGER welcomes feedback from 
all colleagues associated with the 
EAGER network, and will host an 
open Internet discussion on the out
standing conference issues. Please 
forward suggestions to Lisa Matt 
(Imatt@EAGERproject.com) or 
Selina Pandolfi (spandolfi@aird.com). 

USAID Dakar Economist Kifle 

Negash with BHM's Djime 

Adoum at the Dakar EAGER 

Country Workshop. 
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The Corporate Council on Africa's 
summit on trade and investment 
with Africa brought together several 
hundred top corporate and govern
ment leaders from the U.S. and 
Africa. Held in Houston on May 24 
to 28. ] 999. the event focused on 
policies and business ideas that may 
stimulate African economic growth 
and trade with the U.S. Houston WdS 

chosen a~ the venue for this year's 
event because of the importance of 
petroleum in U.S.-African investment. 

Similar to a very successful pre
mier summit in Virginia in 1997. the 
event presented distinguished speak
ers at lunches and dinners and 
several days of educational panels 
and small meetings on specific pro-

jects. President." vice presidents. and 
prime ministers from ten African 
countries participated. together with 
the top executives of Economic 
Community of West African States 
(ECOWAS). Southern Africa 
Development Community (SADC), 
Common Market of Eastern and 
Southern Africa (COMESA) . West 
African Monetary Union (WAMU) , 
African Development Bank (AfDB), 
African Export-Import Bank, United 
Nations Development Programme 
(UNDP), United Nations Industrial 
Development Organization 
(UNIDA), two U.S. members of 
Congress, three Cabinet members, 
and the U.S. Trade Representative. 

Participants also included heads 
of United States Trade and 
Development Agency (USTDA), the 
EXIM Bank, and Overseas Private 
Investment Corporation (OPIC), 
those responsible for Africa in the 
Department of State and USAlD, 
and about 50 African Ministers. 

The Corporate Council on Africa 
is a non-profit, non-partisan mem
bership organization of American 
corporations and individuals that are 
committed to developing the African 
private sector and strengthening the 
commercial relationship between the 
United States and Africa. 
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Post-Reform Growth Policy: 

The Role of Leadership 
An important ubtheme in the studies 
conducted under EAGER/PSGE has 
been charting the progress or regres
sion of economic reform. It is widely 
believed that, had reform been imple
mented and sustained at the time that 
the economies of Africa began experi
encing serious economic imbalances, 
the course of development history 
across the continent would have been 
different. Instead of lamenting the 
consequences of economic stagnation 
and decline, observers would be try
ing to explain the "African miracle." 
Instead of worrying how to rescue 
African countries from unsustainable 
levels of external and internal debt, 
they would be debating how to sustain 
Africa's "emergence" and avoid set
backs such as the 1997 Asian crisis. 
Why didn't this scenario materialize? 

Lamentably, with the exception of 
Mauritius, no African country has sus
tained an economic reform program. 
Every government has engaged in 
some form of recidivism; many have 
abandoned reform efforts altogether, 
only to revive them in the face of 
threatened or actual cuts in donor 
support or a major crisis, such as the 
1992 drought in southern Africa. At 
the same time, no African country 
has benefited from abandoning eco
nomic reform. Most have sought to 
rationalize their defection or aban
donment of reform in terms of the 
high costs of adjustment, but few 
have paid adequate attention to the 
even higher costs of not adjusting. 
These costs are evident in stagnant 
real GDP, declining real per capita 
income, excessive levels of debt, capi
tal flight, currency substitution, and 
general decline in social welfare. 

Working within the framework of 
EAGER/PSGE's "Restarting and 

Sustaining Growth and Development 
in Africa" study,' researchers asked 
why, in the face of such economic 
devastation, African leaders have not 
done more to eliminate these costs. 
Specifically, they wondered why 
African leaders (unlike their Asian 
counterparts in the 1960s and 1970s) 
did not ensure that economic reform, 
once adopted, would be sustained. 
Their interest was further stimulated 
by a SAiS Review paper that argued 
Africa was "on the move" largely 
because of a "new generation of 
African leaders" who were "commit
ted, qualified, and nonideological." 

A literature search and discussion 
at several seminars suggested that the 
dominant paradigm with which polit
ical scientists analyze policy reform
namely, interest group theory-does 
not deal with the question of leader
ship. Nor could it do so, given its 
basic assumptions. In their paper 
"Policy Reform and Growth: The Role 
of Leadership," the authors inquired: 
• How significant have been the 
changes in leadership in Africa over the 
past decade? 
• What role has leadership had in deter
mining an African country's prospects for 
improved economic policy to accelerate 
and sustain rapid economic growth? 

• If good leadership does raise growth, 
what preconditions will enable bringing 

about more effective leaders? and 
• What further steps might be taken 
so that African leaders will promote 
policy changes favoring rapid growth? 

Data on chief executives in 48 
African countries recorded on 
January 1, 1979, 1989, and 1999 
showed a remarkably stable pattern. 
In 22 countries, the same individual 
was in power in 1989 and 1999. In 
eight of these cases, he already held 
power in 1979 (the list contains no 
women). Furthermore, when 
researchers excluded countries in the 
midst of war or civil strife or under the 
sway of a warlord, the list of countries 
to which the Madavo/Sarbib hypothe
sis of improved leadership could apply 
was substantially narrowed. 

Examination of countries such as 
Ghana, Kenya, Zambia, Benin, 
Congo-Brazzaville, Senegal, and 
Uganda did not reveal a "new genera
tion of .. .leaders" who had their 
countries "on the move." (Uganda is 
widely seen as an exemplary reformer, 
but its president came to power in 
January 1986.) Botswana and 
Mauritius are regularly cited as cases 
where economic policy has succeeded. 
CONTINUED ON PAGE 5 

... No African country has benefited from aban
doning economic reform. Most have sought to 
rationalize their defection or abandonment of 
reform in terms of the high costs of adjustment, 
but few have paid adequate attention to the even 
higher costs of not adjusting. 

, Clive Gray and Malcolm McPherson of HIID were principal investigators for this study. The 
SAIS Review paper was the Summer-Fall 1997 edition by Callisto Madavo and Jean-Louis Sarbib, 
Vice Presidents for Africa at the World Bank. 3 



Credit and Repayment Schemes Affect Development 

of Financial Markets in Senegal, 
South Africa, Tanzania, and Ghana 

The process of "financial deepening" 

enhance welfare and stimula tes eco
nomic growth by reducing transaction 
costs of channeling funds from in(li

viduals and organizations with spare 
resources to those with short-te rm liq
uidity or investment needs. Three 

EAGER/ PSGE studies have examined 
current shortcomings in financial 
markets and ways of overcoming the m. 

Eric Nelson. formerly of 
Development Alternatives, Inc. 
(DAI) and now with the World Bank. 
coordinated a study on financial inter
mediation for the poor in Senegal and 
South Africa. Research took a different 
dil ection from the traditional look at 

micro-credit, which examin . ' ,-ehicles 
for transferri ng fund~ from public and 
foreign sources to low-income commu
nities. Instead . collaborators Ahmed 

Ndour and Aliz Wane of the consulting 
firm RE MIX in enegal, and Nick Vink, 
Mohammad Karaan , and Catherine 
Cross of Stellenbosch University in 
South Africa, identilied the need to 
develop a deposit-credit circuit within 
the communities them elves. While 
some members of the population are 
seeking credit to address investments 

or short-term liquidity needs, others 
have surplus funds which they would 
make available locally if assured ade
quate security and returns. 

Seneb>ale e researchers highlighted 
the detrimental effect of laws and regu
lation!> created to protect borrowers 
from usury by establishing an int rest 
rate ceiling linked to the central bank 
rediscount rate. Because th is interest 
rate ceiling is set below levels that 
would allow institutions to cover costs 
of financial transactions involving small 

economic agents. those agent~ remain 
underserved by formal financial institu-
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tions. Charitable organizations, howev
er, are permitted to establish in rural 
areas lending and deposit-taking facili
ties which make loans at interest rates 

that exceed the ceiling. Some of these 
facilities have been very successful. 
Catholic Relief Services. for example, 

operates a scheme whose repayment 
record is 100 percent. But such bodies 
can serve only a fraction of Senegal's 
13.000 villages. 

The research report note~ LhaL 
low-income borrowers who lack collat

eral expect to pay their neighbors 
intere t rates above those charged by 
commercial banks. Far from protecting 

borrowers. governmental imposition 
of un conomic ceilings can prevent 
development of private financial insti
tutions capable of serving a significant 
share of the population. 

South Mrican research showed that 
all micro-credit schemes currently 
operating in the country are heavily 

dependent on subsidies, and therefore 
identified a need to explore the feasi
bility of village banks that could recycle 
local deposits. Bank operation would be 
similar to their counterparts in Senegal, 
but rather than dealing with client 
groups organized like the tontmes (rotat
ing credit and savings associations) in 
that country. banks would interact with 
individual borrowers. 

The EAGER project evaluation, 

released in February 1999, found that 
the South Mrican case study has 
already influenced the policies of two 
development banks in poor rural 

provinces. They no longer encourage 
subsidized lending with poor repay
ment rates and instead focus on 
deposit mobilization and transfer ser

vices for the poor, which complements 
but does not replace the lending that 
will no longer be subsidi£eo. Results of 
these local experiments are being 
monitored by board members of the 

national agricultural bank. Closure of 
rural branches of the Post Office banks 
(Postbank), under consideration by 
policymakers at the time of the field
work. is now being reconsidered. in 
part due to the study analysis. 

To examine the link between capital 

market development and economic 
growth in Tanzania, co-principal 
investigators Sam Ziorklui of Howard 
University and Abdiel Abayo of the 
Economic and Social Research 
Foundation drew data from 60 enter
prises. The study sought to determine: 

• The structure of key capital 
market intermediaries; 
• Impediments to capital market 
development; 
• The role of financial sector reform 
in capital market development; 

Senegalese researchers ... (established) an 
interest rate ceiling linked to the central bank 
rediscount rate. Because this interest rate ceiling 
is set below levels that would allow institutions 
to cover costs of financial transactions involving 
small economic agents, those agents remain 
underserved by formal financial institutions. 
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• The effect of regulation/supervision 

on capital market development; 

• Prerequisites for establishing 
and deepening the stock market in 

Tanzania; and 

• Promotion of regional capital 
markets to attract foreign capital. 

The study recommends development 
of a major education and information 
progrdm to familiari7e individuab and 
Iinns with stock exchange operation. 
There is also a need to strengthen the 
"credit culture" in Tanzania. Long bat
tered b} sloppy procedures and 
arbitrary behavior of state-controlled 
cred it agcnLies, credit mordlity 
th roughout Tanzania is low and a 
111~j()r constraint for new ntrants. The 
study also calls for xisting financial 
enterprises to est,lblish venture capital 
funds in support of start-up operations. 
f inally, the analysis aflirm~ a major les
son emerging from other 
EAGER/ PSGE research: Capital 
market developm nt requires macro
economic stability grounded in 
prudent liscal and monetary policy. 

In a related study, Dr. Ziorklui and 
staff of the University of Ghana 
Economics Department (principally 
Professor K. Osei) examined the impact 
of financial sector reform on bank 
efliciency and fi nancial deepening in 
Ghana. The wd)' took its di rection 
from the Financial Institutions Sector 
Adjusunent Program (FINSAP) a 
donor-supported activity that began in 
1988. Using ~urveys and econometric 
analysis, the resear h team: 
• Identified the remaining reforms 

needed to overcome constraints to 

raising bank efficiency and the mobi

lization of savings; 

ONTINU E O ON PAGE 7 

Post-Reform Growth Policy: 

The Role of Leadership 
FROM PAGE 3 

As well-established democracies, 
neither country needed a new genera
tion of pragmatic, accountable 
leaders. Nevertheless, both recently 
went through smooth transitions of 
national leadership, Botswana in 1998 
and Mauritius in 1995. 

Research is attempting to deter
mine how to find leaders who will 
promote growth and development, 
and what changes are needed in pre
sent systems to foster them. Given 
the failure of interest group theory 
to highlight the issue of leadership, 
the EAGER/PSGE study draws on 
the "Great Man Theory of History." 
The theory sees the course of history 
(or at least major segments of it) as 
determined by the random appear
ance of "visionary" leaders, who rally 
political support from interest 
groups and the population at large 
to move the economy forward . How 
can "visionary" leadership accelerate 
growth in Mrica? 

The Asia experience offers one 
answer to this question. Korea, 
Malaysia, and Singapore have shown 
that strategic intervention by nation
alleadership can energize domestic 
entrepreneurial talent, increase an 
economy's attractiveness to foreign 
investors, and help make entry into 
export markets profitable. The argu
ment that no Mrican economy can 
sustain growth without policies that 
stimulate and reorient activity 
towards the global economy by, for 
example, promoting exports of 
labor-intensive manufactures is con
trasted by these experiences. 

To promote these policies, a 
"visionary" Mrican leader would 
eschew the personal rent-seeking that 
is now ubiquitous. When there is cor
ruption at the top, it permeates all 
branches of government and layers of 

society. Moreover, a visionary leader 
would identify a manageable set of 
measures essential to sustain reform, 
and would pursue them vigorously. 

Few guidelines were discovered 
for fostering visionary leaders. 
Leaders are products of existing 
social and political structures that 
are notoriously resistant to change. 
Notwithstanding a rich literature on 
leadership, economists' perspective 
on the issue is limited and, so far, 
they have found few answers. 

Outsiders can help the process by 
withholding support from Mrican 
leaders who epitomize anti-growth 
policies and behavior. They can 
reinforce this by actively supporting 
agencies such as Transparency 
International (TI), currently the 
main international voice against 
macro-corruption in low-income 
countries. They can also help by 
making the reform agenda more 
manageable, encouraging Mrican 
countries to formulate and imple
ment "aid exit" strategies, ensuring 
that aid is used to its maximum effi
ciency, working directly with Mrican 
reformers, and helping civil society 
to demand higher performance 
from its leaders. 

Research concludes that: 
• Shortcomings of national leadership 
in economic policy represent a highly 

relevant issue in Africa; 

• The relative dearth of pro-growth 

leaders has been and continues to be 

extremely costly to the populations of 

most African countries; and 

• This dearth is an issue that merits 

research going beyond traditional 

interest-group analysis. 

This article was co-authored by Clive GrdY 

(cgrdy@hiid.harvard.edu) and Malcolm 

McPherson (mmcphers@hiid.harvard.edu). 
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PUBLIC SECTOR SAVINGS and DEBT 
REDUCTION Contribute to Economic Growth, Stability 

To raise investment and economic 

growth and reduce national debt, 
increased national saving among 
African countries is an imperative . 
African governments that incur 

operating budget deficits, however, 
do not contJ"ibute to public or pri
vate national investment. 

EAGER/ PSGE's five-country study, 
"Resl<'1rting and Sustaining Growth 
and Development," is paying consid

erable attention to how to improve 

Findings of these EAGERIPSGE 
studies include the following: 
• Actual tax collections in most African 
countries are far less than the amounts 
due because of poor tax law enforcement 
and tax evasion. 
• The Malagasy report recommends 
annual assessments of the level of tax 
evasion and publications of the names 
of major tax defaulters and recipients 
of discretionary exemptions. Tanzanian 
researchers suggest paying informants a 
percentage of monies collected from 
evaders and proceeding more forcefully 
against corrupt tax officials. 

• The excise tax study developed and 
applied to several countries and products 
a methodology for estimating the rev
enue-maximizing rates of excise tax, 
based on elasticities of demand for the 
products in question and cross-elasticities 
between those products and close substi
tutes for them. 
• The third tax study considered how 
international experience in property taxa
tion might improve the effectiveness of 
this tax in South Africa. The study 
focused on applying CAMA to update tax 
valuation rolls and extend coverage to 
previously exempted areas, such as tribal 
and rural property. Research found that 
CAMA could rapidly improve equity, effi
ciency, and revenue yield. 
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domestic saving. There are two ways 
of increasing saving: Raising income 
and reducing consumption. 

Evidence emerging from the study 
shows that increased saving helps 
reduce inflation, ease the debt bur
den, raise productivity, and 
contribute to macroeconomic stabili

ty and sustained economic growth. 
In addition, EAGER/ PSGE has 

conducted t.hree studies exploring 
means of improving tax systems 
to raise public sector income with 
a minimum of adverse impact on 
producer incentives. Research has 
not so far addressed issues of magni

tude and efficiency of recurrent 
public expenditure. 

The first study' addressed the 

issue of enhancing transparency in 
tax administration. Considering 

means of improving tax compliance, 
the transparency study hypothesized 
that regular, systematic analysis of 
modes and levels of noncompliance, 
followed by dissemination of the 
findings, would create incentives 
for t.axpayers to increase compliance 
and for the authorities to improve 
enforcement of tax laws. Noting that 

Madagascar's 1994 tax revenue/GDP 
ratio of 8 to 9 percent was among 
the lowest in Africa, the study in that 
country estimated that an average of 
60 percent of levies due under the 
major tax instruments was evaded in 
1994. Estimated individual tax eva
sion rates ranged from 29 percent 
for import taxes to 94 percent for 
non-wage income tax. 

Two key recommendations of the 

Malagasy report were that the t.'LX 
administration conduct or commis
sion similar research annually and 
publish the findings . and that gov-

ernment publish the names of major 
tax defaulters and recipienl~ of dis
cretionary exemptions. All April 

1998 workshop that followed release 
of the repon seconded its findings, 
and within a nutter of weeks several 
pages of names of defaulters and 

recipients of exemptions appeared in 
uIe Antananarivo press. 

Tanzania's 1997 revenue/ GDP 
ratio of 12.3 percent, while higher 
than that of Madagascar, was still 

below the average for Sub-Saharan 
Africa. Taking a sample of income 
tax returns, EAGER researchers in 
Tanzania found underdeclaration of 

income to be typically in the 30 to 45 
percent range. Import taxes are also 
widely evaded uuough abuse of dis
cretionary exemptions as well as 
underinvoicing of imporl~, notwith
standing the requirement for 
pre-shipment inspection by multina
tional monitors. Despite an average 

scheduled tariff rate around 20 per
cent, collections during 1988-95 
ranged between 6 and 12 percent of 
declared value. 

A number of policy recommenda
tions from the Tanzania and 
Madagascar studies overlap. In addi
tion, Tanzanian researchers call for 

paying informants a percent.age of 
monies collected from evaders on 
dIe basis of information received, 
and for proceeding more forcefully 
against corrupt tax officials. Rather 

dIan simply filing them, ule study 
recommends confiscating assets 
acquired dIrough bribery. 

The second study,2 which focused 
on excise taxes, found that African 

countries differ significantly in the 
coverage and levels of excise taxes. 

The researchers reviewed general 



principles that might be applied to 
design these taxes in more economi
cally beneficial ways. The study 

developed and applied to several 
countries/products a methodology 
for estimating the revenue-maximiz
ing rates of excise tax, based on 

elasticities of demand for the products 
in question as well as cross-elasticities 
between those products and close 
substitutes for them. For example, it 

was found that in Madagascar the tax 
on rum was close to its revenue maxi
mum, while motor fuel offered 
potential for a significant increase in 

revenue, provided that taxes on gaso
line and diesel were raised together. 
The findings were discussed at a 
September 1998 workshop. 

South Africa's government views 
property tax as the main instrument 

for strengthening the financial base 
of local government and therefore 
the latter's role in economic and 
political governance. The third 
EAGER/PSGE tax studil considered 
how international experience in 

property taxation might help ratio
nalize this tax in South Africa and 
make it more effective. In particular, 

the study focused on applying com
puter-assisted mass appraisal 
(CAMA) to update tax valuation rolls 
and extend coverage to previously 
exempted areas such as tribal and 

rural property. 
Field work was conducted by 

staff members of the Cape Town, 
Rustenburg, and Bloemfontein local 
authorities, and the latter two areas 
included rural environment~. 
Research found that CAMA was a 
useful means of rapidly improving 

equity, efficiency, and revenue yield. 
Data were available and could be 

supplemented as necessary by mar
ket proxies. Research findings were 
presented at two seminars held at 
the Department of Constitutional 
Development (DCD), Pretoria, in 

May 1999. Arising from the study, 
Cape Town is now conducting an 
interim update of its valuation roll. 

Two shortcomings of public 
finance in nearly all African countries 
are (1) underfunding of social ser
vices due in part to weakness of local 
authority finances, and (2) the fact 

that income from real property large
ly escapes the tax net. A follow-on 
project to EAGER might usefully 

apply the results of the South African 
study to other countries. The expen
diture side of public saving might 
also be addressed in future studies 
within an EAGER-type framework. 

This article was written by Clive Gray 

(cgray@hiid.harvard.edu) . 

I Clive Gray of the Harvard Institute for 
International Development (I-IIID) and 
Satish Wadhawan of Howard University actcd 
as principal and co-principal investigators, 
respectively, for thc first study. Research 
teams in Madagascar and Tanzania, led by 
Prof. Pcpc Andrianomanana of the 
University of Antananarivo and Prof. 
Nehemiah Osoro of the University of Dar es 
Salaam, conducted field research in the two 
countries. 

2 The excise tax study was coordinated by 
Jonathan Haughton of Suffolk University 
and HIID. Pro[,. Andrianornanana and 
Osoro once again led research teams in 
Madagascar and Tanzania, while Andrew 
Okello and Seth Terkper conducted shorter 
studies in Kenya and Ghana. 

3 The third EAGER/PSGE tax study was 
coordinated by Roy Kelly ofHl1D in close 
collaboration with the RSA DCD. 

Credit and Repayment Schemes Affect 

Development of Financial Markets 
in Senegal, South Africa, 

Tanzania, and Ghana 
FROM PAGE 5 

• Determined the banks' reactions (pos
itive and negative) to financial reform; 

• Described regulatory changes 
to promote efficiency and mobilize 

savings; and 

• Identified public reaction (especially 

depositors) to the policies introduced 

as part of financial reform. 

Research indicated that there had 
been widespread positive response to 

financial reform. New banks were 
established, ,\\'erage deposi t rates rose, 
volume or deposits increased, and 
financial deepening occurred. These 
po~itive erfec~, howeve r, were dam p
ened by continued maCl'oeconomic 
imbalances and instability associated 
with public sector de li c i ~. Real interest 

rdtes, though increased from pre
reform periods, remained negative. 
Confidence in the financial system 
I emained low, rellected in steady 
depreciation of the ced i and wide
spread dollarization 01 the economy. 

This research, like the study of 
Tanzania, conlirms thatlinancml reform 

must be supported by broader-based 
changes in macroeconomic manage
ment, including removing m,yor 
imbalance!> and stabilizing the price 

level and exchange rate. In the absence 
or macroeconomic stability, financial 
and economic refonn will cOI1linue to 

be compromised . 

I his a rticle \\';1" co-,Iu thore d h} M,llcnlm 

McPh e rson (1llI1lcphers@hll(l.harv;ml.edll) 

,lIld ClIvc Gray (cgray@lllid.ha rv;\ld.cdu) . 
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Reducing Poverty by 
EXPANDING EMPLOYMENT 

One of the most intractable prob
lems in many African countries is 
finding ways to decrease poverty by 
expanding employment. Many 
potential workers are not fully occu
pied or have unproductive jobs. 
Agriculture is seasonal, the informal 
sector is more of a safety net than a 
means to earn higher incomes, and 
the urban formal sector does not 
absorb much labor because it is too 
capital intensive. What can be done? 

The EAGER project examined 
this issue in two very different coun
tries: Ghana and South Africa. 

Findings of this EAGER 
project include: 

• Black unemployment in South Africa 
is in excess of 30 percent, whereas in 
Ghana, partial and disguised unemploy
ment are the key problems. Labor 
productivity in both countries among 

unskilled and semi-skilled workers is low, 
but the prevalence of skilled workers and 
managers is much higher in South Africa. 

• The Ghana study's primary recommen
dation is that policy should encourage 
investment in technologies appropriate for 
Ghana, avoiding high intensity in capital 

and skills. This should make for competi
tive unit costs, encouraging firms to 

expand and generate more employment. 

• The South Africa study suggests ways 
to expand employment of the black popu
lation, including increasing overall growth 
rate so as to absorb more labor into the 
economy; accelerating growth in labor
intensive sectors; promoting smaller 
firms; increasing labor productivity 
through intensive training and education; 
and removing labor market distortions. 
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Ghana is similar to many Sub-Saharan 
African countries in its large rural sec
tor, relatively well-developed informal 
urban sector, and small and stagnant 
formal urban economy. Conversely, 
South Africa's labor market has been 
shaped by different considerations. 
Under apartheid, the black popula
tion's access to farmland and jobs in 
the formal sector was strictly limited, 
as was recourse to informal sector 
activities. Hence, black unemploy
ment today is probably in excess of 
30 percent, whereas in Ghana, par
tial and disguised unemployment are 
the key problems. Labor productivity 
in both countries among unskilled 
and semi-skilled workers is low, but 
the prevalence of skilled workers and 
managers is much higher in South 
Africa than in Ghana. 

These two countries also have had 
different experiences with trade 
unions. In Ghana, unions played a 
relatively minor role, given the small 
size of the formal sector. 
Government was a much more 
important player in the labor mar
ket. In South Africa, trade unions in 
mining and manufacturing were an 
important channel for political orga
nization among the black 
population, while the government 
was not a significant source of black 
employment. Thus, when the African 
National Congress came to power, 
trade unions could playa key role in 
shaping industrial and labor policy. 

The Ghana study entitled 
"Increasing Labor Demand and 
Productivity" recognizes that, to 
increase demand for their products in 
the world market or by competing 
with imports, Ghanaian employers 

would have to lower costs by raising 
worker productivity without signifi
cantly adding to fixed capital. l 

Working with panel data covering the 
period 1975-85 and a 1996 survey, 
researchers found that firms tended 
to substitute skilled for unskilled labor 
following an increase in the latter's 
wage. The reverse was also true, but 
the rate of substitution of unskilled 
for skilled labor was lower. The policy 
implication is that raising the mini
mum wage increases the proportion 
of higher-paid skilled workers, leading 
to a rise in production costs which 
either must be absorbed by the firm 
or passed on in higher prices to the 
consumer. In either case, firms 
become less competitive and are less 
likely to expand employment. 

Second, researchers found that 
firms' demand for labor is signifi
cantly influenced by capacity 
utilization. At a given level of output, 
firms producing near capacity 
employed more workers than those 
operating well below it. Operating at 
higher capacity levels than one's 
competitors depends on the 
resourcefulness of management, 
which highlights the benefit of 
increased manager training. 

Third, researchers found that 
managers' propensity to hire labor 
is constrained by (1) access to 
affordable long-term credit, and 
(2) labor laws making it difficult 
to fire workers. Point (2) highlights 
the policy trade-off between enhanc
ingjob security and increasing 
formal-sector employment. 

The study recommends that policy 
should encourage investment in 
technologies appropriate for Ghana, 
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avoiding high intensity in capital 
and skills. This should make for 
competitive unit costs, encouraging 
firms to expand and generate 
more employment. 

The South Africa study suggests 
a variety of ways in which employ
ment of the black population can 
be expanded:2 

• Increase overall growth rate so as to 

absorb more labor into the economy: 

Real rates of interest have been kept 

high to deter capital outflow. The result

ing high cost of capital has slowed 

economic growth and discouraged hiring. 

• Accelerate growth in labor-intensive 

sectors such as services and small and 

medium-scale enterprises: Employment 

has risen in services and declined in 

primary and manufacturing sectors, 

partially due to both greater capital 

intensity of mining and manufacturing 

sectors and increased subcontracting 

of their service needs. Rising inter

industry demand for service inputs and 

income-induced demand for services 

will contribute to faster job growth. 

Conversely, due to fiscal pressures, 

growth of government jobs, hitherto 

the fastest-growing service sector, can

not be sustained. Size distribution of 

firms also affects employment 

prospects. Analysis of a provisional 

input-output table for 1995 showed 

small enterprises to be on average 

more employment-intensive and gener

ate more GOP per job than large ones. 

Backward linkages enhance the relative 

employment intensity of small enter

prises still further. Thus, a strategy of 

promoting smaller firms should result 

in increased employment. 

• Increase labor productivity through 

more intensive training and education: 

Analyses of firm-level data show that 

larger firms tend to employ workers 

from historically disadvantaged popula

tions in semi-skilled positions, while 

smaller firms have a larger percentage 

of white professional employees. 

Because they are more subject to 

restrictive labor practices and wage 

and benefit agreements for permanent 

labor, however, larger firms are also 

more likely to use temporary and casu

al labor. Oepsite this fact, formal 

training of newly recruited production 

workers is more likely in larger firms, 

though smaller firms may engage in 

informal on-the-job training. Results 

suggest that a relatively small increase 

in the absolute level of training expen

ditures could have a very positive 

impact on employment. 

• Remove labor market distortions such 

as incentives for capital-intensive invest

ment, artificially established wages and 

benefits, and costly regulations: Average 

wages and benefits impact employment 

negatively, yielding elasticities anywhere 

from -0.66 to -0.85. This suggests that 

upward pressure on wages and benefits 

depresses employment significantly. 

The corollary that unemployment 
could be reduced by decreasing 
wages and benefits ignores realities 
of South Africa's labor market
even aside from the role of the trade 
unions. Even informal sector wages 
are higher than in countries such as 
Madagascar and Bangladesh, where 
labor-intensive exports such as cloth
ing could easily compete in the 
South African market in the absence 
of tariff protection. The same is true 
regarding wages in neighboring 
countries, which results in migration 

to South Africa. This large wage dit~ 
ferential in the informal market may 
relate to supply side factors such as 
the high cost of basic wage goods; 
the reservation wage set by welfare 
and pension payments in South 
Africa; and high profits from wide
spread crime. 

The correlation between employ
ment and poverty alleviation in 
South Africa, though high, is far 
from 100 percent. The relationship 
between household income and 
employment is complex. Recent 
household surveys revealed a remark
able diversity of situations regarding 
employment, union membership, 
and dependency status across mem
bers within each household. Thus, it 
is not yet clear whether poverty can 
be alleviated by reducing formal 
sector wages as part of a strategy of 
raising employment. 

Dirck Stryker (dstryker@aird.com) and Clive 

Gray (cgray@ hiid .harvard.edu) authored 

this article. 

J For this study, George Gyan-Baffour and 
Charles Betsey of Howard University served 
as co-principal investigators, with Kwabia 
Boateng and Kwadwo Tutu of the University 
of Ghana and Anthony Osei of the Ghana 
Center for Policy Analysis. 

2 Dirck Stryker (AIRD) , principal investigator, 
has been working with Fuad Cassim and 
Balkanapathy Rajaratnam (University of 
Witswatersrand), and Haroon Bhorat and 
Murray Leibbrandt (University of Cape Town) . 
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The INSTITUTIONAL IMPACT of 

H IV/ AI OS in Africa 
Africa's HIV / AIDS pandemic is con
suming vast resources, undermining 
economic growth, and reducing 
social welfare. Impacts are likely to 
worsen as the morbidity and death 
associated with HIV / AIDS intensify. 
The response thus far has focused on 
preventing (or slowing) the spread 
of HIV and developing basic treat
ments that-while not a cure-may 
sharply reduce death and disability. 

The campaign has been costly. In 
many parts of Africa where rates of 
infection are orders of magnitude 
higher than in wealthy countries, 
costs are overwhelming. Some costs 
are obvious: Loss of able-bodied 
workers, medical treatment, funeral 
and related expenses, losses from 
worker absenteeism, costs of training 
replacement workers, and caring for 
orphans. Other cost'!, however, have 
received far less attention . These 
relate to the organizational disrup
tion due to loss of personnel and 
changes in behavior and attitudes 
induced by HIV / AIDS. 

HIV / AIDS, Organizations, 
and Institutions 
How does a supervisor who himself 
might have HIV / AIDS, but is reluc
tant to face the issue, discipline 
subordinates who, after discovering 
their own infection, allow their job 
performance to deteriorate? How do 
overburdened organizations scale 
back their objectives and workload 
while losing staff to HIV / AIDS? 
What changes can be made by gov
ernments, private firms, foreign 
investors, and donor agencies to 
minimize opportunistic behavior of 
staff who are dying and for whom 
punishment is at worst an inconve
nience? How do donor agencies 
anxious to help offset the depletion 
of human capital argue for drastic 
curtailment of public sector activity, 
in the interests of long-term growth 
and development? 

The implications of these ques
tions are poorly understood by both 
governments and donors. Social sci
entists seek to understand the "rules 

Just when most African countries need strong 
organizations with coherent "rules of the game" to 
help repair years of economic decline, capacities 

are being undercut by losses ... due to HIV/AIDS. 
How can loss of discipline and opportunism in the 
face of individual tragedy, skill depletion, declining 

morale, and rising inefficiency be addressed 
thoughtfully, compassionately, and effectively? 
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of the game" (Le., institutions) and 
procedures and processes within 
organizations. Their insights have 
been useful in African coun tries 
where organizations have become 
dysfunctional due to over-extension 
of state control; the "personalized 
rule" of leaders such as Mobutu, 
Kaunda, Moi, Abacha, and others; 
and systems of accountability that 
favor interests of class and clan over 
those of the nation. 

Reform programs, implemented 
with donor assistance, address these 
problems, but progress has been 
halting and slow. In several coun
tries, major reforms have been 
reversed. Yet even without recidivism, 
progress towards economic and 
political reform is being compro
mised by the accelerating impact 
of HIV / AIDS. 

Most African countries face a dou
ble bind. Just when they need strong 
organizations with coherent "rules of 
the game" to help repair the damage 
of years of economic decline, capaci
ties are being undercut by losses and 
behavioral changes due to HIV / 
AIDS. How can the damage be con
tained in ways that do not aggravate 
pressures already facing these coun
tries? How can loss of discipline and 
opportunism in the face of individ
ual tragedy, skill depletion, declining 
morale, and rising inefficiency be 
addressed thoughtfully, compassion
ately, and effectively? 

Organizational Dysfunction 
At its most general level, the prob
lem is how to induce governments 
to deal with organizational dysfunc
tion within their societies when 
the governments themselves are 
barely functional. 
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Perhaps the best known study of 
the problem of organizational "repair" 
is Albert Hirschmann's r..Xit, Loyalty, 
or Voice. His research emerged from 
questions abollt how organizations are 
repaired after a major deterioration in 
performance. The book's title summa
rizes the options. 

The idea'i are evident in organiza
tional responses to the impact ot 
HIV / AIDS. All but a very few have no 
"exit." Loyalty is evident in the current 
widespread "accommodation." One 
aspect of accommodation---denial
has been particularly destructive. For 
example, as South Africa was officially 
denying that HIV / AIDS was a prob
lem, the disease reached major 
proportions. Another aspect of accom
modation arises when HIV / AIDS 
sufferers avoid behaving in ways 
(apart from increased absenteeism) 
detrimental to their organization. 

The equivalent of "voice" has two 
effects. First, HIV / AIDS sufferers 
begin acting in ways deleterious to 
the organization. This includes mis
appropriation of property to pay 
for medical treatment or finance 
anticipated funeral expenses. A con
structive alternative is to modify the 
organization's structure, operations, 
and goals in ways that help maintain 
performance despite the effects of 
HIV / AIDS on staff. To date, such an 
approach has been infrequent. This 
reflects the general stigma associated 
with HIV / AIDS and lack of leader
ship in dealing with the pandemic 
and its effects. Lack of voice has 
allowed the damage to intensify. 

To maintain organizational per
formance despite rising losses, 
fundamental changes in approach 
are required. Training horizons 
should be shortened and the materi-

al provided made more f(lCused. 
Sustaining performance with declin
ing statf capacity requires that 
organizational goals be modified. 
Some operations could be subcon
tracted and operational procedures 
simplified. Mechanisms to protect 
the organization against indiscipline 
and opportunism need to be devel
oped. OUL'iide supervisors could be 
appointed. As auditing is uniformly 
weak in Mrica, external auditors 
could not only help update long 
overdue accounts but also help 
detect losses before they get out of 
hand. Another response is liquida
tion of dysfunctional entities and 
reassignment of their staff. Slow 
progress has been made in this 
area through privatization. 

Technical Assistance, External 
Support, and Leadership 
Other concerns include: 
• Technical Assistance (TA): In some 
situations, rising losses from HIV/AIDS 

create a need for additional TA. This 

should be closely matched to activities 

that support growth and development. 

• Overloaded Development Agendas: 

Government development agendas, 

formally outlined in policy framework 

papers and policy action matrices, 

are too extensive and detailed given 

capacity limits. In effect, they 

pre-program failure. Agendas need 

to be drastically simplified. 

• Leadership: I Lack of leadership 

has been associated with poor eco

nomic performance and even 

encouraged the spread of HIV/AIDS. 

Attacks on homosexuals by Mugabe, 

Museveni's claim that "western atti

tudes" are to blame, and the silence 

of many leaders have not helped 

ameliorate the effects of the disease. 

• Looking Beyond the AIDS Pandemic: 

What sort of society and economy do 

African leaders envisage once the 

effects of the HIVIAIDS pandemic have 

subsided? What social, economic, and 

political organizations will help a nation 

resume its growth and development? 

What form can these organizations take, 

given present and expected disruption? 

It may seem premature to be look
ing ahead, but asking such questions 
serves to affinn that while individu
als may not survive, nations do. 
Moreover, looking ahead is absolute
ly essential if the national leadership 
is to anticipate future constraints 
and opportunities. 

A set of principles is needed to 
guide African countries when the 
worst of the HIV / AIDS pandemic 
has passed. These must include com
mitment to prudent macroeconomic 
management; downsizing and refo
cusing of public sector activity; 
promotion of a more democratic 
and open society; and reduction in 
aid dependence. 

The problems created by 
HIV / AIDS are serious and the con
sequences horrific. Continuing to 
ignore its organizational and institu
tional aspects augments the tragedy. 
Further loss and disruption cannot 
be avoided, but a start in addressing 
them will signal hope that the suffer
ing and damage will eventually end. 

Malcolm McPherson (mmcphers@hiid.har

vard.edu) authored this article. 

I Gray and McPherson (1999) find that quality 
of leadership ha~ been important in explain
ing poor economic performance in Africa. 
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OVERCOMING BARRIERS to 

Increased Productivity and Competitiveness 

Given low per capita incomes in 
Africa, domestic or regional market 
demand is not large enough to sup
port increased product output. But 
the expansion of the global market 
offers enormous market potential to 
new suppliers, if African business
people can take advantage. 

Following a series of reforms dur
ing the past two decades, there has 
been a recent resurgence of econom
ic growth in many African countries. 
Does this growth signify a change in 
how Africa does business, placing it 
in a position to integrate globally? 
More information is needed to 
answer this question: 
• Is economic growth due to using 
more capital and labor, or using them 

more efficiently (factor growth versus 

factor productivity growth)? 

• Has the current mix of Africa's out

put departed from the traditional base 

of agricultural commodities and miner

als to include higher valued processed 

foodstuffs, manufactures, and services? 

• Are linkages being forged between 
African producers and global produc

tion networks that drive manufacturing 

operations around the world? 

• Are Africa's directions of trade diver
sifying from the traditional routes 

based on former colonial linkages to a 

more complex web of regional and 

global markets? 

• Is foreign investment in Africa mov
ing beyond a handful of mineral-rich 

locations into a broader array of recipi

ent countries and sectors? Is investment 

emanating from a wider array of African 

as well as foreign sources? 
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Africa's poor economic performance 
has been attributed to macro-vari
ables such as lack of investment, 
barriers to trade, limited financial 
depth, and weak fiscal policy;l geo
graphic factors involving 
inhospitable climate and remote 
location; micro-variables including 
high risk, inadequate infrastructure, 
and legal and regulatory institutions; 
and poor leadership.2 Further analy
sis of these factors will provide 
insights into what is hindering 
improvement in Africa's productivity 
and competitiveness. 

There is also a need to better 
understand the private sector's per
spective. For Africa's economies to 
succeed at global integration, man
agers and workers must seize global 
market opportunities by using capital 
and labor more efficiently, producing 
higher-valued differentiated products 
for global markets, connecting into 
global production and retail net
works, and attracting investment from 
new sources and into new activities. 

EAGER project research in 
Ghana, Madagascar, Malawi, Senegal, 
and Tanzania sought to determine 
the most important barriers to 
increased productivity and competi
tiveness in the private sector. One set 
of barriers is the wretched state of 
infrastructure development in many 
countries. Another consists of gov
ernment regulations that hinder 
producers from responding quickly 
to changing market conditions. A 
third set arises from the slow pace of 
development of the institutions 
underlying a modern market econo
my. Finally, there is inadequate 
investment in human capital. 

Poor infrastructure is cited repeat
edly by firms as a m~jor factor that is 
increasing costs and inhibiting 
expansion.3 Electrical power and 
water are expensive and unreliable, 
necessitating back-up generators and 
groundwater pumps. Telecommun
ications are costly and unreliable, 
making it difficult to ensure timely 
delivery of exports. Transportation is 
another important problem, especially 
for interior countries such as Malawi. 

Government regulations remain a 
significant constraint on business, 
though the situation has improved 
due to market liberalization. In 
Madagascar, the number of shifts 
that firms in the export processing 
zone can operate is constrained by 
government,4 which undermines 

Study findings include: 

• Africa's poor economic performance 

is attributed to macro-variables such as 

lack of investment, barriers to trade, and 

weak fiscal policy; geographic factors 

involving inhospitable climate and 

remote location; micro-variables includ

ing inadequate infrastructure and legal 

and regulatory institutions; and poor 

leadership. Further analysis of these 

factors will determine what is hindering 

improvement in Africa's productivity 

and competitiveness. 

• EAGER research in Ghana, 

Madagascar, Malawi, Senegal, and 

Tanzania identified crucial barriers 

to increased productivity and competi

tiveness in the private sector as the 

wretched state of infrastructure in 

many countries; government regula

tions that hinder producers from 

responding quickly to changing market 

conditions; the slow pace of institution

al development; and inadequate 

investment in human capital. 
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their ability to compete on world 
markets. An EAGER study in Ghana 
uses tools of economics and law to 
examine how elected officials and 
public bureaucracy formulate and 
present legislation and develop rules 
that affect private sector activity." 
Using as case studies Ghana's value
added tax and public utilities 
legislation, the study finds that the 
constitution and statutes encourage 
private sector participation in the 
legislative and regulatory process, 
but this is subject to considerable 
rigidity. Parliament lacks the means 
to analyze the economic impact of 
proposed legislation. The public sec
tor is the major source of new laws, 
indicating that "voice" opportunities 
for the private sector are still poor. 
Third parties, such as bilateral and 
multilateral donors, have thus been 
those promoting legislation to sup
port the private sector. 

The slow development of the 
institutions necessary to support a 
modern economy is illustrated by an 
EAGER study in Tanzania.6 The study 
tested the hypothesis that 
low-cost and impartial contract 
enforcement procedures, by enhanc
ing system predictability, decreasing 
transaction costs, and restraining 
opportunism among contracting 
parties, provide a critical incentive 
for trade and exchange, thus facili
tating economic growth. Based on a 
survey of Tanzanian manufacturing 
firms and a review of legal and policy 
documents, researchers found that 
Tanzanian law provides weak support 
for complex intertemporal transac
tions, a diversity of potential business 
partners, specialization, and use 
of commercial finance in supply 

relations between firms-all essential 
to realizing economies of scale and 
re-orienting marketing international
ly. In practice, supply agreements 
emphasize long-term, repeated inter
action with the same firm and are 
established through recommenda
tion or personal connections. 
Problems are addressed through 
bilateral negotiation. Courts are gen
erally avoided for fear of damaging 
business relationships or subjecting 
oneself to corruption. 

Lack of investment in human 
resources also impacts productivity 
and competitiveness. Recent surveys 
comparing selection criteria used by 
U.S. firms to determine where in the 
developing world to manufacture 
suggests that, once adequate infra
structure and political stability are in 
place, labor market development 
makes a difference in attracting direct 
investment and commercial linkages. 
Workforce competitiveness requires 
training of management and skilled 
and unskilled labor. EAGER/Trade 
research on clothing sector competi
tiveness in South Africa highlighted 
several "best practices" with respect to 
workforce training, suggesting that 
innovative practices in training 
women sewing operators in multiple 
skills enhanced both the competitive
ness of the firm by yielding more 
productive workers, and the workers' 
earning power.7 Better trained man
agers were able to find market niches, 
use information technology to 
improve design and manufacture, 
and utilize creative licensing agree
ments to sell products abroad. 

Dirck Stryker of AIRD (dstryker@aird.com), 

Clive Gray of HIID (cgray@hiid.harvard.edu), 

and Lynn Salinger of AIRD (lsalinger@ 

aird.com) authored this article. 

1 J. Dirck Stryker and Selina Pandolfi, Effects 
of Policy Refonn on Investment, Trade, and 
Economic Growth in SuiJ.Saharan Africa, 
October 30, 1999 examines the extent to 
which Sub-Saharan African countries are 
different from other countries with respect 
to the influence of these variables on invest
ment, trade, and growth. 

2 Clive Gray and Malcolm McPherson, 
Leadership as a Factar in African Economic 
Growth, EAGER/PSGE 1999. 

3 This was revealed in surveys undertaken by 
Ndaya Beltchika (AIRD) and her African col
leagues, Mabuussu ThiaIn in Senegal (ACE), 
and Alimon Mwase (Millenium) and Paul 
Kwengwere (MIPA) in Malawi. 

4This finding is from a study of legal, regulato
ry, and judicial barriers to private sector 
expansion being undertaken by Ndaya 
Beltchika (AIRD) , Emilienne Raparson 
(SOATEG), and Louis Rajaonera (JURECO). 

5 The principal investigator of the Ghana study 
was Fred Boadu of Texas A&M University, on 
contract to EAGER/ PSGE subcontractor 
MayaTech. Collaborating in Ghana were Seth 
Bimpong-Buta, director of the Ghana Law 
School, and Victor Nyanteng, deputy director 
of ISSER. 

6 Patrick Meagher of the University of 
Maryland's IRIS Center served as principal 
investigator, collaborating with Sam Wangwe 
and Haji Semboja of the Economic and Social 
Research Foundation (ESRF). 

7 Lynn Salinger, Haroon Bhorat, Diane 
Flaherty, and Malcolm Keswell, Promoting 
the Competitiveness of Textiks and Clothing 
Manufacture in South Africa, Final Report, 1999; 
Diane Flaherty and Lynn Salinger, Learning to 
Compete: Innovation and Gender in thl' South 
African Clothing Industry, 1999. 
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OPPORTUNITIES FOR 
Mrican Trade and Investment 

One component of the EAGER/ 

Trade project has been exploring 
new opportunities for trade and 
investment in Sub-Saharan Africa 
(SSA). The research defined these 
opportunities in several ways:! 

• New products, which become feasi

ble because of SSA's evolving 

comparative advantage and because 

new product opportunities are constant

ly being identified on global markets. 

• New markets, as SSA moves away 

from its dependence on trade with 

western Europe and toward trade that 

is diversified both globally and within 

regional markets. 

• New ways of doing business, where 

trade and investment are increasingly 

nurtured through subsidiary, partner, 

strategic alliance, and other off-shore 

commercial and investment relation

ships between sellers and buyers 

around the world, and where competi

tion is shaped not only on the basis of 

traditional comparative advantage (Le., 

lowest cost), but also by quality, timeli

ness, and attractiveness of design. 

Study findings include: 

Investment in and export~ from 

developing countries have evolved 
out of the successive stages of eco
nomic development, stabilization, 
and liberalization experienced in 

these countries. When a country has 
limited infrastructure or is experi
encing broad macroeconomic 
turmoil or substantial distortions in 

the exchange rate and other price 
incentives, interaction with the glob
al market is often limited to physical 

export enclaves, where targeted 
infrastructure and incentives encour

age exports and attract investment, 
often in basic primary products. 

As a country's infrastructure 

improves, macroeconomy stabilizes, 
and economic reforms are intro

duced, broader segments of the 
economy are redirected toward inter
national markets and investment 
begins to flow. In the last 15 years, 

many developing countries have 
implemented macroeconomic, trade, 

and market reforms, and multina
tional companies are now seeking 

• Trade and investment opportunities in Africa are defined by EAGER research in 

terms of new products, new markets, and new ways of doing business. 

• New opportunities for African exporters exist in many categories: Increasing value 

of products by moving from basic commodities to products requiring greater process

ing; production of mass-market goods using labor-intensive techniques; developing 

niche markets for Afro-centric goods; and creation of regional trade agreements. 

• There may be industries in which vertical integration is feasible, but determining 

this requires careful analysis of comparative advantage and competitiveness at the 

sub-sector level. 
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new production platforms from a 

growing selection of countries able to 
compete on the basis of the political, 
social, and legal institutions offered, 
modernity of their infrastructure, and 
quality of their workforce. 

For too long, Africa has exported 
primary commodities to traditional 
market~. But new opportunities ar(' 

emerging for African exporters. One 
of the most obvious involves moving 
up the value chain from basic com
modities to products requiring 

greater processing. Examples include 
production of cotton textiles or 
tanned hides and skins. Further pro
cessing of these goods could lead to 
production of garment~, household 
textiles, footwear, and other leath('r 

goods. Another approach involves 
diversification towards higher value 
products such as horticultural and 
seafood product~, which add value 
in the form of conditioning, packing, 
and transportation. Kenya has had 
considerable success in the produc
tion and export to Europe of 
vegetables and flowers. 

Another avenue is the production 
of mass-market goods using labor

intensive techniques. Examples 
include garments and el('ctronic 
assembly. Madagascar has been suc

cessful in developing a garment 
export industry. An alternative 
approach which has achieved some 
success in Ghana is the c!evclopm('nt 

of Afro-centric product.~, which are 
often of higher quality than the 
mass-market goods and appeal to 
particular lL1.stes in a more cxc\usiv(> 

market. Finally, new opportunities 
are evolving from creation of region
al trade agre('ments sllch as til(' \Vest 
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WTO,EU, and u.s. Trade Initiatives 
and Their Implications for AFRICA 

As efforts to promote freer trade 
gain ground at regional and global 
levels, Africa's trading relations with 
the United States (U.S.), European 
Union (EU), and other partners are 
under their most comprehensive 
review since the colonial era. African 
countries will have opportunities to 
help shape the trade regimes being 
created in ways that will spur trade 
and investment. Some countries may 
be ill-equipped to participate actively 
in the dozens of World Trade 
Organization (WTO) negotiations, 
however, and there is a real danger 
that economic conditions in these 
countries may be weakened due to 
the WTO effort. 

As an example, agriculture and 
food are prominent on the interna
tional agenda; the World Food 
Summit, a new Food Aid Convention, 
and international action on poverty 
reduction and debt relief are focus
ing attention on policy coherence 
between agricultural trade and food 
security. As the poorest region in the 
world, Sub-Saharan Africa is the 
region most affected by changes in 
food policy, technology, and availabil-

Findings of this study include: 
• African countries that are in the van
guard of trade liberalization will have 
opportunities to gain significant economic 
benefits from the upcoming round of WTO 
trade negotiations, the renegotiation of 
the Lome Convention with the EU, and 
various agreements with the U.S. 
• Other African countries, however, may 
be ill-equipped to participate actively in 
these WTO negotiations, and there is a 
real danger that economic conditions in 
these countries may be weakened by 
their lack of participation. 
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ity. A change in food policy among 
wealthier WTO members could have 
a profound impact on food security 
in Africa. 

At the WTO's Third Ministerial 
Meetings in Seattle at the end of 
1999, the 38 African WTO members 
willjoin nearly 100 other countries in 
new negotiations in the key fields of 
agriculture and services. There will 
be discussions about how to liberalize 
other sectors, and nascent areas such 
as e-commerce may receive a man
date from the gathered ministers. 

The Uruguay Round established 
an initial framework for agricultural 
trade liberalization that will continue 
to be pursued by Organization for 
Economic Cooperation and 
Development (OECD) countries. 
Several key farm support efforts in the 
U.S. and EU, such as the use of export 
subsidies, will be subject to change. 
But resistance will be fierce, as even 
wealthy countries such as Japan are 
now refusing to import more rice, cit
ing "food security" arguments. It is 
only domestic budget pressures, such 
as those resulting from eventual EU 
enlargement, that will lead to real 
change in wealthy countries. 

African countries were largely left 
out of the fray in the Uruguay Round, 
but key concepts were established, 
such as the need to shelter net food
importing countries from the worst 
effects of price variability. Developing 
countries were granted special and 
differential treatment on agriculture, 
including additional flexibility for sub
sidies related to food storage, 
domestic feeding programs for the 
rural and urban poor, investment in 
agricultural structures, and trans
portation for agricultural exports. For 
many African countries only now 

becoming aware of the wide range of 
issues potentially on the table starting 
in Seattle, defining a negotiating posi
tion on the WTO should be an 
immediate national priority. 
Countries should also be concerned 
with maintaining trade rights, estab
lishing new mechanisms for better 
food supply security, and prying open 
value-added markets shut by tariff 
peaks and tariff escalation. African 
countries must be prepared if the 
Seattle Ministerial proposes develop
ing new rules on state trading 
enterprises, export credits and credit 
guaran tees, and food aid. 

The EU is in the process of 
changing its monetary system, its 
post-colonial trade regime, and even
tually its membership. Full conversion 
to the euro in 2002 will most immedi
ately affect the countries of the Union 
Economique et Monetaire Ouest
Africaine (UEMOA), as the CFA will 
be tied to the euro rather than the 
French franc. The exchange risk cer
tainty that UEMOA has enjoyed for 
trade with France will now extend to 
the entire euro area. Reducing the 
costs of foreign exchange and cash 
management is expected to lead to 
an intensification of trade. 

The EU governs its relations with 
the 71 African, Caribbean, and 
Pacific (ACP) countries through the 
Lome IV Convention, a package of 
development aid and non-reciprocal 
trade arrangements negotiated on a 
group basis on both sides. The Lome 
trade concessions into the EU mar
ket, however, are in violation of 
GATT Article 1 on Most Favored 
Nation Status (MFN) , to the detri
ment of other developing country 
exporters, as evidenced by the recent 
banana dispute. The current WTO 
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waiver for Lome IV expires on 
February 29, 2000, placing the 
Millennium Round and the resolu
tion of ACP trading privileges on a 
collision course. 

Mrican countries are left with a 
difficult choice. They can preserve 
the Lome trade concessions by 
accepting the EU's offer to negotiate 
individual free trade agreements, 
which will require a substantial por
tion of trade to be liberalized on a 
reciprocal basis to meet the terms of 
GATT Article XXIV. Or they can 
fend off the dangers of reciprocity by 
accepting the less favorable terms of 
the EU's Generalized Scheme of 
Preferences (GSP). Eventually, due 
to the ACP countries' wish to keep 
the non-trade aspects of Lome IV 
(i.e., Stabex, Sysmin, access to the 
European Development Fund), one 
should expect dozens of new FIAs 
riddled with exceptions for 
processed agricultural products and 
other sensitive commodities, much 
like Lome IV. 

The EU will be under great pres
sure to further reform its Common 
Agricultural Policy to lower the bud
getary exposure caused by eventual 
enlargement to include Poland, the 
Czech Republic, Hungary, and other 
applicants. The fate of the ""TO 
negotiations as well as the details of 
the Lome transition may be slowed 
by the process of internal EU reform, 
a situation which also occurred in 
the Uruguay Round. 

By comparison, the convergence of 
events should facilitate closer trading 
ties for Africa with the U.S. The U.S. 
wants to open markets while reducing 
poverty and food insecurity. Recent 
U.S. initiatives on Africa, including 
the Child Survival Initiative, African 

Strengthening FAMILY-OWNED 
and Other LOCAL BUSINESSES in Africa 
Strengthening the role of small and 

micro-enterprises as suppliers to larger, 

formal-sector enterprises in South Africa 

(i.e., "business linkages") was the primary 

focus of an EAGER/PSGE study. I 

Researchers questioned representatives 

of 75 large firms about their pm-chases 

from small, historically disadvantaged sup

pliers and found that nearly all of these 

businesses procured some goods and/ or 

services from such enterprises. The largest 

number of linkages involved service areas 

such as catering, office cleaning, trans

portation, and constnlCtion. Footwear 

presented the clearest case of linkage in 

core activity of the larger enterprise, as 

several steps in the production process 

were routinely oUl~ourced. 

Although large finns reported that 

uleir most common objective for pm-suing 

business linkages was community service, 

the most successful linkages were not 

among the firms so motjvated. Only in 

those cases where larger fimls found it in 

their own interest to expand the role of 

small suppliers and where uley allocated 

resom-ces to mentoring the m did the link

ages gave a significant impetus to the 

smaller partners' productivity and growth. 

Food Security Initiative, Initiative for 
Southern Africa, Greater Horn of 
Aftica Initiative, and Leland Initiative, 
seek to conu'ibute to an improved 
enabling environment for equitable 
growth. Fuller integration of the 
African members into the WTO's 
rules-based trading regime will pro
vide multilateral commitments on 
tariffs and policies and impose a 
third-party dispute settlement mecha
nism, improving the reliability of the 
external trading framework. In this 
way, the WTO complements ongoing 

Expanding on Ulese findings and 

observing procedures by which public 

and private institutions are seeking to 

promote business linkages, the 

researchers stressed ule importance of 

market orientation and cost effectiveness 

in providing technical assistance. They 

also found it disadvantageous to combine 

ule building blocks of linkage support

infol'lnation , capacity-building, and 

capital-into a single organization. 

The study yielded six papers, 

discllssed in draft form at a Pietennaritz

bm-g workshop attended by some 70 

sl.,keholders and officials. The papers 

were subsequently published as a volume 

by the University of Natal Press. 

Article all tllOr Clive Gray can be contacted at 

cgray@hiid.harvard.edu. 

I Donald Mead of Michigan State University 
(MSU) W;l~ principal investigator for the study. 
Local collaborators Tom McEwan and Ban; 
Su),dom of tlle University of Natali 
Pietenllaritzburg focused on the K\\'aZlllu 
Nat.'l.1 footwear indusu-y; Ed Bbcnkde. also of 
UNP, snu\ied traditional medicines; and 
Charles Machetlle and Francis Anim of tlle 
University of the North examined tlle role of 
historically disadvantaged enterprises in agri
cultural processing and marketing. 

African efforts at regional integration, 
which the U.S. sU'ongly encourages. 

Under the African Trade and 
Investment Program (ATRIP), the 
U.S. is sponsoring workshops on the 
WTO for trade negotiators through
out Africa, including regional 
organizations such as COMESA or 
UEMOA. This should better prepare 
them for active participation in the 
upcoming round. 

Daniel Plunkett (dplunkelt@aird.com) 

authored this article . 
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REDUCING BARRIERS to 

Cross-Border Trade in Africa 

A narrow definition of "cross-border 
trade" is overland trad between 
neighboring African countries. More 
broadly, cross-border trade is almost 
synonymous with intra-Afl"ican trade 
because of the rarity of other trade 
fonns within Africa. Because of diffi
culties imposed by poor trade 
infrastructure , thi ' trade is in rela
tively low-valued, nonperishable 
staple foods and manufactured con
sumer "necessities" for which local 
d mand is substantial. Surprisingly, 
this trade is of minor significance-
I 5S than 10 percent of total trade for 
most African countries. As African 
economies develop, however, its 
importance is expected to grow and 
its omposition to diversify. 

A number ot EAGER !>tudies have 
identified common barriers to cro!>s
border trade and propo!>ed strategies 
to address them.' Constraint!> to 
cross-border trade begin with supply. 
Metzel, et al. (1997) found that, 
although livestock is Mali 's third 
most important export, projections 
suggest that excess supply is likely to 
fall as domestic demand for meat 
rises with rapid population growth 
and increasing incomes. Supply 
growth has been constrained to 
expanding production at the exten
sive margins in areas with excess 
biomass for feed. Investments in pro
ductivity-enhancing technologies at 
the intensive margin, such as fatten
ing, have been inadequate despite 
strong economic prospects. 
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(Cross-border) trade is in relatively low-valued, 
nonperishable staple foods and manufactured 
consumer "necessities" for which local demand is 
substantial. Surprisingly, this trade is .. . less than 
10 percent of total trade for most African coun
tries. As African economies develop, however, 
its importance is expected to grow. 

In the case of rice exports from 
Mali (Ban ', t a l. 1999) , erratic 
excess supply again limits regional 
exports. Fortunately, years of 
research on rice production in the 
Sahel have raised productivity dra
matically and could propel growth of 
Malian rice exports if imestment!> in 
irrigation infrastructure can keep 
pace. Both cases illustrate the larger 
fundamental issue of Africa's inabi li
ty to make long-term investments in 
productive capacity to expand supply 
to match rapid growth in demand. 
Among the problems inhibiting 
these investments are high political 
risk, fledgling financial markets, and 
weak te hnical research capacity to 
identify and develop productivity
enhancing technologies. 

A se ond set of barriers is the lack 
of basic public infrastructure that 
could increase market efficiency. 
Research by Morris and Dadson 
(1998) in Ghana illustrates that 
much cross-border trade is carried 
out in well-established circuits by 
traders who specialize in particular 
commodities and depend on ethnic 
and familial links and traditional 

middlemen to facilitate trade. 
Intermediation includes provision of 
security, information, reference, 
insurance, accommodation, storage, 
and credit. These services are provid
ed in small volumes, however. with 
long turnaround times which raise 
their costs. Truck rs from Sahelian 
countries average only two round
trips per month to coastal markets, 
despite the feasibility of undertaking 
five times as many. Greater efficiency 
in marketing could b obtained 
through streamlining and consolida
tion of market networks, but this is 
dependent on improved public 
transport and telecommunications 
infra tructure and development of 
mark ting institutions that introduce 
standards of quality and reliability. 

Another approach to developing 
cross-border trade is increasing 
the value of traded commodities. 
Value-adding processes improve 
quality and reduce perishability of 
regionally traded food commodities. 
One constraint to this effort is the 
lack of price differentia tion for prod
u ts in regional markets based upon 
quality distinctions. Inadequate or 
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nonexistent product standards and 
lack of consumer awareness or 
demand for quality differences con
tribute to the problem. Where quality 
improvements substantially increas 
unit costs, demand will grow as 
incomes rise . In the meantime, strat -
gies to add value can seek higher 
quality markets beyond the region to 
build the competence and infrastmc
ture necessary to service regional 
markets. One example is Sahel's lean 
red meat, for which regional markets 
do not yet r ward differentiation at 
slaughter of higher quality cuts, but 
for which world markets already pro
vide an attractive price premium. 

A final set of constraints on eros!>
border markets concerns policy. 
Direct policy distortions are not as 
great a problem today as 10 years 
ago, due to government efforts to 
remove trade impediments. These 
efforts have often been part of 
macroeconomic and sectoral struc
tural adjustment progrdms. Among 
African policymakers, there appears 
to be recognition of the value of 
these reforms in regenerating 
growth, yet a number of issues 
remain . First, because of past experi
ence with world price volatility for 
economic necessities and the impact 
of this volatility on domestic price 
stability, African policymakers are 
wary of relying on world markets to 
s t domestic prices for sensitive sta
ple foods. The result is interventions 
to reduce price fluctuations and 
inhibit trade, such as export prohibi
tions or establishment of variable 
import levies. Other mechanisms to 
reduce risk, such as the facilitation of 
futures and insurance markets, 
should be introduced to avoid rever-

sals of open trade policy when world 
markets are volatile. 

Second, a number of indirect 
tax s substantially increase th 0 t 
of trade. Of major importance are 
fuel taxes, which are easy to collect 
and difficult to evade. The burden of 
the e indirect taxes, however, is a 
major disincentive to cross-border 
trade. This is particularly detrimental 
to the competitiveness of large land
locked countries. 

Third, COl>tiy illicit taxes are 
imposed b police, soldiers, public 
officials, and others with some degree 
of control over the movement of 
goods and people. It b not unusual 
for trucks to be stopped and illegal 
payments demanded 15 times 
betw'een Mali and Abidjan. Although 
these illicit taxes are particularly 
intractable, one promising approach 
is to publish information about where 
and by whom the taxes are collected. 

Policy reform also needs monitor
ing, for while progress has been 
made in liberalizing trade, reforms 
have not necec;sarily resulted in struc
tural changes in imperfect domestic 
markets that once benefited from 
protection. As a result, presl>ures to 
reverse the gains of Iiberali7ation 
remain strong in many sectors and 
have been successful in obtaining 
exemption from refOlms, reversing 
them, or circumventing them 
through other policy measures to 
protect their interests (Meuel and 
Colvin, 1998). 

Reforming policy has also proven 
more difficult than expected. 
Reform of the vanilla export market 
in Madagascar illustrates the 
resilience of entrenched interests to 
refOlm measures (Metzel , et al. 

1999) . [n this case, elimination of a 
public export agency may hav rein
forced the power of a few large 
priV"dte exporters rather than open 
the market to competitors. By forc
ing total elimination ofvclnilla 
export taxation, these interests also 
demonstrated their ability to alter 
the intent of the reform program 
despite the potentially negativ eco
nomic effects on the country as a 
whole. Efforts to tax gemstone and 
gold exports from TaIlLania have 
proven to be counterproductive, how
ever, because they caused trade to go 
underground (Colvin, et al. 1998) . 
Taxation of commodities such as 
these, with high value per unit 
weight, might b better addre'\Sed 
through indirect ~'xation of the 
industry's inputs or consumption . 

A,"dc alllhu, Icflrc\ Melle! can he ,·c.lched 

.11 jJJlet/cl~a'rd co",. 

I Jcllrey MCllel , Abull Doumbra, Larnh~a 
Diakilc , and 'thio Alph'l Diarra, Pm~/JP(/1 
lor Dl'JJI'lolJlllg Maliall Li1lP.s/ork IIX/JO"", EAGER 
Rcscd'<.h Rcpo rt , 7 97. Gale Morris d'HI 
Jo hn D;l<lsoll , Cms< /Jon/" Tradl' in Glla'llI: A n 
A nalySIS of ,I/'I'/Iml all/illorisoli/al [{pla/lOlIs/IIIJS 
oJCross flO/1ft", Traden , 1~.AGER Intcrim 
Report, 1998, Abdoul B,IIT) , Sahl Dia, ra, '1Il11 
Daollda Diana, PomO/lTloir II'~ b<f!0r/allo,/I tI" 
/l,Z Malii'll 11m 1I'.s Pay, tlI' la SOIlI IVglO1i 0"'.11-
African, EAGER DI~Cl1~sJOn !'.Iper #Ii, 4 99. 
J elfrc), MCllei .lIld Lllcic Phillips, Unllgll/g 
Do",,, /Jam" > /0 'fmlil': Thp Exllml'lI(f of'/hlfll' 
PollI) Iv/onn /II S"I>-Sa/II/Tlm " (rim, EAGER 
DisclIssion Papc, #5, i / 98.JclTrc), MCl7c1 . 
Emihennc RdIM,'Son, and Eric Tho~lIn 
M,lIldrard, '1711' 1'0Ill/((11 Eronomv of Trmll' 
ilberaliUlliOl' : 7 Ill' Cme of '''ulllla '" 
lH{/(lag(lsmr, EAGER Rc~carch Repo'l, 59\). 
Lllcie Colvin Phillip~ , Samucl LwaJ..atare, and 
Alcc Mhanb,)', GPm(lonp and Gold M"rhelll/g for 
Small !:Jmle Milling /II Tfll/zan/a, EAGER 
Rcsea,·ch Repo't , 1998. 
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Regional Integration 
and COOPERATION in Mrica 

Regional intt'gration and coopera
tion have heen promoted in 
Sub-Saharan Afi'ica for years. The 
populations of most Afdcan nations 
are relatively sIllall and poor by glob
al standal <is, and are therefore 
unable to exploit potential 
economies ot scale unless they join 
together in cooperative endeavors. 
Until recently, however, effort" to 
promote regional cooperation have 
been more successful than those to 
encourage integration.' 

Regional integration involves pref
eren tial trade regimes, free trade 
areas, customs unions, common mar
kets, or economic and monetary 
unions. Regional cooperation relates 
to arrangements for policy hannoniza
tion or coordination and shadng of 
services anel facilities in such areas as 
transportation, e1ecuical power disui
bution, telecommunications, national 
defense, agdcultural research, and 
human and animal health. 

One problem facing African 
nations interested in integrating 
their economies through regional 
trade is that costs of diverting their 
sources of import supply from low
cost third countries to higher cost 
partners tend to outweigh the bene
fits . FurthemlOre, fOlmation of a 

customs unioll, with free trade within 
the union and a common external 
taliff (CET), suffered from the c1ifJi
culties in making up for lost customs 
revenues and apportioning revenue 
from the CET among the member 
c()unuies. Poorer members fear inte
gration schemes, concerned that 
investment will be concelltrated in 
licher countdes with better infrastmc
ture and commercial and financial 
institutions, which will then be able to 
export freely within the 7.One.~ 

Despite these difficulties, several 
regional economic schemes are mov
ing forward. The South Africa 
Customs Union (SACU) has existed 
for many years; the Trade Protocol of 
the Southern Africa Development 
Community (SADC) should become 
effective by the end of 1999; and the 
West African Economic and 
Monetary Union (UEMOA), a cus
tomli union, will be fully 
implemented early in 2000. In addi
tion, some countdes adhere to the 
Common Market of East and 
Southern Africa (COMESA), estab
lished in 1993, or the East African 
Community, re-inaugurated in 1996. 

There are rt'asons to believe that 
integration and cooperation will not 
prove as elusive ali in the past. 

Economic policy reform has increased the effi
ciency of many African industries so that trade 
diversion is not likely to be as great as it has been 
with previous schemes. Barriers to cross-border 
trade are slowly being reduced ... (and) the fiscal 
dimensions are being addressed more directly 
than with previous efforts. 
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Economic policy reform has 
increased tilt' t'fficiency of Illany 
African illonsuies so that trade diver
'lion is not likely to he as great as it 
has been with previous schemes. 
Barriers to cross-border trade are 
slowly being reoured, increa'iing the 
potential hellefit'> to market integra
tion. The fiscal oimensions are also 
being addressed more directly than 
with previous efli.>rts. As an example, 
not only is UEMOA hannonizing cus
toms duties, but it is also creating a 
framework for reducing differences 
in other forms of indirect t.lxation, 
such as value-added taxes, in ways 
that will mainll:1in the value of puhlic 
revenues. Finally, members of inte
gration schemes are well aWdre of the 
problem of investment concentration 
in the dcher countries and are estab
lishing special funds for improving 
infrastntcture of the poorer nations 
to compensate for those deficiencies. 

Independent of the outcomes of 
these regional integration schemes, 
many efforts at regional cooperation 
in Africa have been successful. Prior 
to the establishment of the Trade 
Protocol, SADC had already achieved 
considerable success in enhancing 
intiClstructure and communications 
linkages among member nations. 
Working with the Southern Afdca 
Power Pool, EAGER/Trade 
researchers further demonstrated 
enormous potential gains from trade 
in electrical power among the coun
tries of southern Africa.:1 

The West Afdca Rice Development 
Association (WARDA) developed 
improved lice valieties well adapted 
to the regional environment. The 
AGRHYMET Center in Niamey a'isist'i 
the region in drought early warning 
and helps to monitor environmental 
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change. Air Mrique is a jointly owned 
airline which has linked west Mrican 
countries for years. The West Mrican 
Enterprise N twork provides a forum 
for private entrepreneurs to exchange 
information and collectively lobby 
their governments on key issues. 
Business law and accounting systems 
are being coordinated under the 
Organisation pour l'Harmonisation du 
Droit des AJJairPs en Afrique (OHADA), 
and the list goes on. 

lt is clear that regional integration 
and cooperation in Sub-Saharan 
Africa are here to stay. Although 
market integration may be more 
demanding than cooperation in terms 
of a set of integrated commercial, fis
cal, and financial requirements, there 
is every indication that these require
ments will be met and integration will 
proceed. What is especially encourag
ing is that regional integration is now 
seen as a complement to, rather than 
a substitute for, greater linkages with 
the global economy. 

Article author Dirck Stryker can be contacted 

at dstryker@aird.com. 

I Steve Radelet. RPgional Integration find 
Cooperation in Sub-Saharan Africa: Are Fmmal 
Trade Agreements the Right Strategy? May 1997. 

2 Two EAGER/ Trade studies analyzed costs of' 
production in poorer interior countrie~ in 
comparison with richer coastal countries in 
west and east Mrica: John Cockburn. 
Eckhard Siggel. Massa Coulibaly. and Sylvain 
Vezina. Manllfartming Competitivene.u and the 
Structure of Incentives in Mali, Final Report. 
)998; Eckhard Siggel, Gerrnina Ssemogcrere. 
Gerrishon lkiara. and Benjamin Nganda, 
ManufactUring Competitillt'nl'ss and the Strurtllre 
of Incentives in Kenya and Uganda. See also 
Abdoul Barry, The Impact of Adjustmt'nt on 
Agricultural Competitivemss and Regional Trade 
in Sahelian We.(t Africa, Final Report. J 99B. 
and the research project undertaken by 
Purdue University on Global Trade Analysis for 
Southern Africa. with William Masters as prin
cipal investigator and Inyambo Mwanawina 
and Rob Davies as chief authors of papers 
applying the model to specific issues. 

3 F.T. Sparrow. William A. Masters. B.R.F. 
Moore. M. Badirwang, Mario Houane. Udo 
K1eyenstuber. Ferdi Kruger, Bongani 
Mashwama, Roland Lwiindi. Alison Chikova. 
and Peter B. Robinson. Modelling Elertnrity 
Trade in Southern Afrira. 

Update on 
EAGER 

Research 
Results of EAGER Trade and PSGE 
research efforts are provided in 
papers produced by each of the 
research teams. Many of these 
papers have been completed or are 
near completion. The following list 
updates the status of all of EAGER's 
Trade and PSGE studies. Contact 
Lisa Matt to request copies of these 
documents (available at no cost to 
addresses in Africa) or access com
pleted documents via the EAGER 
website: www.EAGERPROJECT.com. 
You may also contact authors 
through their respective consortium 
leader (i.e., AIRD or HIID; see 
"EAGER Contacts" in this newsletter 
for details). 

Trade Regimes and Growth 
(EAGERITrade) 

i r ss· 0 e Tr<>rlp 

Promotion of Mali's Rice Exports 
Towards the West Mrican 
Regional Market 
Principal Investigator: Abdoul Barry, 

Associates for International Resources 

and Development (AlRD) 

Collaborating Institution(s): Consultants 

Etude et Formation, Mali; Ministries of 

Finance and Agriculture, Market 

Information System, Mali 

Status: Completed; research paper 

available in Ji'rl'11ch and English 

Impact of Adjustment on 
Agricultural Competitiveness 
and Regional Trade in Sahelian 
West Mrica 
Principal Investigator: 

Abdoul Barry, AlRD 

Collaborating Institution (s): Comite 

Permanent Inter-Etats de Lutte 

contre Ie Secheresse dans Ie Sahel 

(CILSS), Burkina Faso 

Status: Completed; discussion 

paper available in English 

Prospects for Developing Malian 
Livestock Exports 
Principal Investigator: 

Jeffrey Metze!, AlRD 

Collaborating Institution (s): Compagnie 

Malienne pour Ie Developpement des 

Textiles, Mali; Cellule de Planification 

et de la Statistique, Ministere de 

Developpement Rural et de 

I'Environnement, Mali; Economie des 

Filieres Group de Recherche, Institut 

d'Economie Rurale, Mali 

Status: Completed; research paper 

available in French and English 

Gemstone and Gold Marketing for 
Small-Scale Mining in Tanzania 
Principal Investigator: Lucie Phillips, 

International Business Initiatives (lBI) 

Collaborating Institution (s): Economic 

CONTINUED ON PAGE 22 
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and Social Research FOllndation, Dar 

es Salaam, Tanzania; The Business 

Center, Tanzania 

Status: Completed; final rej}(}rt available Jimn 

/lrincipal investigator (PI) 

Cross-Border Trade in Ghana 
Principal Investigator: Gayle Morris, 18] 

Collaborating Institution (s): University 

of Ghana, Legon, Accra, Ghana 

StatuJ: To be completed December 1999 

Domestic Marketing of Vanilla 
Exports in Madagascar 
Principal Investigator: 

Jeffrey Metzel, AlRD 

Collaborating ]nstitution(s): Ccntre 

d'Etude et de Recherche Economique 

pour Ie Dcvc\oppement, Madagascar 

Status: Completed; final report 

available ftvm PI 

t:.TTec 5 on I race of Monetary. 
Fiscal and t: ,.h", e D",t"" D'llicy 

Monetary and Exchange Rate 
Policy in Ghana 
Principal ]nvestig-ators: J. Dirck Stryker, 

AlRD, and CharlesJebuni, Center for 

Policy Analysis (CEPA), Ghana 

Collaborating ]nstitution(s): AlRD 

Status: Comllletion plannedfor September 1999 

Monetary and Exchange Rate 
Policy in Uganda 
Co-Principal Investigators: 

Marios B. Obwona, Economic Policy 

Research Center (EPRC); Polycarp 

Musinguzi, Research Department, 

Bank of Uganda, Uganda 

Status: Completion planned for September 1999 
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Efficiency of Trade Tax 
Regime: Kenya 
Principal Investigator: Graham Glenday, 

Harvard Institute flll ' ]nternational 

Devclopment (H]ID) 

Collaborating Institution (s) : 

Ministry of Finance, Kenya 

Status: Com/lleted; final m/lOrt 

(Ivailable/mm PI 

Fixed Versus Flexible 
Exchange Rates in Africa 
Principal Investigator: 

Anatolie Amvouna, University 

of Cameroon, Yaounde 

Collaborating Institution(s) : AIRD 

Status: Completed; discussio1l 1m/leI' 

available in French and English 

W uppo Un! I ~ IV IdCan 
T ... ~ ::Ir .... I ........ ... 

Structure of Incentives and 
Manufacturing Competitiveness 
in Mali 
Principal Investigator: John Cockburn, 

Centre de Recherche en Economie et 

Finance Appliquces, Universitc Laval 

(CREFA-LAVAL), Canada 

Collaborating Institution (s): Ecole 

Nationale d'Administration, Mali; 

Centre ]nvoirienne pour la Recherche 

Economique et Sociale, Ivory Coast 

Status: Comllleted; rf'search re/lort 

and discussion paller available in 

french and English 

International Trade Policy for 
Development of South Africa 
Principal Investigator: Siphiwe Cele, 

Development Bank of Southern Africa 

Status: Com/lietion /llflll1led for Se/Jlembel' 1999 

South Africa: Potential Constraints 
and Comparative Advantage in the 
Cotton/Textile/ Garments Subsector 
Principal Investigator: 

B. Lynn Salinger, AlRD 

Collaborating Institution (s): 

Development Policy Research Unit, 

University of Cape Town, South Africa 

Slatus: Completed 

Promoting New Trade 
Opportunities for Africa 
Principal Investigator: 

B. Lynn Salinger, AIR]) 

Status: COIII/ilell!d; dist:ll,Hion 1m/leI' 

allailablt: in English 

Foreign Direct Investment in 
Kenya and Uganda 
Principal Investigator: Lucie Phillips, IBI 

Collaborating Institution (s): EPRC, 

Uganda; University of Nairohi, Kenya 

Stat liS: Comjlletion planned/or Se/llmnber 1999 

Structure of Incentives and 
Manufacturing Competitiveness 
in Kenya and Uganda 
Principal Investigator: 

Eckhard Siggel, CREFA-I.AVAL 

Collaborating Institution(s): Economics 

Dept., Makerere University, Uganda; 

Economics Dept., University of Nairobi 

Status: Com/lletion /llanllnl/ol' SI!/Jlembl!r 1999 

Regia Cli I C::~laL;".m in ECI::> 
..,. ,.. C .+h rn fric ...... 

Global Trade Analysis for Southern 
Africa: Zimbabwe, Zambia 
Principal Investigator: 

Will Masters, Purdue University 

Collaborating I nstitutioll (s): 

Economics Dept., University of 

Zimbabwe, Zimbabwe; Economics 

Dept., University of Zambia, Zambia 

.'Ita Ius: C011l/1/t!ted; )iual m/JOl't 

available/mm PI 

Promoting Trade Through 
Regional Integration 
Principal Investigator: 

Steven Radelet, HIID 

Stat Its: ComjJleted; discussio/l /m/ler 

available in English 

Modeling Electricity Trade 
in Southern Africa 
Principal Investigator: Tom Sparrow, 

Purdue University 

Collaborating Institution (s): 

Southern African Power Pool; 

Zimconsult, Zimbabwe 

Status: Comllleted; research l'e/}(}l't/ 

mer manualilvailable in E1Iglish 
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Lessons of East Asia for 
Promoting Trade in Africa 
Principal Investigator: 

Kmen Engel , AIRD 

Status: CIIIII/Ildl'fl 

Bringing Down Policy Barriers 
to Trade in Africa 
Principal Investigator: 

jdTrey Mell_e1 , AIRD 

Collaborating Institution (s): IBI 

Status: C01l1p":ted; dist:ll.uion jlfljim

aVlliulbIt: in English 

Political Economy of Trade 
Policy Reform 
Principal Invt:stigalOr: Lucie Phillips, IBI 

Status: COlll/Jle/t'{i; dist:llssioll /m/)I'r 

{/llai/abll: in English 

Promoting and Sustaining Trade 
and Exchange Reform in Africa 
Principal Investigator: 

Malcolm McPherson, I-HID 

Statlls: Comjllelt:d; available from PI 

Structural Barriers to Trade 
Principal Investigator: 

Joseph Stern, HIID 

Status: COllljl/t:tlll/; disrussio/l Impel' 

avai/able in English 

Determinants of Foreign Direct 
Investment in Africa 
Principal Investigator: 

Saskia Wilhelms, AJRD 

Status: COIII/i/eted; disrussion/)(ljillr 

available in English 

Effects of Policy Reform on 
Investment, Trade, Growth, 
and Poverty 
Principal Investigator: 

Dirck Stryker, AIRD 

Status: COlllpletinll/llannlldfor Septelllber 1999 

Transshipment of Textiles and 
Clothing through Africa 
Principal Investigator: 

B. Lynn Salinger, AIRD 

Status: Completed; llmi/ablll from PI 

Other Survey Papers 
<> rI no" c::,' ' 0" 

Trends in African Trade 
Principal Investigator: 

Abdoul Barry, AIRD 

StlltllS: Completed; not yet available 

Emerging World Trade Order 
in Financial Services 
Principal Investigator: 

Michael Isimbabi, IBI 

St(111I5: Com/lleted; not yet available 

Does Africa Grow Differently? 
Principal Investigator: Steve Block, AIRD 

Status: Completed; not .Vel llvailable 

Public Strategies for 
Growth and Equity 
(EAGER/PSGE) 

.. ~dl, t:~Uli:l 0 y, ell' Judicial 
D f rrn ~ "" ~ I .. no!l 

The Cost of Doing Business: 
Laws and Regulations Affecting 
Labor and Capital in Madagascar 
Principal Investigators: Dirck Stryker 

and Ndaya Beltchika, AIRD 

Collaborating InstitUlion (s): Societe 

d'A~sistance Technique et de Gestion 

(SOATEG);jURECO Etudes et 

Conseils, Madagascar 

Status: Com/lletion IJlannedfor Seplember 1999 

The Cost of Doing Business: 
Contract Enforcement in Tanzania 
Principal Investigator: Patrick Meagher, 

Center for Institutional Reform 

all(\ the Informal Sector (IRIS), 

University of Maryland 

Collaborating Institution(s): Economic 

and Social Research Foundation 

(ESRF), Tanzania 

Slat us: Completion planned for Se/ilember 1999 

The Cost of Doing Business: 
The Legal-Regulatory-Judicial 
Environment in Ghana 
Principal Investigator: 

Fred Boadu, MayaTech 

Collaborating Institution (s) : InstilUte 

of Statistical, Social, and Economic 

Research (ISSER), Ghana 

Slatlls: Complelion planned for September 1999 

Competition Policies for Growth: 
Legal and Regulatory Framework 
for Sub-Saharan Mrican Countries 
Principal Investigator: Cynthia Clement, 

IRIS; Georges Kursun, Chemonics 

International, Inc.; Andrew Gavil, 

Howard University School of Law; 

William Kovacic, George Washington 

University School of Law 

Collaborat.ing Institution (s): 

MADIO, Madagascar 

Status: Completion planned fnr Se/ltember 1999 

Barriers to Business Expansion 
in a New Policy Environment 
(Senegal and Malawi) 
Principal Investigators: Dirck Stryker 

and Ndaya Beltchika, AIRD 

Collaborating Institution (s): Millcnium 

Consulting Group, Malawi; Assistance 

et Conseil Enterprises, Senegal 

Status: Completion/llanned Jar September 1999 

Perceptions of Governance in 
Africa: A Survey of Business and 
Government Leaders 
Principal Investigators: Art Goldsmith 

and Sara Sievers, HIID 

Collaborating Institutions: African 

Economic Research Consortium; 

MiIlenium Consulting Group; MISR 

(Uganda); Kenya National Chamber of 

Commerce; Federation of Kenya 

Employers; Ghana Export Promotion 

Council; Association of Ghana 

Industries; Ministere de I'energie des 

mines et de l'industrie (Senegal); 

NOK International 

Status: To be completed October 1999 

M 

Tax Policy in Sub-Saharan Africa: 
The Role of Excise Taxes 
Principal Investigator: jonathan 

Haughton, HIID 

Collaborating Institution(s): Centre 

d'Etudes Economiques, Madagascar; 

Dept. of Economics, University of 

Dar es Salaam, Tanzania 

Status: Madagascar study completed; 

Tanzania study to be completed December 1999 

CONTINUED ON PAGE 24 
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Enhancing Transparency in 
Tax Administration: Madagascar 
and Tanzania 
Principal Investigator: Clive Gray, HIID 

Collaborating Institution(s) : Howard 

University; Centre d'Etudes 

Economiques; Dept. of Economics, 

University of Dar es Salaam 

Status: Madagascar study complRted; 

Tanzania study completlOTI planned for 

SeptembPT 1999 

Improving the Framework for 
Monetary Programming: 
Tanzania and Malawi 
Principallnvestigator(s): c'live Gray 

and Bruce Bolnick, HIID 

Collaborating Institution (s): Economic 

Research and Policy Dept., Directorate 

of Economics and Statistics, Bank of 

Tanzania; Economic Research Bureau, 

University of Dar es Salaam; Reserve 

Bank of Malawi; Economics Department, 

Chancellor College; Malawi Government 

Ministry of Finance and National 

Economic Council 

Status: ComplRtion planned for September 1999 

Restarting and Sustaining Growth 
and Development in Mrica 
Principal Investigator: Malcolm 

McPherson, HIID 

Collaborating Institution (s): IRIS; AlRO; 

Howard University; Mwaniki Associates, 

Ltd. Consulting Group, Kenya; Makerere 

Institute of Social Research, Makerere 

University, Uganda; Centre de 

Recherches Economiqlles Appliquees, 

Universite Cheikh Anta Diop, Senegal; 

Center for Economic Policy Analysis 

(CEPA), University of Ghana; 

Research on Poverty Alleviation 

(REPOA), Tanzania 

Status: 1'0 bl' completed Derember 1999 
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International Lessons on Property 
Taxation and Implications for 
Structuring Property Taxes in 
South Mrica 
Principal Investigator: Roy Kelly, HIID 

Collaborating Institutions: Department 

of Comitutional Development, Pretoria; 

City of Cape Town; Rustenburg District 

Council; Blomfontein District Council 

Status: Completioll planned for September 1999 

Repumtion,Reguiation,and 
Institutional Barriers to Investment 
Supply in Ghana 
Principal Investigator: 

Fred Boadll, MayaTech 

Collaborating Institutions: Institute of 

Statistics and Socio-Economic Research 

(ISSER); Ghana Investment Promotion 

Centre (GIPe); Ministry of Finance and 

Economic Planning (MOF), Ghana 

Status: To be complRted January 2000 

Financial Services for the Poor 
Principal Investigator: 

Eric Nelson, The World Bank 

Collaborating Institution (s) : MayaTech; 

University of Stellenbosch, South Africa; 

Bureau d'Etudes REMIX, Senegal 

Status: 1'0 be completed Derember 1999 

The Impact of Fmancial Sector 
Reform on Bank Efficiency and 
Financial Deepening for Savings 
Mobilization: Ghana 
Principal Investigator: 

Sam Ziorklui, Howard University 

Collaborating Institution(s) : Dept. Of 

Economics, University of Ghana; Bank 

of Ghana; Merchant Bank of Ghana; 

CDH Group 

Status: Completion planned for september J 999 

The Development of Capital 
Markets and Growth in Sub-Saharan 
Mrica: Ghana and Tanzania 
Principal Investigator(s): Sam Ziorklui, 

Howard University; Lemma Senbet, IRIS 

Collaborating Institution(s): School of 

Administration, University of Ghana, 

Legon; Economic and Social Research 

Foundation (ESRF), Dar es Salaam 

Status: Completion planned for September 1999 

Financial Development for 
Micro-Enterprises in Kenya: 
The Transformation of K-REP 
from NGO to Diversified 
Holding Company 
Principal Investigator(s) : 

A~hok Rai and Jay Rosengard, HIID 

Collaborating Institution (s) : Kenya 

Rural Enterprise Program (K-REP) 

Status: omllletlon planned for September 1999 

a or rv 

Increasing Labor Demand and 
Productivity in South Mrica 
Principal Investigator: 

Dirck Stryker, AIRO 

Collaborating Institution(s): University 

of Witwatersrand; University of 

Natal/Durban; University of Cape 

Town, South Africa 

Status: Completion planned for Septembf!r 1999 

Increasing Labor Demand and 
Productivity in Ghana 
Principal Investigator(s) : 

George Gyan-Baflour and Charles 

Betsey, Howard University 

Collaborating Institution (s): University 

of Ghana; Center for Economic 

Policy Analysis 

Status: Completed; final report 

available from PI 

The Contribution of Business 
Linkages to the Growth of Productive 
Employment Among Micro and Small 
Enterprises in South Africa 
Principal Investigator: Donald Mead, 

Michigan State University 

Collaborating Institution (s) : University 

of Natal/Pietermaritzburg; University 

of Natal/Durban; University of the 

North, South Africa 

Status: Completed; final report available in a 

Tlolume published ily University of Natal Press 
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