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Foreword

vnml to reducing poverty in Sub-Saharan’ Africa. Many Afican

- 1 | Q BROAD-BASED I’ATTERN Ol' RAPID ECONOMIC GROWTH 15 -
countries-have undertaken structural nd)ustmcnt programs to

" reverse the CCOI]DmIC decline of the 1980s and accelerate growth. Gpr

- per capita gmw:h remains low, however, raising troubling questions
~ about the extent and cfficacy of the policy reform cfforts. For this rea-
son, the Development Economics Vice Presidency oonductcd astudyto -

- assess how much-policy reform has taken place in Africa, how successful
. it has been, and how much more remains to be done. This report, Ad- .

_ justment in Africa: Reforms, Results, and the Road Abead, summarizes the

* findings of that research. A companion repott, Adjustment in Africa:
Lessons from Country Case Studies (Husam and Faruqcc 1994), docu—, '

~ ments reform efforts in seven countries.

~ Adjustment programs are necessary but not cnough to raise eco-

. nomic growth. As discussed at length in Sub-Saharan Aﬁzca. From Gri-
" sis to Sustainable Growth (World Bank 1989), investments in human

- capital and infrastructure, efforts to build the economic institutions
necessary to a wcll—ﬁmcuomng market economy. and initiatives to in-
crease technical capacity must also continue apace. This report, with its

* focus on adjustment, is intended to complement other World Bank - |

N publications dealing with the various facets of Africa’s long-term dcvcl-
opment strategy. -

Adjustment in Africa reviews the pohcy rcﬁ)rms typxcally included in
- African adjustment programs during the second half of the 1980s and

- analyzes their relation to economic performance. The evidence shows

thar progress. has been mixed, :md thar in every African oountry, key re- -

forms are still incomplete. ,
‘There are rewards to adjustment, however, as countrics that have

come the furthest in implementing good pol:cxes—pamcularly good -

 macroeconomic pohmcs——havc enjoyed a resutgence of growth. But the

"~ level of per capita growth, even among the countries chat have adjusted

 the mos, is sdill bclow what is nccded for mpld poverty reduction.



ADJUSTMENT IN AFRICA

Where do ld]llhtmt.nt programs go from here? Tht. rcpnrt concludes a
that in the macrocconomic, trade, and agriculeural sectors, the major
task is to move forward with the current approach to policy reform. In -
the financial and public enterprise sectors, some rethinking of strategy. is
called for. This report highlights the role that adjustment needs to play
in lmprovmg the policy environment For the provision of basic a.ocnl- )

services and protecting the environment.-

‘Government ownership of an economic reform program is a prereq- -
uisice for its success. But ownership must not stop with the government.
Political leaders must build a brond-bmd consensus on the need for re-

* form so that ad)ustment programs are not derailed by powchul interest

groups. One of the major challenges for the next generation of adjust- -
ment programs is for governments -and donors allke to- ﬁnd ways oF

“widening ownership and building consensus.

- This study is the second in a series of Palicy Research cho rts, Wthh'
are intended ro bring o a broad audience the resules of World B:ml\,re- :

search on development policy issues. As reports on policy issues, these
- - books should help us take stock of what we know—and whart we do not

know. While remaining accessible to- nonspecialists, they should con-

- tribute to the debate among academics and policymakers about_appro— .

priate public policy objectives and instruments for developing
economies. And as research documents, these books may also provoke
debate, both within the Bank and ourside, conoemmg the annlync'

methods used and the conclusions drawn.

Adjustment in Afrieais a product of the staff of the World Banl\ and :
the judgments made herein do not necessarily reflect the view of the

. Board of Directors or the governments they represent.

Michael Bruno " ,
- Vice President Development Economics -

and Chief Economist

The World Bank



Overview

'N THE AFRICAN COUNTRIES THAT HAVE UNDERTAKEN AND

 sustained major policy reforms, adjustment is working. But a
number of countries have yet to implement the reforms needed
to restore growth. And even among the strongest adjusters, no

~"Of the twenty-nine countries studied in this report (and
listed in the box on page 17), the six with the most improvement in -

; 7 'macrocconomlc p_oll_cu:s between 1981-86 and 1987-91 enjoyed the -

strongest resurgence in economic performance. They experienced a
median increase of a2lmost 2 percentage points in the growth rate of

. gross domestic produr:t (GDP) per capita, bringing their median rate of = '

- growth up from a negative level to an average 1.1 percent a year during
~1987-91. The increase in their industrial and export g growth rates was
‘even more striking. And agriculcural growth also accelerated in the _ |
countries that taxed their farmers less. By contrast, countries that did
not improve their policies saw their median GC? growth fall to a level -
of -2 percent a year, in all likelihood increasing the number of the poor.
Policy reforms have been uneven across sectors and across countries.
The countries studied here have generally been more successful in im-
- proving their macroeconomic, trade, and agricultural policics than
their public and financial sectors. Almost two-thirds of the countries
managed to put better macroeconomic and agriculzural policies in '
" place by the end of the 1980s. Improvcmcnts in the macrocconomic
 framework also enabled countries to adopt more market-based systems
of foreign exchange allocation and fcwcr administrative controls over
imports.-
‘However, reforms remain incomplete. No African country has
' achrcvcd a sound macroeconomic policy stance-——whnch in broad terms

, '7<:'ounr'ry has gone the full distance in restructuring its economy.
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~ means inflation under 10 percent, a very low budget deficir, and a com- - _

- petitive exchange rate. In a third of the countries, macroeconomic poli-
cies actually deteriorated over the decade. Furthermore, countries are
still taxing their farmers heavily, through marketing boards and/or over-
valued exchange rates. Most countries have further to go in eliminating
nontariff barriers and adopting a moderate, rarifi-based level of protec-

tion. Social spending, while not showing an overall decline durmg thc" 3
adjustment period, is mlsallocatcd within the health and cducation sec-
tors. And the politically difficult reform of the publlc cntcrpnsc :md fi-- -

" nandl sectors lags well behind. 7
" Moreover, there is oonmdemblc concern that the rcforms undereaken
to date are fragile and that they are merely renurning Africa to the slow-

growth path of the 1960s and 19705. At the same time, there is hope that o
Africa, like East Asia thirry years ago, will move onto a faster develop- =

ment track. For that to happen, more progress will be required in macro-
economic reform—to provide a swble environment in which economic
activity can flourish. Much more progress in trade, agricultural, and reg-.
ulatory reform will also be needed—to create 2 favorable climare for busi-

'ness so that Africa can join the world economy. And growth with equity

~will call for strong pofitical resolve to rackle moncy-losing public enter-
 prises and bloated bureaucracies—to free up the resources needed oim-"

prove basic health and educadion services for the poor. o
Adjustmen alone will not pur countries on a sustained, poverty- -
reducing growth path. Thatis the challenge of “long-term developmcnt, .
which requires better economic policies 2nd more investment in human
 capital, infrastructure, and instusion-building, along with berter gov-
-~ ernance. Bur development cannot proceed when inflation is high, dlc g

e ¢ rate overvalued, farmers overtaxed, vital imports in shorr sup- -

ply, prices and production heavily regulated, key public services in dis-
- repair, and basic financial services unavailable. In such cases,

" fundamental restructuring of the economy is needed to make develop-

- ment possible. The objective of structural adjustment programs thus is

to establish a marker-friendly set of incentives that can encourage theac- -
cumnulation of capital and more efficient allocation of resources. - -
" This report addresses three questions: How much did adjusting
- African countries change their policies? Did their policy reforms restore
growth? And what is the road ahead for adjustmene In answering these
questions, the repore advances the debate on adjustment by prov1d1 ng

~ the most compn:hcns-vc data so far on pol:q changes in Sub—Saharan o |



o Africa. It takes a careful iook at :whethcr‘reforms are paying off, and it

identifies the areas where the adjustment strategy needs to be redirected.
The report shows that African countries have made great strides in im-
: proving policies and restoring growth, but that they still have a long way

. togoinadopting thc policies needed to move onto a faster growth path
. and reducc povcrty :

o pouc:gsmeeﬁ.,gm '

drew up ad;uctmcnt programs in the 19805——programs o

T THE TWENTY—NINE AFRICAN COUNTRIES F.XAMINED HERE

_ intended to improve the poor policies: that were the primary
cause of the 15 percent fall in Africi's GDP per capita between 1977

"~ and 1985: The outcomes? Macroeconomic reforms have spurred exter-

- nal comperitiveness while kccping inflation low. Trade reforms have

o increased access to the imports needed for growth. And the reduced -

" taxation of agriculture has hclped the poor while encouragmg produc- '

tion and cxports

@ On thc macrocconomxc front, six of the adjusung countries had a
, [arge improvement in policies, nine a small 1 improvement, and '
" eleven a deterioration.2 As a whole, they cur their budget deficits’
(by a- median of 1.9 percent of GDP between 1981-86 and.
1990-91) and reduced inflation to moderate levels. And the coun-
 tries with flexible exchange rates (those ourside the CFA franc zone)
depreciated the real effective exchange rate by 50 percent and re--
~ duced the premium on the parallel market for foreign exchange
- (from a median of 60 pcrcent durmg 1981—86 to 25 pcrcent dur-
: ing 1990-91). :
- ® In tade, many countries have subsmnmlly reduced the number of .
- imports subject o nontariff barriers and begun to rationalize the -
tariff strucrure. Most of the flexible cxcbangc rate countries have -
moved to more automatic systcms of granting Forcngn cxchangc
®m In agnculture, two-thlrds of- the achustmg countries are taxmg '
their farmers less. Despite huge declines in real exporr prices, pol- -
 icy changes have increased real producer prices for agricultural ex-
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porters in ten countrics. OF the fifteen ‘governments that had.

major restrictions on the private pui'ch.uc. distribution, and sale of
- major food crops before deuatnmnt. thirtcen h.lVL w:thdmwn
~ from marketing .\lmoct completely. '

For public enterprises 1 'mcl finandial cnn.rpnacs. 11owcvu', there h'wc a
been few pollcy ch.mg&.

‘w African govemmenrs Thave sold oFF only a sm:lll aharc oF thcnr as-
~ sets. The value of- pn\ntlmnons in Nigeria between 1988 and
1992 was less than 1 percent of that in Argentina, Malaysia, or -
'Mexico, even after ad;usnng for Nigerias smaller GoP. 3 Explicic
- and implicit financial flows to public enterprises are still high. Bur -

- one encouraging trend is thar governments hnve stopped exp:md-

- ing their public enterprlse sectors. : S

'@ In most African countries, the financial sector, dcspxtc reform ef
- forts, is sill heavily burdened by public_sector demands for -
 credie—with the central government alone (excluding public en-
terprises) absorbing more than 30 percent of domestic credit.

Better Policies Pay Off

HERE HAS BEEN MUCH TALK ABOUT THE COSTS OF AD]UST— :

ment, less abour the substantial benefits. Most countries that

improved their policies have returned to positive rates of GDP
per capita growth. This tumaround shows that adjustment policies

- work when implemented properly. And although GDP per capita growth -

rates remain low, it is unreasonable to expect that African countries
would quickly match the rapid rise of the best performers in Asia and

elsewhere. ‘Even before the macroeconomic crisis of the early 19805,

Sub-Saharan Africa was growing more slowly than other regions.

As we have noted, the six adjusting countries with the most improved
macroeconomic policies had a median increase in GDP per capita g growth
of almost 2 percentage points between 1981-86 and 1987-91 (figure

- 1), That compares with an increase of 1.5 percentage points for those
 countries with less improved policies and a dedline of 2.6 percentage
pomw for those with a dererioration in pol:cms. Thc median i increase in



Figure 1 Median Changes in Average Anmlal Growth Rates of Adjustmg Afrl-can 00untr|es
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‘Policy reforms paid off in higher
growth rates in income, exports,
industry, and agriculture. -

most improved macroeconomic policies, while in countries with policy -
deteriorations, export growth declined 0.7 percentage points. For the
best performers, industrial growth accelerated by more than 6 percent-
age points, compared with 1.7 percentage points in countries with dete-
 rioraring policies. And countries that substandially reduced the raxaion
of export crop farmers increased median: abncultural growth by 2 per— :
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centage pomm, whllc countrics chat t.ncd farmers mm'c SaW growrh Flll o
by 1.6 percentage points. | . '
Policy packages to address the adverse c\tcrml shocks .lnd .scvcrcly'
overvalued real exch.lng:,c rates of the carly 1980s h"\d high payoffs.
Countries th.ll‘ brought abour a- real depreciation of 40 percent or more -
berween 1981-86 and 1987-91—all of them with Aexible cxch'mgc'
rates—had a median increase in GDP per capita growth of 2.3 percent-
age points. Countries that had apprecntlom—nll of them with fixed. ex-
change. mtca—:.uff ered 2 median decline of 1.7 percentage points,
~ These results demonstrate the payoffs to improving policies. What
‘about the payoffs to good policies? Countries that maintained orended
up with fair or adequate macroeconomic policies during 1987-91 did -
berter than countries with poor or very poor policies (figure 2). The me-
Vdmn rate of GDP per capira growth in countries with the better macro- .
economic policy stance was 0.4 percent a year berween 1987 and
_ 1991—low but at least positive, and a turnaround from annual declines - '
~ of abour 1 percent a year in the early 1980s. By contrast, in countries
with poor or very poor macroeconomic policies, median GDP per capita
‘growth fell 2.1 percent a year on average. The extent of government in-
tervention in markers also made a difference in growth. Countries chat -
limited their intervention in markets had median GDP per capita growth
" Countries with better policy stances of almost 2 percent during 1987-91, compared with declines of more
had,faster COP per capita growth. than 1 percent for the countries that intervened more c'ctenswely

Figure 2 Pollcy Stance and Medlan CDP per Capita Growth in Adj ustlng African Countries :

Macroeeonomlc Pollcius and Growth - " Market Intervention Pnlicies and Growth

Average annual growth, . - ) Average annual growth,
1987-91 (percent) - ) 1987-91 (percent)
- 3 : - : 3,
0 o | : —
-2 _2 ’
' Countries with fair or " Countries with poor Countries with Countries with Countries with
“adequate policles - or vary poor policles N limited intervention medium intervention heavy intervention

. in1990-91. ) in 1990-91 ' in1992 © im1992 : inl1992

Note: See source tables for a listing of cou nrrics in cach group,
Sources: Table 5.1 and appendix table A.13.
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} External Transfers Helped

- Increases in cxtcrml eransfers (a mcdmn rise of A-percent of GDP be-
‘tween 1981-86 and 1987-91) also contributed ra faster growth, Six- .
teen countries benefited from higher external transfers. Countries with

increases in external ransfers (a median increase of 0.6 percent of Gy
“had a median increase in GDP per capita growth of 1.2 percentge
~ points. Those with reductions (a median decrease of 0.6 percent of GDY)
suffered a small slowdown in GDP per C'lplt'l growth. External transfers
relieved import constraints, ﬁnanccd investment, and smoothed con-

* sumption—just what they are intended to do. But overall, pol:cy re-

forms were more strongly associated wuth increases in growrh rates than =~
cxterml tranaFers wete. - ' -

The Impact of Adjustment on the Poor '
and tlle Environment

In AFrican countries that have undertaken some reforms and’
achieved some increase in growth, the majority of the poor are probably
better off and almost certainly no worse off. The poor are mostly rural,
and as producers, they tend to benefit from agricultural, trade, and ex-
change rate reforms and from the demonopolization of important com-

mercial acrivities. As consumers, both the urban and the rural poor tend

to be hurt by rising food prices. But adjustment measures have seldom
had a major impact on food prices in either the open market or the par-

allel. market, which supplies most of the poor. Where rationing was

widespread, as in Tanzania, real prices for key consumer goods have even
~ fallen. Similarly, the layoffs of public sector employe&r,_ who are among
“those hardest hit by adjustment, have not generally added to the num-

ber of poor people. Many of those who lost their jobs were able to find

other work, often by returning to rural areas. '

- The absence of empirical studies makes it difficulc to document : 'my
clear and specific link between adjustment reforms and environmental
changes in Sub-Saharan Africa. To the extent thar policy reforms have

encouraged sound pricing of energy, fertilizer, and water resources, they

have reduced -wasteful distribution and consumption. Not all distor-

- tions have been eliminated, however, and there is still much room for
progress in instituring appropnate systems of natural resource pricing
and raxartion.
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Policies Are Not Good—Yet
ESPITE THE EFFORTS TO IMPROVE THE MACROECONOMIC
environment, open up markets, and strengthen the public.

and financial sectors, most African countries still lack policies
thar are sound by international standards. Even Africa’s best performers -

‘have worse macroeconomic policies than the newly industrializing

economies in Asia. Few besides Ghana come close to having adequate

- monetary, fiscal, and cxchange rate policies. And Ghana lags behind - o
other adjusting countries clscwhcre—Chllc and Mcx1co, for exam- - o

ple—in trade and public enterprise reform. .
In trade, many African countries have, by cllmmatlng extensive im-

port controls, retutned to th:: regimes they had before the crisis—helped

in many cases by successful exchange rate depreciations thar restored -

~ competitiveness. Other countries thar never experienced a severe macro-
" economic crisis, such as Kenya and Zimbabwe, have moved slowly to-

‘ward import liberalization. The current policy stance in countries with -~
flexible exchange rates is free of the heavy administrative controls that -~

characterized the period before adjustment, but most African countries
still have some nontariff barriers and high and dispersed tariffs. o
~ The policy stance for agricultural pricing and other price controls is

" more difficult o quannfy Most countries have. climinated price controls

and restrictions on the marketing and pricing of food staplcs, and many
have eliminared costly subsidies for fcmhzcr (wich no apparent reduc-'

tion of fertilizer use) and liberalized its distriburion. But. govc:mmentsr -

continue to intervene heavily in the markcnng of export crops.
- The scarce evidence on public enterprise reform suggests that there ~
- has been no significant reducrion in financial flows to-public enterprises = -
or in the volume of assets held by the government. Nor has there beena - -
- susrainable improvement in the efﬁcnency of enterprises remaining pub- .
lic. The paucity of data partly reflects insticutional weaknesses, but it
" probably also reflects the lack of government commitment to results.

Financial reform lags behind as well. The financial position of the bank- |

ing sector is eak because of poor macroeconomic management, which in- -~

duces the monetizaton of fiscal deficits through the banks. It is also weak .

because of the slow pace of reform in the public cntcrpnsc sector. And it re- -

- flects continuing government interference in the management of the fi-
‘nancial sector. A large share of bank lending still goes to the public -
* enterprise sector, making it more difficult for the private sector to borrow.



Although public spending on health and education did not decline in
the adjustment period—an achicvement given the fiscal’ problems of
African countries—there is little evidence of an increase in that spend-

ing. Nor is there much evidence that public spending within those sec-
tors is being reallocated away from costly tertiary programs and roward
- ‘the basic services most likely to reach the poor. o

" The Road Ahead for Adjustment

RAWING ON SUCCESSFUL EXPERIENCES ELSEWHERE AND =~

taking Sub-Saharan Africds ¢ circumstances into account, three
. pnnc1pies can guxdc Afncan govemmcnts undcrtakmg reform _
M Get macroeconomic pol'cles right, Keepmg budget deficis small helps
in controlling infladon and avoiding balancc—of-paymcnts prob- -
“lems. Keeplng a realistic exchange rate pays off in grearer interna-
" donal competitiveness and in supporting convertible currencies.

. Encoufage competition. Competition means higher productivity, and

" firms forced to compete are more efficient than those with privi-- -

leged access to credit or foreign exchange. A top priority for reform "

in Africa is to increase comperition through domestic deregulation,
" trade reform, and the privatization of public enterprises. - )
W Use scarce mshtuhonal capacity wisely. Because most African countries
have limited capacity o govern well, high pnoru:y  should be given
~ to reforms thar minimize unnecessary government involvement in
" markets. For example, marketing boards should be abolished,
public enterprises pnvattzed, and i lmport restrictions rcplaced by

tanﬁ

Many Afican countries are moving in the nght dm:cnon thh theu .
* macroeconomic, agricultural, and trade policies, and most policymakers -
agree on what still needs to be done. But there has been litde progress in
* reforming public enterprises and the financial sector, and there is much
. less consensus on how to proceed. Reform in these sectors is particularly

 difficult because of the powerful vested interests thar have been creared -
- through government. intervention. A strong social consensus on the

- need to improve governance is thus a prerequisite for progress.-
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Mtwinig Forward Where There Is Consensus .

 Getting macroeennomic_polities right. Countries should continue with
the current strategy: avoiding overvalued exchange rates and keeping
inflation and budget deficits low. Good macroeconomic policies have
pa:d off in East Asia, and they will pay oﬂ" in Aﬁ'lcn, too—mdced thcy

,arc 1lrcady starting to do so. -

Most-countries in the region  seill need to cut budget deﬁc;ts :md in-'

 direct fiscal losses (those covered by the banking system) in order to -
lessen the need for inflationary financing or additional external financ-

ing. There is firtle scope for curting overall public spending in many

" countries, although the composmon of spendmg can and should be im--
- proved. Increasing tax revenues is thus the best avenue for reducing
- deficits, bue the increases should come by levying broad-bascd taxes thnt

do not unduly penalize businesses and by granting fewcr c.\cmpnons
that favor the polirically well-connected. . o '

' Domestic savings, which are low in: Africa relative to other dcvclop-
ing regions, must increase to finance investment. Eliminating large neg-

‘ative real interest rates is a crucial first step. But given the complexity of -
devising additional policies to encourage private savings, raising public

savings is the best option in the short run. The surest way to increase -
savings in the lang term is-to boost growth, because growth and savings

' “reinforce each other in a virtuous cu'clc, with high crrowth lcadmo to
“high saving and to hloher growth.

Taxmg agru:ulture less. In agriculrure thc main task is to continue

reducing the taxadon of farmers by hbcrahzma pricing and marketing

and by rcducmg the protection of industry. Progress has been made,

" burt countries need to do more o hclp farmers, :md the elirnination of

agricultural markering parastatls, particularly for export crops, must '
be high on the agenda. Liberalizing markets'so thar private agents can
compete with parastatals and linking producer prices to world market

prices may be useful transitional ‘mechanisms in the near term. These

reforms can help farmers reap the full benefic of the exchange rate -
depreciations, which might otherwise merely shore up the ﬁnancnal a
profitability of pamstata]s _

‘Care must be taken nor to undermine market lxbcmllmuon cﬁ"orts
with restrictive licensing procedures and -other interventions that give
markeﬁng parastatals an undue competitive advanﬁge. Traders often
face a thicker of regulations for licensing, transportation, the movement



of goods, trading hours and locations, and weights and measures. Elim-
 inating these burdensome obstacles is essential for increasing proficabil- -
ity and production in agriculture. Simultaneous progress in the
development agenda is also important. Improving the quality of public
 spending for transport nerworks, rural infrastructure, and agriculmral '
research and extension wnll enhance thc pnyoFf; to improving agricul-
tural policies. '
 Putting exporters first. Becausc cxports are so beneﬁcml for ﬂrowth

o countrles should consider che needs of exporters carefully and apply -

" an “exporters first” rule. One easy way for government to help

exporters is to remove unnecessary policy impediments—aby providing
auromatic access to foreign exchange, eliminating export monopolies,
- and f:xcrhtatmg access to intermediate inputs and capiral goods.
- Governments also need te welcome foreign participation, because for-
“eign firms can bring the contacts and producnon knowledge needed
. for penetrating globa.l markets. But governments and international
agencies should abandon the practice of uying to pick “winners"—
thar is, pushing particular c:\ports-—bcause they have consistently -
made poor choices in the past. Export processing zones have seldom
been more effective than simple free-trade zones and bonded produc-

- . tion areas, so it is important to find other mechanisms to help
exporters avoid administrative, regularory, and ariff impediments. A

- high priority is dcvelopmtr workable schcmcs to prowde e\portcrs
access to duty-free inputs.
The potential for Xport g growth i Is great, because Afican countries
. arestarting from a very low base. Even modest success in increasing their
share of world markets will translate into tremendous growth. The fu-
ture is in nontraditional exports, bur. raditional exports still need to be
~ pare of an outward-oriented strategy. Gaining just a very small foothold
' in the world market for such traditional, labor-intensive goods as doth-
ing and foorwear would substantially increase the region’s exports. But - -
this does not mean that Africa should neglec its traditional exporr of
primary commodities, even those thart face limited world demand. Al-
though the region already has a large market share in a handful of agri-
culrural commodities, notably cocoa, it is possible to expand thar share
further. Good policies and investments in infrastrucrure and research
- and extension activities can help to raise the productivity of Aftican pro-
ducers and displace higher-cost producers elsewhere (as Indonesia and
_ Malaysra have dcmonstra.tcd) :
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 Rationalizing import barriers. There has been progress in liberalizing -
imports, but most countries have gone only halfivay. African countries
should conrinue to eliminate nontariff barriers (NT8s) to rationalize the
trade regime and increase transparency. The focus should be not on-
fine-tuning tariff levels but on establishing a credible schedule for sub-
stituting wariffs for NTBs. Even very high tariffs, if imposed only fora

* clearly limited peried, can support the objectives of adjustment. The
+ next steps on the agenda are to simplify the wriff structure, reduce the
highest rates to more moderate levels, and institute 2 minimum ax— -

so long as effective systems are in place to provide exporters duty-free

* access to imports. These reforms can often generate enough revenue to

offser a fairly substantial overall lowering of wriffs, while leading 10 2~

B more compcunvc environment and productivity gains. Beyond thar, .
further progress toward a low and comp[etely umform ariff structure -

should not mcnﬁcc ﬁscal revenues.

Rethmkmg Adjustment Where There Is Lees Success—
and Loss COnsensus ’ 7

-, Privatizing pubﬁc enterprises. The efforts to privatize 'srtafcrcbrpor:iﬁcins -
and to improve their performance have yielded meager results so far.-

| African governments have resisted privatization, especially of the most

important public enterprises. But the altcmauvcs——nmposmg hard
budger constraints, granting the enterprises. greater autonomy, and
purting them on a commercial footing—seldom work. - '
Countries elsewhere are getting around the obstacles to pnvatmnon, ;
and their experience might be useful in Africa. Some of these countries
have fostered broad-based ownership by giving private citizens vouchers
for shares in public enterprises, or reserving shares for employees. Others
are using various types of private investment and holding companies to
improve: corporate management. Nonassct drvanture—throubh leas-
ing, concessions, and incentive-based pcrformancc contracts—can in-

crease private sector management of the public udlides :md other |
~ natural monopolies and improve their productivity.

Prudent financial reform. The overall approach to ﬁnancml dcvelop—
ment is on targer, but reforms have suffered from too much fith in

* quick fixes. African countries need to continue with a three-part strat-

egy of reducing financial repression, restoring bank solvency, and

. improving financial infrastructure. But adjustment programs have



: bcen"ovcrl)'rha'Sty in cleaning balance sheets and rccapft:iliﬁng banks

" in an environment where institutional capacity is weak and the main -

borrowers (the government and public enterprises) are ﬁn.mcially dis-
tressed. Many programs were based on the assumprion that banks
_could improve their performance simply by removing the bad loans
ﬁ'om their balance sheets, replacing managers, and injecting new capi-

tal to bring assets up to international standards. This usually was

“insufficient for several reasons: reforms were nor accompanied by
.needed macroeconomic and structural changes, bank managers con-

" tinued to be exposed to political inrerference, and regulatory and

7'7 'supervxsory capacities werc madcquatc and cou]d only be dcvclopcd
over time. , :
* A more pmdcnt s:mtegy to restore b:mL solvenqr mvolves downs:z—

ing publicly owned banks, privatizing them where possible, and encour- ~ -

. aging new entrants. Because most African countries. lack the capacity to

regulatc and supervise, the challenge is to devise a financial system that |

 offers extra cushions against risk—by setting highcr-than-normal capiaal-

- adequacy ratios, relying more on foreign banks, and limidng entry to
reputable banks with a solid capitl base. Countries must strike a bal-

- ance berween the need to increase competition and the need to ensure

' the solvency of financial institutions.
Improvmg public sector management remains a major dlallcnae

for the road ahead—bur one that probably extends beyond what ad-
_ ]ustmcnt-rclated pohcy reforms alone can accomplish. Perhaps the

- biggest challenge is to build a more effective civil service to provide

~ the elements necessary for a well-functioning market economy, in-

cluding a sound macroeconomic and legal framework and 2 system -

- for provxdmg basic social services consistent with thc dcvclopmcnt
objective of growth with equity. There is mc:rmsmtr recognition that
‘adjustment programs, wich their focus on containing civil service
" costs, have had limited success in t:lcklm° the more fundamental

- 'problcms of the public sector, such as the lack of accountabxhty and
transparency, civil service - employment and pay pracrtices that are un- |
related to rechnical competence and productivity, regressive pacterns-
of resource. mobilization, expenditures that conflict with develop-- N
ment priorities, and the limited capacity for policy analysis. Broader -

- approachcs that addrcss the d1PﬁcuIt tasks of strengthening the ad-

ministrative structure and cmtmo - the condmons for 1mprovcd gov- -

f ernance are thus mllcd for.

- SUMMARY}
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: More Adjostment—Not I.ess—WouId Help the Poor and the
- Environment

Findings from Brazil, Céte d’ lvolrc, and Pcru show thar the lnck of

- adjustment is what most hurts the poor and most increases their num-

ber. Addressing the fundamental policy distortions that inhibit growrh.
is thus an essential part of a strategy to reduce poverry. 7

The poor will benefit more from an increase in growth if spending
programs to develop human resources are protected during the adjust-

_ ment process, and if the pohcy package climinates the distortions in

labor, land, and output markets that disadvantage the poor. More could -

- have been done, and should have been done, to reduce poverty in the -

context of adjustment programs. This has been changing in the past few
years, as adjustment progtams strive to improve public expendicure in

the social sectors. But the fundamental development ch:lhmge of im-
- proving Africas human resource base requires more than - policy
- change—it also requires sustained investmenit and institurion-building.

- In addition 1 reducing poverty, adjustment programs in. Sub-

Saharan Africa can promote judicious use of natural resources by insti-:
tuting policy reforms thar affect the pricing of agricultural and forest

-~ outpurs, petroleum products, energy, and so forth. But macroeconomic
*and broad sectoral policies are very general and cannot substitute for

specific environmental interrendons. Designing effective systems for
environmental protection when institutional capacity is limited is no

simple task. It may be preferable to give firms and communities incen-

tives to protect the environment rathcr than to depend on governmen-

~tal regulatory and enforcement capacity. As with poverty, many

environmental problems require a comblnauon of policy reform, invest-
ment, and msnrunon-bulldmg

Aid and Growth

Aid o Aftican countries must be structured in ways dlat'épced, rather
than impede, growth. Higher income generates greater domestic savings

~ .and, in time, reduces the dependence on foreign savings. But today’s

large volume of aid poses dangers: it could soften budget constraints and
thus finance the postponement of public sector reforms. Expanded aid
flows should therefore be linked to strong reform programs and berter
governance. In financing country—spccxﬁc adjustment programs that



have a good prolm-bilirry of yielding subsancial lrcﬁirms. a key issue is to

design transfer mechanisms and to allocate aid across countries and sec-

tors so that it supports a pollcy and investment framework for high ac-
s ,cumul-u:mn of capital and rising public savings. Another key issue is to

~ design aid so thar it supports reforms without adding distortions in for-
eign exchange or labor markets and so that it builds institutions up in- ~

stead of wearing them down. One of the major challenges on the road

" aheadis finding ways to help governments promote widesprend owner- '

“ship of adjustment programs and muster support among the interest

: ,;‘groupa that have the most to gain from reforms.

 Efforts by donors to brlng Africas stocl\ of debr down to sustmnnblc

- levels can, when linked to strong; adjustment efforts, help countriesreal-

ize the benefits of policy reforms. The debt burden of many African

- countries is huge, and many will have too much debt even under the -
~very favorable debr relief proposals under consideration. So far, aid flows

* and concessional lending have more than offset debr service payments.

' Butin the medium and long term, as countries adopt better policies, the -
debt overh:mg is likely to deter private investment. And the debe service
. burden threatens to ear away at increased export earnings and domestic

savings that might otherwise be used in pursuit of long-term develop-

" ment objectives. For countries undcrmkmg comprehensive and sus-

ained policy rcform, reducing the debt stocl\ burden ©0a rnanagmblc

lcvcl would improve their development prospects. This means rethink-

. ing the current debr relief strategy, which stll leaves many countries

with debt service requirements beyond their capacity to pay: The focus -
- should be on reducing the stock of debt to susta.lnablc Icvcls, even if that

~means differences in treatment across countries.

Even with wansformed pohcu:s, higher savings, and better invest-
mencs, Africa will still require exceptional external assistance for ar least
another decade. But countries cannot expect an increased flow of foreign

_resources without undertaking the economic reforms necessary for

* growth and poverty reduction. And such economic reforms will probably - 7

not take place until the conditions for good governance are established.
| moEw

. Adjustment is the necessary first step on the road to sustainable,

) 'povcrty—redumna growth. But adjustment programs in Sub-Saharan
- Africa have been burdened with unrallstlcally high hopes, driven in
part by awareness of the real poverty that economic growth can helpal--

ST
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© Notes

leviate. Some proponents of adjustment thought that it could quickly
put African countries on a much higher growth path than before. Too -
often there has been litde effort to determine whether Africa’s disap-
pointing economic performance in the aggregate represents a failure to
adjust or a failure of adjustment. Opponents have wrongly. cast and crit-

icized adjustment as an alternative  measures supporting long-term
development. The resulting confusion has sometimes led to sterile de- -
- bare about the efficacy of adjustment policies. More important, it has

risked creating undue pessimism among African countries and donors.

That pessimism is unwarranted, for there has been progress. The turn--
~around in growth shows thar adjusunent——cvcn mcomplctc adjust-

ment—can put A&xcan countncs bacL on thc road to dcvclopmcnt. C

1. Schadler and others (1993) examined similarissues 2. Complere macroeconomic data were availab!c for .
for the group of countries benefiting from the Interna- onIy twcnty-sx.\ countries. : S
tional Monertary Fund’s Enhanced Structural Adjustment o | -

- Fadility. They used a different methodology but reached 3. Dam on thc value of privatizations come from

' broadly similar conclusions.

16 -

Schwartz and Lopes (1993).



' THIS STUDY POCUSES ON 'I'WEN'IYNINE COUN-
_.tries in Sub-Saharan Aﬁ'xca thar were' undcrgomg

structural adjustment: ‘sometime bctwecn 1987 and
1991 (sec the table below) We: cxcluded thc ve
- _small economies, some of which had. ad,ustm nt pr
. grams; because there is less mformanonabo t them
* and bcmusc cxuc:nal aid’ dlspropomqna.tcl' affects
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 Quamity - Tite - Sk Namber . Prcs © - Tordl -
| Adjustmentin Africa (full report), English | 60994 - | . $19.95
Adjustmentin Africa (fll report), French ~ | 12530 | $19.95 -
AdjuSlmentm Afica (munary).Enghsh 12195 | $695
Adjustment in Affica (summary),Freach | 12796 |  $695
- Adjustment in Africa: Lessons from Country o
Case Stdies 12787 | s2695
| | Sublotsl US$
*Ifapmchaseordaxsused,acﬂmlpostagewﬂl 'P andl ili g"USS

be charged. If payment is by check orcmdit ,
card, postage and handling charges are o - , Total US$
US$5.00 per order. For air mail delivery ' o :

~ outside the U.S., include US$8.00 for the first
item and US$6.00 for each addiﬁonal itm ,

CHECKMETHOD OF PAYMENT , ‘
‘0 Enclosed is my check payable to The World Bank. _ o
o Chargemy QVIsSA O MasterCard QO American Express

Credit card account number 7

Explmnondale o - - Signaturs
L'.I Bill me. (Instmmonal customers only. Purchase mdermustbe mcluded.)

-PI..EASEPRINTCLEARLY

Name

Firm
Gy ____State_Postalcode_
| Countr:,r ' o _ - Telephone____

1021






