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I. Introduction

1. During the last half of the century. Africa has experienced changing economic fortunes.

Economic growth in Sub-Saharan Africa was healthy, and dynamic during the post-

independence period. Starting fromthe early 1970s and extending to the first half of the 1990s,

Africa entered a period of decline, which reached crisis proportions (Mkandawire and Soludo,

1999). Indeed, up to the early 70s, the African environment has been described as politically

placid, economically vibrant and socially tranquil despite their geographic location and the

multiethnic composition of the population. This period has been referred to as the "Golden

Years" of African development. Economic performance started to deteriorate with the first oil

price shock of the early 1970s, resulting in significant increase in import bills weakening

African countries" balance of payment position and creating inflationary pressure. This was

made worse by the secular decline in terms of trade for African products and the instabilities in

global financial and commodity markets. However, a vast body of the literature that tries to

explain Afnca"s economic crisis, emphasises the inappropriate distortionary policies pursued by

African governments. Mkandawire and Soludo (1999:23) summarise the policy failures that are

emphasised by proponents of this view as: (i) indiscriminate allocation of resources and anti-

rent-generating resources without any guarantees of reciprocal action by recipients: (ii)

irresponsible monetary and fiscal policy: (ni) failure to maintain physical infrastructure: (iv)

negligence of markets as an effective means of resource allocation; (v) failure to promote

agriculture: and, (vi) failure to introduce policies to support diversification of exports. The

resulting disequiiibna ushered in a process of structural adjustment programmes and economic

reforms" However, the situation has worsened, considering that despite widespread application

of the adjustment and reforms package, growth has not taken off in many countries.

2. Thus, as we start the 21st century, Africa harbours the poorest, the most heavily indebted

and the least developed countries in the world. The continent is also seen as the most

technological backward as well as the most aid dependent. The majority of the populations live

in absolute poverty: disease and malnutrition are rampant: and the capacity of African

iiovemments to engineer dynamic and sustained growth is weakened by external factors and

institutional decay. As noted in the current Economic Report on Africa (ERA 2000), Africa

accounts for 12.5 percent of world's population, while its share of world GDP is 3.7 percent.

The continent's educational systems are not producing the workforce with the requisite skills

and knowledge to undertake technological revolution. The spread of diseases, such as malaria

and HIV/AIDS has reached alarming proportions and is threatening to reverse the gains that

have been realised in terms of social and economic welfare such as life expectancy, human

capital development, productivity, and overall economic growth and 'development. These

difficulties are compounded by civil wars. At the international level, the continent faces

increased marginalization from the global economy, leaving the economic structures of most

countries" highly vulnerable and dependent on the production and export of primary

commodities.

3. These are the key development challenges that African countries face. One key question,

which should be asked, is. given all the liabilities listed above, how can Africa reverse the years

of economic decline and attain the social and economic transformation required tor

development and integration into the global economy? The response to this question is rather

difficult, taking into account the complex and multifaceted development challenges facing

Africa. Although the challenge is daunting but it is nevertheless possible, provided appropriate

policies and strategies are framed. The challenge requires a holistic comprehensive approach to

development (World Bank. 1998). It has become evident that the reforms of the last two

decades, which were based on "getting the prices right" and deriving from the neo-classical

economic analysis were insufficient to spur a robust growth. Indeed, the extensive liberalisation

in external trade, in product and labour markets, in finance, and in taxation, along with



macroeconomic stability and privatisation ended up with major shortcomings. Many researchers

challenge this narrow policy focus of the "Washington Consensus" that shifts the engine of

growth entirely to the market.

4. Thus, under the influence of what has come to be called the New Institutional Economics

(NIE) or New Institutionalism, a particular emphasis has been put on market imperfections and

in the institutions involved in the regulation of decentralised economies. The literature on

institutional economics differentiates between the new and the old institutional approaches to

economic investigation, each with its own definition and emphasis (see, Hodgeson G., 1998). In
the old institutional economics7 approach, an institution is defined as "a way of thought or

action of some prevalence and permanence, which is embedded in the habits of a group or the

customs of the people". Under the new institutional economics, institutions are regarded as
"creneral regularities in social behaviour11 or "the rules of the game in a society" (North, 1990).

Institutions according to the new institutional approach include any form of constraint that

human beings devise to shape human interaction. Hodgeson (1998:179) argues that the two

approaches encompass organisations (such as corporations, banks and universities and the like)

as well as integrated and systematic social entities (e.g., money, language and law).

5. In the context of development economics, Hayami Y. (1998), discusses the relevant

definition of institutions in dealing with the various types of economic systems most appropriate

to promote economic development. In this respect, he notes that an economic system is an

institutional framework which co-ordinates competition among agents for the use ot resources.

In his view, an economic system is usually expressed as a combination of various economic

organisations important among which are the state and the market. Recalling the definition of an

institution as " a rule in society" and the definition of an "organisation" as "a functional body or

sroup organised to act for specific purpose", he proceeds to offer a definition that captures the

interaction between the two. Thus, according to him. an "organisation" can be defined as a "set

of rules to organise people into the functional body". Thus, in looking at the state and the

market as agents of action they can be treated as organisations.

6. For Africa, a relevant definition to institutions could be "a bundle of rules in social

relation, which structure behaviour in fairly predictable ways. As systems of rules and
regulations, institutions are a subset of social relations. Rules are necessary for predictable

transactions, but profound changes in social relations may affect ultimately the way the rules

operate" (Bangura. 1996:353). In this -espect. public institutions "seek to project universal rules

and regulations, establish clearly derined and predictable roles for actors to facilitate routine

implementation of tasks, and to develop a rational structure of incentives and sanctions to

ensure institutional loyalty". The extent to which these institutional goals are achieved

constitute the nature of the impact of institutions on economic or development performance.

7. The centrality of institutions in the process of effecting development and determining

development performance is now generally recognised in the literature. Thus, for example, Prof.

Landes D. (1998) identifies three fundamental causes for the poverty of nations. These are: (i)

eeographic location (and its environmental implications); (li) capacity for technological

inventions and innovation: and. (ni) socio-political institutions. Indeed, his definition of an

"ideal growth and development society" is largely based on the centrality of institutions to the

development process. Such an ideal society, he argues, would possess social and political

institutions that would secure rights of private property and personal liberty; enforce contracts;

provide stable, responsive, honest, transparent and accountable governments; allow for social

and geographic mobility: and evolve a more equal distribution of income. Landes points out that

it was because England was the first European country to approximate the ideal society that it

became the leader of the industrial revolution. It took the fastest growing European country

about 120 years to catch-up with England in terms of real per capita income (Switzerland by

1950). Consistent with Landes reading of long sweep of economic growth, Qian Y. (1999), in

his evaluation of the institutional changes that took place in China during 1978-1998, notes that



the first phase of institutional change (1978-1993) emphasised the unleashing of the standard

forces on incentives, hard budget constraints and competition. In the second stage of the reform
(1994-1998) the objective was to build a rule-based market system incorporating international

best practices. The remaining institutional agenda include transforming the financial system and

establishing the rule of law.

8. In the empirical literature on growth, institutions were also found to be crucial to

economic and development performance (see, among others, Sala-I-Martin, 1997). More

recently, however, R. Hall and C. Jones (1998) have addressed the issue in a more systematic

fashion. Consistent with Landes views about what institutions' role in a society, Hall and Jones

defined social infrastructure as social arrangements that "minimise the wedge between social
and private returns in a given society". Two indices are suggested for measuring social

infrastructure: an index for government anti-diversionary activities (GADP) and an index of

openness to trade (Sachs and Wamer index of openness). The GADP index is calculated as an

equal weighted five institutional categories published by International Country Risk Guide: Law

and order; bureaucratic quality; corruption: risk of expropriation; and, government repudiation

of contracts. Hall and Jones' s central hypothesis is that the primary, fundamental determinant

of a country's long-run performance is its social structure. By social structure, they mean the

institutions and government policies that provide the incentives for individuals and firms in an

economy. The index of economic performance is taken as the level of output per worker. Their

econometric specification is as follows: log (Y/L) = a + b + v: where (Y/L) is labour

productivity and S is social infrastructure defined as the average of GADP and openness

indices.

9. Similarly, Weder B. (1999) analyses five institutional factors that have been considered in

the literature as fostering growth: public-private partnership, the quality of bureaucracies, the

rule of law, (i.e.. rule to guarantee and secure property and contracts right), corruption and

political stability. In quantifying institutional performance, she used three main data sources: the

survey undertaken for the World Development Report 1997 (WDR+ survey), the survey

published in the International Country Risk Guide (ICRG), and the survey conducted by Rauch

and Evans (1997). The tests follow the standard approach that has been developed in the

empirical growth literature since the seminar paper by Barro (1991). Her analysis provides

support for the claim that differences in the quality of institutional framework can explain

differences on growth.

10. The growth regression was undertaken at two levels: (i) the minimal specification that has

the following form: Growth = a0 + a, (GDP per capita) + a2 (Secondary School enrolment) +

a_,(Govemment performance variable) +u; and. (ii) the extended specification that has the

following form: Growth = a,, + a, (GDP per capita) + a2 (Secondary School enrolment) +

a,(Government consumption) + a5(Trade Share) + a,,{inflation) + a7(Govemment performance

variable) +«.

11. In the first case, the average growth rate is regressed on a constant a0 the level of GDP per

capita, the initial level of human capital as approximated by the secondary school enrolment

rate, one of the above indicators of institutional performance, and an error term u. In the

extended specification, she adds a number of policy variables that have also proven to be

important in explaining differences in long-term growth rates across countries. These include

the contribution of government consumption to total GDP. the openness of the economy as

calculated by imports plus exports over GDP. and the average annual inflation rate.

12. On their side. Collier and Gunning (1999) in the most comprehensive evaluation of the

empirical literature on Africa, identified the role of institutions as an important dimension that

needs to be investigated in search of a better understanding of the performance of the continent.

They argue that drawing "on the new literature on social capital, neither households nor firms

have yet sufficiently created the social institutions that promote growth... Both a hostile



environment, particularly high risks, and inadequate social capital, particularly dysfunctional

government, have lowered returns to investment" (p64-65). They differentiate between social

capital created by the community (civic social capital, defined as the economic benefits that

accrue from social interaction) and that created by the government (public social capital which

consists of institutions of government that facilitate private activity).

13. In addition to the above a recent set of papers. D. Rodnk (1999, 2000) pursued the issue

of the fundamental importance of institutions in the process of development. He noted that

while the 19lh century discovered "capitalism", the 2O'h century discovered the "mixed
economy", and we enter the 21st century with a better understanding of the complementary roles

of markets and the state. In learning from history, it is now increasingly realised that "the

market economy is necessarily embedded in a set of non-market institutions", which include

"property rights", "regulatory institutions", "institutions of macroeconomic stability",

"institutions of social insurance", and "institutions of conflict management". He points to three

ways in which absence of institutions derails development. One is the failure in Russia of price

reform and privatisation in the absence of a supportive legal, regulatory, and political apparatus.

A second is related to the growing realisation that market-oriented reforms in Latin America

have paid little attention to mechanisms of social insurance and to safety nets. The third and

most recent is the Asian financial crisis, which has shown that implementing large-scale

financial liberalisation ahead of financial regulation is an invitation to disaster. This recognition

of the importance of the role of institutions in economic development offers an important

corrective to the neo-classical approach. In theory, Stiglitz and Hoffman (1999:3) criticised neo

classical economics for ignoring institutions, history and even the distribution of income as

explanatory variables of economic grov- h. They noted that "in leaving out history, institutions.

and distributional considerations, nt\. classical economics was leaving out the heart ot

development economics".

14. The above discussion suggests that the development challenges facing Africa as well as

other developing countries need to be addressed in a context of a comprehensive strategy that

focuses not only on the role of markets, but also on government intervention aimed at correcting

markets1 imperfections, on history, as well as on the role of well-functioning non-market

institutions. In such a context, the question that this study intends to address is "What type ot

institutions are required that could enable African countries to adjust to the challenges of

tzlobahsation"? In trying to answer this question, the paper will use a comparative economic

and institutional analysis. Thus, in its second section, the paper will set the context for the study

by examining the concept of globalisation from an African perspective, underlining the major

challenges that African countries face as a result of globalisation. In its third section, the paper

discusses the institutional character!sties of a reference group of countries (African or non-

African developing countries) that could serve as models of success for adjustment to

globalisation. Using the model of successful adjustment, the fourth section of the paper will
define broad institutional characteristics of adjusting to globalisation against which African

countries will be compared. Existing African institutional framework will be compared to the

benchmarks and the institutional deficits used to define appropriate strategies for institutional

changes/building required for African countries, and the relevant instruments that can be used to

bring about such changes. This will be dealt with in section IV of the paper. Section V will

conclude.

II. Globalization and the African Development Experience

2.1 Globalisation from an African Perspective

15. Globalisation is described as the most widely discussed topic in international economic

relations (John F.E.. Ohiorhenuan, 1998). But, despite its widespread usage, there is no

universally agreed definition. At the core of globalisation is the perception of change, which has



been occurring at the global level and which has been beyond the control of individuals and

even nation states. Globally, globalisation can be defined as a process associated with increasing

economic openness, growing economic interdependence and deepening economic integration

into the world economy. Such a process is associated with dominance of market forces;

liberalisation and integration of trade, financial and capital markets; integration of production

systems and labour markets: advance in technology especially information technology; and

increased consumerism.

16. These key features of globalisation have been associated with the rapid growth of global

trade, faster expansion of capital flows and the acceleration of the global diffusion of new

technologies that have contributed to a major restructuring and/or decentralisation of production

structures with multinationals taking the lead. In addition, globalisation is also seen in terms of

tendency towards universal homogenisation of ideas, cultures, values and even lifestyles. The

mam driving forces of globalisation include policy reforms particularly liberalisation of trade

and exchange controls as well as removal of capital restrictions; pnvatisation and deregulation;

and remarkable technological changes that have reduced transport and communications costs.

17. In the African context, the issue is not so much on the definition of globalisation but

rather on how the process impacts on their economies as well as in their livelihoods. According

to the proponents of globalisation, the process provides the opportunity for greater integration to

the global economy, poverty reduction thereby leading to convergence at the global level.

Theoretically, as trade is liberalised during the process of globalisation, countries concentrate on

activities in which they have comparative advantage while at the same time being subjected to

the healthy discipline of foreign competition. This would result in higher productivity and

growth, access to a wider variety of goods and services at lower cost to consumers and therefore

higher standards of living. Moreover, the integration of capital markets, that comes with

globalisation, means that financial assets would be channelled to the most profitable uses

globally, and thus provide financing for productive investment activities, particularly where

domestic savings are inadequate. Another key benefit from globalisation is based on the

argument that technological development, especially in information technology and

communications, would permit developing countries catch-up with the developed ones faster,

and thus contribute in narrowing the gap between the two.

18. Despite these perceived benefits from globalisation, the trade and development

experience of many African countries has been on the contrary and this has generated doubts

about the alleged benefits. The globalisation process is expected to lead to increased

interdependence among countries. However, what has been observed is a high degree of

interdependence among industnalised countries but considerable dependence of developing

countries on the industrialised countries and much less interdependence among developing

countries {Nayyar and Nehu, 1999). This situation has perpetuated the dependence of African

countries on the production and export of commodities and on traditional comparative

advantage of raw materials and unskilled labour, which are increasingly less important in

today's competitive and knowledge-based global economy. This has been reflected in reduced

share of world trade (from 4.2% in 1985 to a mere 1.8% in 1999) as well as in reduced share of

global FDI flows (which account for about 2%). The African manufacturing sector, which is

dominated by import-substitution industries, remains weak, essentially because import

liberalisation in the global context, has adversely affected the local manufacturing firms' shares

of the domestic market. And. while the WTO environment is expected to increase world income

by 1% annually over the next decade, it is projected to result in a loss of real income of one-

tenth of one percent for Africa due to loss of preferences, when the agreements will be fully

implemented in 2005.

19. Recent evidence shows that while globalisation has led to the economic, social and

technological expansion of many countries, it has at the same time introduced a new dimension

of the exclusion of people and countries from development. Indeed, UNDP (1999) has



demonstrated that the richest 20 percent of the world's population living in high-income

countries account for 86 percent of world GDP, 82% of world exports, 68 % of world FDI, 74

of the world's telephone lines, and constitute 93% of internet users. On the other side, the

poorest 20% of the world's population living in low-income countries account only for a mere

1% of each of the above resources and opportunities. The income gap ratio between the richest

and the poorest quintiles has widened overtime, from 30 against 1 in 1960, to 60 against 1 in

1990, and to 74 against 1 in 1997.

20. However, the spread of globalisation has also been uneven among developing countries.

It has been observed that only a dozen developing countries could be considered as an integral

part of globalisation, to include Argentina, Brazil, Chile and Mexico in Latin America, China,

Hong Kong (China), Malaysia, the Republic of Korea, Singapore, Taiwan Province of China,

Thailand, and to some extent, Indonesia, in Asia. According to Nayyar and Nehu (1999), these

economies account for 70 percent of exports from the developing world, absorb almost 80

percent of investment tlows to the developing world and receive more than 90 percent of

portfolio investment flows to the developing world. Africa is simply not in the picture.

21. The above developments tend to confirm the sentiment of pessimistic view of

globalisation that it is largely confined to the developed countries and that it has resulted in

marginalising developing countries, de-mdustnahsation, dependence not interdependence,

vulnerability to international market forces, loss of national autonomy in policy making,

unemployment, and increased poverty.

2.2 Why has Africa been Marginalised From the Global Economic System?

22. The key factors behind the marginalisation of Africa from the global economic system

can be grouped into two: (i) an international economic system that poses unnecessary obstacles

in the efforts of African countries to benefit from the process of globalisation; and, (ii) structural

constraints and an inadequate policy environment that has slowed domestic as well as foreign

savings and investment that are crucial to sustainable growth and development.

The International Economic System

23. At the global level, the economic and social transformation of African economies will

depend on the extend to which the continent is integrated into the world economy through the

exchange of goods, services and financial assets as well as active participation in the institutions

and negotiations on future international economic relations. However, the global economic

system is dominated by two main sets of economic players namely, transnational corporations

(TNCs), which dominate investment, production and trade, and international banks of financial

intermediaries, which control the world of finance. It would seem that these players are setting

the new rules of the game within the multilateral framework of the WTO, the IMF and the

World Bank which would enable them to manage the risks associated with globalisation. In

such a context, weak African countries can neither set nor invoke the rules.

24. Nayyar and Nehu (1999) argue that there a^ inequalities in the rules of the game, and the

rules being progressively set in the WTO pruvide the most obvious example. National

boundaries should not matter for trade and capital tlows but should be clearly demarcated for

technology and labour flows. It follows that African countries would provide the access to their

markets without a corresponding access for technology and would accept capital mobility

without a corresponding provision for labour mobility. This implies more openness in some

spheres but less in others. For African countries in particular, the restrictions from developed

countries on market access on manufactures and primary commodities in which they have

comparative advantage, constitute a major constraint to the expansion of their exports and

therefore a key impediment to development in these countries.



25. Moreover, there are rules for some but not for others, according to Nayyar and Nehu. In

the WTO, for instance, in spite of the dispute settlement mechanism, major trading countries

resort to a unilateral exercise of power, ignoring the rules, because small countries do not have

the economic strength, even if they have the legal right to retaliate. On the other side, the

conditions imposed by the IMF and the World Bank on developing countries provide another

evidence. The rules are set for borrowers from the latter countries, and the conditionality is

meant, in principle, to ensure payment, but in practice it imposes conditions to serve the

interests of international banks, which lend to these countries. In addition, the IMF's

programmes of stabilisation and the World Bank's programmes of structural adjustment in

developing countries impose conditions that stipulate structural reform of policy regimes. The

objective is to increase the degree of openness and to reduce the role of the State in these

economies so that market forces can shape economic decisions. In this manner, the Bretton

Woods institutions seek to harmonise policies and institutions across countries, which is in

consonance with the needs of globalisation.

26. The above inequalities in the rules of the game are bound to reduce the autonomy of

developing countries, particularly African countries, in the formulation of economic policies in

their pursuit of development. In this context, the selective protection, or strategic promotion of

domestic firms vis-a-vis foreign competition will be more difficult. The tight system for

protection of property rights might pre-empt or stifle the development of domestic technological

capacities. Moreover, the introduction of new issues such as environment and labour standards

as well as the TRIPs and TRIMs are likely to contribute to further marginalisation of African

economies by preventing market access as well as by limiting the ability of African countries to

adopt and adapt new technologies and production methods. The proposed multilateral

agreement on investment in the WTO, which seeks free access and national treatment for

foreign investors, with provisions to enforce commitments and obligations towards foreign

investors, would almost certainly reduce the possibilities of strategic bargaining with

transnational firms. It would be fair to match these rights of foreign investors by some

obligations on their part. For example, a discipline on restrictive business practices of TNCs, the

importance of conformity with anti-trust laws in home countries, or a level playing field for

domestic firms in host countries should also be in the picture.

27. Another factor in Africa's marginalisation is the lack of adequate development finance

for investment, particularly in key areas such as human and physical capital, which are

prerequisites to sustained growth and development. The current levels of domestic savings are

insufficient to finance the level of investment required for growth and development. This has

been compounded by declining levels of ODA that have gone to below the international agreed

target of 0.7 percent of GDP. It is ironic that the levels of ODA are declining at a time when it is

most needed in Africa and when the conditions for its effectiveness are ^proving markedly.

Moreover, despite substantial policy reforms and concerted efforts to .tract foreign direct

investment by African governments, the continent's share of FDI has remained very low. At the

same time, the heavy debt burden of African countries and the increasing arrears have had a

dampening effect on both private and public investment and also deterred FDI.

Domestic Structural and Policy Factors

28. Virtually all African economies continue to be dependent on the production and export of

primary commodities, whose share of world trade is declining, and which are increasingly

becoming less important in today's competitive world. This dependence is reflected in the high

share of primary production in total output and employment as well as in the contribution of

primary commodities to fiscal revenues. African countries, therefore, continue to be extremely

vulnerable to the vicissitudes of commodity markets and adverse weather conditions. As a

result, they lack a steady and dependable source of export earnings that are important for

financing development.



29. Structural constraints have also been important factors preventing African countries from

diversifying their economies away from dependency in primary commodities to manufactured

goods and higher value-added primary commodities in which they have comparative advantage.

Owing to insufficient investment finance, the existing infrastructure has deteriorated and the

small manufacturing base has become outdated and uncompetitive. This has been compounded
by high transaction and transport costs, which are associated with geographical factors such as

distance from the world leading trading partners, and the extent of common borders, which are

particularly high for landlocked and island economies. Also, the small size of many of the

African economies has contributed to their lack of competitiveness.

30. At the domestic level, most African countries have undertaken substantial economic and

political reforms aimed at laying the foundation for sustained growth and development. Despite

these efforts, there are significant complementary policy measures that remain. As noted above,

one of the key driving forces of globalisation is private investment, as reflected in substantial

FDI and private capital flows. Yet, Africa has not been part of this process. The continent is

ranked as the most risky environment to do business in the world and the cost of doing business

is higher than anywhere else due to a number of factors including, credibility of policy, poor and

inefficient infrastructure, and an inadequate social capital. This has discouraged both domestic

and foreign private investment, one of the key linkages for integrating to the global economy.

31. In the financial sector, most central banks still lack the capacity for effective and efficient

supervision and regulation. The range of financial instruments is very limited and many

financial institutions are fragile. Moreover, the payment systems of most countries are

inefficient and cannot ensure rapid settlement of transactions while inter-bank markets are very

thin. All these constraints reduce the efficiency of financial intermediation, raise borrowing

costs, and reduce the incentive to save and increase the risk of bank failures.

32. Moreover, lack of well-trained and skilled workforce has also contributed to Africa's

marginalisation. An important feature of globalisation is that it tends to reward people who are

highly trained, have sophisticated skills and strong entrepreneurial qualities because they are

better placed to operate successfully in a competitive environment. Also, a well-trained

workforce is a prerequisite in enabling a country to adopt and adapt technologies that are critical

in developing a dynamic and diversified industnal base. In order to diversify their economies

and compete in today's competitive global economy, investment in human capital is therefore

very essential. Investing in education and training would enable African countries to attract

private investment, to adopt and develop modem technologies and more important to increase

productivity. As the experience of the East and South East Asian countries has shown, investing

in education is one of the key prerequisites for growth and development.

33. Another factor that has contributed to Africa's marginalisation is the lack of a supportive

trade and industrialisation policy. After years of expenmenting with the import substitution

model, African countries switched almost overnight to a sweeping trade liberalisation strategy

as prescribed by the "Washington Consensus" and this was largely responsible for the collapse

of their industnal sectors during the late 1980s and 1990s. However, experience shows that no

country has been able to industnahse without an active trade and industnal policy that provides

protection for selected strategic sectors while at the same time promoting international

competition. This was compounded by the move to minimise the role of governments in

industrial development. Yet, the experience of the East and South East Asian countnes shows

clearly that direct involvement of governments was very scritical in promoting industrial

development. In the case of Africa, this is more important given that many markets are non-

competitive or missing and that information problems as weil as uncertainties lead to market

failures that must be corrected by government action.

34. From the above, it can be concluded that for Africa to experience the required growth that

could enable it integrate in the world economy, it needs some complementary reform measures



to supplement and complete the structural adjustment package. A key element of such

complementary reform measures should be for African countries to undergo dynamic and
profound institutional changes, which could unleash standard forces for growth. This was
mostly at the heart of the reforms initiated by most East Asian Countries. The next section of the
paper, which will reflect on the institutional characteristics of some successful globalizes, will

constitute the basis of our reflection on the best-required institutional changes for Africa.

III. Institutional Characteristics of

Some Successful Globalizes

35. Consistent with what some researchers (such as Landes) perceive as an ideal growth

development ociety, some developing countries have established adequate social and political

institutions to support and the market functioning by markets. Below, are some case studies.

3.1 South East Asian Experience: Case Studies of the Republic of South

Korea andThailand

36. Once upon a time. Western opinion leaders found themselves both impressed and

frightened by the extraordinary growth rates achieved by a set of Eastern economies. Although
those economies were still substantially poorer and smaller than those of the west, the speed

with which they had transformed themselves from peasant societies into industrial powerhouses,

their continuing ability to achieve growth rates several times higher than the advanced nations,

and their increasing ability to challenge or even surpass American and European technology in

certain areas seemed to call into question the dominance not only of Western power but of

Western ideology. The leaders of those nations did not share our faith in free markets or

unlimited civil liberties. They asserted with increasing self confidence that their system was

superior societies that accepted strong, even authoritarian governments and were willing to limit

individual liberties in the interest of the common good, take charge of their economies, and

sacrifice short-run consumer interests for the sake of long-run growth, and eventually they

would outperform the increasingly chaotic societies of the West" (Krugman, 2000).

37. According to Krugman, the rapid growth in output could be fully explained by rapid
growth in inputs : expansion of employment, increases in education levels, and, above all,

massive investment in physical capital. Nonetheless, economic growth that is based on

expansion of inputs, rather than on growth in output per unit of input, is inevitably subject to

diminishing returns. Sustained growth in a nation's per capita income can only occur if there is

a rise in output per unit of input. However, Krugman believes it is a tautology that economic

expansion represents only the sum of two sources of growth - on one side the increases in

"inputs", on the other side are increases in the output per unit of input. He argues, such increases

may result from better management or better economic policy, but in the long run are primarily

due to increases in knowledge. Answering the question: how have today's advanced nations

been able to achieve sustained growth in per capita income over the past 150 years? He replies

that technological advances have led to a continual increase in total factor productivity.

38. Most researchers debate that the newly industrialising countries of Asia have achieved

rapid growth in large part through mobilisation of resources. Considering, in particular, the case

of Singapore, between 1966 and 1990, the economy grew 8.5 percent per annum, three times as

fast as the United States; per capita income grew at the rate 6.6 percent, roughly doubling every

decade. Krugman indicated that the employed share of the population surged from 27 to 51

percent. The educational standards of that work force were dramatically upgraded: while in

1966 more than half of the workers had no formal education at all, by 1990 two-thirds had



completed secondary education. Above all, the country had made an awesome investment in

physical capital: investment as a share of output rose from 11 to more than 40 percent.

However, Krugman and other economists believe that this achievement seemed to have been

based "on perspiration rather than inspiration". They argue that over the past generation the

doubled percentage of people employed cannot double again. High school diploma holders have
replaced the half-educated work force, which is unlikely to be repeated; and an investment share

of 40 percent is amazingly high by any standard; a share of 70 percent would be ridiculous.
According to Krugman, all of this growth can be explained by increases in measured inputs.

There is no sign at all of increased efficiency. So one can immediately conclude that Singapore

is unlikely to achieve future growth rates comparable to those of the past. Nonetheless, these

arguments are controversial, regardless of the fact that it became as a conventional wisdom to
the degree that it is extremely difficult for the economists who have reached it to get a heanng.

Still, the record of economic growth in the newly industrialising countries of East Asia has

powerfully influenced the conventional wisdom about both economic and geopolitics.

39. Many researchers on the global economy now take it for granted that the success of these

economies demonstrates three propositions. First, there is a major diffusion of world technology

in progress, and western nations are loosing their traditional advantage. Second, the world

economic centre will inevitably shift to the Asian nations of the Western Pacific. Third, Asian

successes demonstrate the superiority of economies with fewer civil liberties and more planning

than in the West. In addition to these arguments, it is anticipated that a heavy majority of recent

tracts on the world economy have taken it as self-evident that technology now increasingly

flows across borders, and those newly industrialising nations are increasingly able to match the

productivity of the more established economies. Consequently, many writers warn that this

diffusion of technology will place huge strains on western society in the form of capital flows to

the Third World, and that imports from those nations (East Asia in particular) will undermine

the West's industrial base.

40. With the global economic crises beginning in Thailand, on July 2, 1997, "the countries of

East Asia came off a miraculous three decades: incomes had soared, health had improved, and

poverty had fallen dramatically. Not only was literacy now universal, but, on international

science and math, many of these countries outperformed the United States. Some had not

suffered a single year of recession in thirty years. But the seeds of calamity had already been

planted. In the early 90s, East Asian countries had liberalised their financial and capital markets

- not because they needed to attract more funds (savings rates were already 30 percent or more)

but because of international pressure, including some from the U.S Treasury Department. These

changes provoked a flood of short-term capital - that is the kind of capital that looks for the

highest return in the next day, week, or month, as opposed to long-term investment in things

like factories. In Thailand, this short-term capital helped fuel an unsustainable real estate boom.

And, as people around the world (including the Americans) have painfully learned, every real

estate bubble eventually bursts, often with disastrous consequences, just as suddenly as capital

flowed in, it flowed out. And, when every body tries to pull their money out at the same time, it

causes an economic problem. A big economic problem" (Stiglitz (2000).

3.1.1 The Republic of South Korea:

41. As for Thailand, development economics point to the long-standing strength of macro-

policy, which has created an environment conducive to trade, investment, and the growth of

private firms, and fiscal prudence as the keys to the economic success (Christensen et al, 1993).

It is important to retain that it was the government, which provided the favourable institutional

framework, within which the private sector was able to develop.

42. South Korea is a success story of East Asia during the past quarter century, and the

outlines of its success, is due to government intervention which has been heavy (Snape, 1991).

In his study on Korea, Snape states that, as in Singapore, Taiwan and Hong Kong, the Korean



government has constrained its own actions by its determination to be competitive on world

markets. Consequently the economic management has continually been subject to the test of the

world market. The world market has quickly revealed mistakes in economic management and

the aim of integration has required quick corrections of these mistakes. In the pursuit of its

overall aim, Korea has retained enough flexibility in its economic management to make these

corrections (Snape. 1991).

43. The economic review of Korea indicates that in 1960, per capita income was US$ 180

and the general assessment of the country's prospects was negative. It was war-divided ex-

colony, with few physical resources. Yet by 1985 per capita income had risen to USS 2150.

44. Snape (1991) argues that the common perception of South Korea is of a country that has

restricted imports severely and promoted exports vigorously. He identifies three phases in

Korea's industrial and trade stance since I960. The first phase began with a change, in the early

1960s, from an inward-oriented, import-substitution policy stance to export promotion and a

commitment to compete on world markets. The second phase started in 1973 with the reduction

of the import incentives, some of which overcompensated for import bamers on inputs into

exporting industries, and more importantly, with the inauguration of a policy to promote heavy

and chemical industries. The third phase came as the costs of the selective, key-industry

approach were being realised. This phase involved reversion to a non-selective approach to

industry promotion and gradual reduction in bamers to imports, accompanied by a further

reduction of promotion measures. He labels these phases, as ■■mercantilist", "strategic industrial

policy" and "liberalisation", respectively.

45. Furthermore, Snape quotes Kim (1990) as having identified two liberalisation phases,

separated by a decade in which the net effect of trade policy changes was neutral. In 1967, there

was a move from a positive list of import restrictions to a negative list, that is, a change from a

list of allowable imports, all others being banned, to a list of restricted imports, all others being

permitted without restriction. This change to the negative list had major immediate, as well as

long run. liberalising effects, since it was accompanied by a reduction of the coverage of import

quotas. The year 1978 saw a deliberate change in policy stance directed towards opening the

economy, marked by the establishment of an Import Liberalisation Committee. Since then,

liberalisation had been steady, apart from the year 1980 when there was a severe recession.

Only 50 percent of about 1,000 categories of imports were unrestricted in 1978; but by 1987, 95

percent of almost 8,000 import classifications were unrestricted (Kim 1990, World Bank, 1987).

Apart from agriculture, priority for liberalisation was given to highly protected sectors and to

industries with monopolistic market structure. Quantitative bamers are now effectively non

existent. In fact the number of tariff exemptions and drawbacks that were previously given to

exporters, made it more difficult to determine the course of average operative tariff levels, than

to trace changes in quantitative bamers (Nam 1986; World Bank 1987). The dispersion of

tariffs is being reduced substantially, and this is an important element in reducing the cost of

protection. All this lead to transparency in the system. As well, the financial assistance for

exports has been reduced, and since 1982 preferential interest rates have no longer been

available to exporters, though they still have preferential access to loans.

Korea as a Case of Late Industrialisation

46. Korea industrialisation can be said to have begun in 1870s. when the 1,000-year-old Yi

Dynasty began to shatter as a consequence of Japanese intrusion. Then followed a delay in the

onset of industrialisation in Korea of about ninety years until the 1960s, when Korea's growth

rate accelerated. The revolutionary period of Korea industrialisation continues; and the rapid

growth and the structural change are still in full swing; and Korea has not yet come anywhere

close to catching up with most advanced countries (Amsden, 1989).



47. Nevertheless, why industrialisation was slow in starting in Korea can be explained by the

institutional factors whose absence is responsible for delay. These are: (1) an interventionist

state: (n) lanje individual business groups; (in) an abundant supply of competent salaried

managers; and. (iv) an abundant supply of low-cost, well-educated labour force.

48. The Role ofthe State: In late industrialising countries, the slate intervenes with subsidies

deliberately to distort relative prices in order to stimulate economic activity. This has been as

true in Korea, Japan and Taiwan as it has been in Brazil, India and Turkey. In Korea, Japan and

Taiwan, however, the state has exercised discipline over subsidy recipients. In exchange for

subsidies, the state has imposed performance standards on private firms. Subsidies have not

been give-aways, but instead have been dispensed on the principal of reciprocity. Generally, one

can say that the onset of economic expansion has tended to be delayed by weaknesses in state's

ability to act, and if and when industrialisation has accelerated, it has done so at the initiative of

a strengthened state authority. States in modern history have always intervened to spear

economic activity. The British government intervened to maintain law and order and to

minimise the flight of technological capability to foreign lands. In the second phase of
intervention that associated with the second Industrial Revolution in Germany and the United

States, state intervention intensified because the economies of Germany and the United States

were required not merely to industrialise, but also to catch up.

49. The Report entitled "The East Asian Economic Miracle: Economic Growth and Public

Policy (EAM hereafter)", which was the result of the World Bank's search for common threads

across national policy regimes in East and Southern Asia, recommends that "to ensure better

functioning of the market principle, the government should play an important role not only in

providing a stable and adequate macroeconomic environment, but also in attaching greater

importance to basic education, establishing effective and secure financial system, actively

seeking foreign technologies, and adopting appropriate agricultural policies11. The report

concludes that these measures, or "getting the fundamentals right" should be adopted by other

developing countries as well.

50. Social Structures: Below the level of state, the agent of expansion in all late

industrialising countries is the modern industrial enterprise, a type of enterprise that Chandler

(1990) described as large in scale, multidivisional in scope, and administered by hierarchies of

salaried managers. In Korea, the modern industrial enterprise takes the form of diversified

business groups.

51. Salaried engineers are a key figure in late industrialisation because they are the

gatekeepers of foreign technology transfers. Salaried engineers have performed especially well

in Korea because society has invested heavily in education. In terms of sheer quantity, enough

engineers have been trained to ensure that sufficient numbers pursue the career intended by their

education. A large number of engineers have meant competition among them, thus driving up

productivity.

3.1.2 Thailand

52. The Slate Marketing Monopoly. Like Indonesia and Malaysia, Thailand historically

exported pnmary and agricultural products derived from its rich natural resources. Trade was

heavily controlled. Rice exports. Thailand major commodity export, were controlled by a state

marketing monopoly, export taxes on other commodities were heavy, and a multiple exchange

rate regime discouraged export production (Jitsuchon, 1991)

53. Natural Resource-based Exports (1955-1970): In 1955 the exchange rate was unified, and

the state marketing monopoly on rice exports was abolished. Although these policy reforms

encouraged natural resource-based and agricultural exports, Thailand maintained substantial

import protection for specific industries. By mid 1960s, however, overall levels of effective



protection to industry- were modest. This was especially notable in consumer goods

manufacturing, where nominal tariffs were in the range of 25-30 percent avalorem. Tariffs on

machinery and intermediate inputs were in the range of 15-20 percent.

54. Favouring Import Substitution (1971-80): In the 1970s. Thailand, following the import-

substitution strategy, raised tariffs on consumer goods to a range of 30-55 percent. Capital and
intermediate goods continued to enter at low duty rates, leading to increase in the effective

protection to value added in the import-substituting mdustnes and to decline in the effective

protection to agriculture and traditional exports. The bias against agricultural and export

production increased. Textiles, pharmaceuticals and automobile assembly was particularly

favoured.

55 Reforms, Export Incentives and the Government Board of Investment (1980 -): In

1981.Thai1an(Ts trade policy shifted explicitly in the direction of export promotion. Export taxes

wer educed and the exchange rate was devaluated and subsequently moved to a managed

floa The government also began reducing protection of local industries and making tariffs

lower and more uniform. The maximum duty rate was reduced from 100 to 60 percent, and the

average rate was reduced.

56. Dunne these early stages of export-push the Government Board of Investment (BOI)

played an important role in promoting export grc th. In 1983, the BOI announced new

promotional criteria that favoured export and labour intensity. Other incentives for exporters

included tax exemptions and rebates, reduction in electricity tariffs, automatic access to credit,

marketing assistance and promotion of trading companies. The government also streamlined

customs ^procedures and abolished unnecessary regulations to expedite export shipments.
Thailand has recently begun a more broadly based liberalisation of imports. In 1990 tariffs on

capital soods were reduced, and in 1991 large reductions were made in tariffs on automobile

and computers. The outcome of these policy changes was dramatic. By 1986 light manufactures

represented 30.6 percent of a growing volume of Thai exports. Leading sectors included

clothing- footwear, artificial flowers, jewellery and integrated circuits. Direct foreign investment

played a major role in the export boom, as firms from the Northeastern High-performing Asian

economies (HPAEs)1 moved more labor-intensive manufacturing processes offshore.

57. The WTO Press Release on Thailand's Trade Policy Reviews (1999) indicates that prior

to 1997, economic performance had been outstanding, with real GDP growth averaging almost

9% annually since 1990. This strong expansion has partly been the outcome of market-oriented

structural reforms, undertaken by successive governments during the 1980s, including

reductions in barriers both to imports and exports, and the liberalisation of the foreign

investment regime. Strong growth of the economy was also greatly helpc-d by Thailand's high

saving rate, which averaged more than one third of GDP throughout the 1990s. Nonetheless,

savings were insufficient to finance domestic investment and the resulting gap was bridged by

inflows of foreign capital averaging 10% of GDP annually, anracted to Thailand by prospects of

profitable investments and by its open foreign investment regime. The corresponding large and

in-owing current account deficit, together with the progressive accumulation of public and

private external debt, was not a problem as long as investments in Thailand were allocated

efficiently to projects whose returns were at least sufficient to cover the cost of capital.

Unfortunately, by 1997 this was no longer perceived to be the case, leaving the Thai financial

1 The Hiizh-performing Asian economies (IIPAEs), led by Japan, are identified by several common

characteristics, such as very rapid export growth. The World Bank classifies the HPAEs according to the

duration of their successful record of economic growth: (i) The Four Tigers, usually identified as Hong

Kong, the Republic of Korea, Singapore, and Taiwan. China, have been growing rapidly for decades and

have joined or approached the ranks of high-income economies; (ii) The Newly Industrializing

Economics (NIEs) are Indonesia, Malaysia, and Thailand. They have joined the group of HPAEs more

recently, within the last two decades.



system vulnerable to a sudden loss of confidence, which led the economy into a severe

irecession.

58. According to the WTO, the financial crisis that erupted in mid 1997 manifested itself

initially in a sharp depreciation of the Thai currency (the baht). Real GDP dropped 12% over the
period 1997-1998 and unemployment rose sharply. The crisis is blamed on weaknesses in the
way the financial and other sections of the corporate sector were governed: poor accounting

practices, lack of transparency in management, inadequate supervision of banks and financial

institutions. A seemingly fixed exchange rate regime led operators to borrow heavily in foreign

currencies, precipitating a financial crisis when the exchange rate collapsed in July 1997.

However, Thailand appears to be recovenng strongly from the past two years of economic

turmoil, and the economy has benefited from major reforms which have led to greater

transparency, stronger governance and better prudential supervision, both in the private sector

and in government (WTO, 1999). It is observed that despite the severe recession, the

government resisted protectionist pressure. The WTO argues that one of the most striking

aspects of the government's policy response to the crisis is its liberalisation of several aspects of

its trade and foreign investment regime in order to speed up structural adjustment.

59. Focusing on the trade policy, the WTO welcomes further streamlining of import and

export procedures and the continuing trend for tanff reduction, even though some rates (like on

motor vehicles and clothing) have risen, and some high peaks (like 80%) remained. It is

observed that Thailand has encouraged regional trading partners within the Association of

Southeast Asian Nations (ASEAN), the Asia-Pacific Economic Cooperation (APEC) forum,

Asia-Europe meetings. South Asia, and the Greater Mekong Region to liberalise faster in the

context of regional trading arrangements. Other domestic reforms like improving government

transparency, tougher measures to deal with corruption, improved integrity of the customs

regime, privatisation of state-owned enterprises and reviewing of import and export and

investment legislation to make trading and investment regulations more transparent, predictable

and stable are underway. A new "Financial Institution Law" is being drafted to consolidate the

supervision of the financial sector and ensure prompt corrective action.

60. Aiming at making in-depth analysis of the industrial, social and political aspects of

economic development, the Research Institute for Development Association (RIDA) study on

the Republic of Korea and Thailand (differed significantly in their pattern of development)

focused on:

♦ The importance of the political Leadership: strong commitment by the political

leadership to economic development is crucial. In both Korea and Thailand,

national leaders recognised that the legitimacy of the administration critically

depended on the effectiveness of their achieving rapid growth;

« The diversity of development strategies: the type and government intervention

differed significantly between the Republic of Korea and Thailand:

♦ The importance of responses from the private sector, the level of market

development, public-private relations, inter-firm relations and other socio-political

factors affect the range of policy options available to each country and the

effectiveness of policy tools. Although the EAM report recommends that the policy

tools adopted by the Thai government (getting the fundamentals right combined

with export-push strategy) be replicated by other developing countries, the same

instrument does not always work in countries where a strong response from the

private sector is absent. For example. Thailand succeeded in economic

development led by the private sector initiatives without the government's

intensive promotive measures because the country had been open to foreign

investment for many years, and because domestic investors, middlemen and even

farmers were entrepreneurs. In both the Republic of Korea and Thailand, there

were institutional mechanisms for compensating for imperfect information and



other types of market failures (e.g government-led deliberation councils in Korea,

and the dynamic private sector itself in Thailand). These helped reduce uncertainty

and the transaction cost of doing business.

♦ The importance of Social mobility and Social Cohesion: An egalitarian social

structure is important to enhance upward social mobility. In both countries,

governments invested in education and infrastructure, contributing to building

equitable social structure. The people shared a sense of national identity, which

helped forge a sense of social cohesion. A strong sense of national unity prevailed

in the republic of Korea society due to military and economic threats from the

North whereas in Thailand the monarchy built a stable social foundation.

3.2 The Latin American Experience

61. According to ECLAC. the linkages between a number of Latin American countries and

the international economy have undergone very significant changes in recent years (ECLAC,

2000). These include in particular, the intensification of efforts to export and to liberalise

imports, a process that began dunng the 1980s in several countries and that became more

pronounced during the 1990s. However, although export volumes have frequently been

dynamic, the opposite has been true of production and investment for the domestic market,

especially in non-tradable at the international level. Consequently, the performance of the

economy as a whole, as well as of investment and total output tends to be rather modest despite

the growth of exports.

62. The two countries discussed in this section follow different paths in these general

directions. Brazil opened its economy and went through various inflation stabilisation exercises

achieved through the implementation ■ ■' a stabilisation programme, the "Real" Plan (in 1994). In

Chile, the government has successfully managed setting up the institutional framework to

favour private initiative while at the same time safeguarding the guiding principles of equality

and development with equity.

3.2.1 Brazil

63. Brazil appears among the middle-income countries with a per capita income of

approximately USS 4.000. However, according to Amadeo (1997), economic performance has

been rather mediocre, with an annual GDP growth averaging 8.5 percent in 1970s, to 2.9% in

1980s and to 1.5 percent between 1990 and 1995.

64. However, with its natural resources. Brazil has comparative advantage in many areas,

such as agricultural products (coffee, soybeans, sugar, orange, tobacco and cocoa), livestock

products (meat, poultry and leather footwear), wood products (pulp, paper, veneer and plywood)

and mineral and metal products (iron, steel and aluminium). After the Second World War, the

country's economic development was based on import-substituting industrialisation, facilitated

by a large domestic market. For three and a half decades, the economy grew rapidly and a large

and diversified industrial sector was developed. However, in the late 1970s, protectionist

policies made the economy in-ward looking and inefficient, causing a steady deterioration in the

external position. This caused hyperinflation, leading to collapse in investment and a sharp

deterioration in income distribution. It was not until 1990 that trade liberalisation began. All

non-tariff barriers were removed and import tariffs were reduced, especially on capital goods

and inputs: promoting investment and production in the consumer goods sector. This process

has reinforced Brazil's competitive advantage in agriculture and livestock and has led to

expansion of domestic durable goods sector and services such as telecommunications,

commerce, transport and public utility. However, external competition made some traditional

labour- intensive industries, such as textiles and shoes, to loose ground to producers in Asia.

Imports have increased in some sectors, particularly capital goods, yet import volume is still



relatively low overall, at just over 11% of GDP in 1998. On the other hand, the share of exports

of goods and non-factor services in GDP has been falling since 1992. Chronic under

investment, especially in infrastructure has led to high costs and inefficiencies in services such

as transport, loading and unloading and communications. Export industries have also suffered

from heavy corporate tax burden. The rate of investment has been recovering since 1991 but is

still low. due to major public sector borrowing, which has pushed up interest rates. Privatisation

and the nse of foreign direct investment (FDI) have been key factors leading to the

modernisation and expansion of certain sectors of the economy in 1990, particularly the car

industry and economic infrastructure (EIU, 1999-2000).

Political and Social Institutions

65. Brazil is a federal republic with a presidential system, in which the president enjoys

extensive powers. Nonetheless, he cannot rule by decree other than on the administrative

organisation of the executive, but can temporarily circumvent the need for congressional

approval by issuing provisional decrees.

66. The 1988 constitution, which was considered as a great achievement when it was

promulgated, is now regarded by many as an obstacle to economic, social and political progress.

It gave extraordinary protection both to domestic industry and to the jobs of public sector

workers, with the latter making it difficult for the government to control wage costs. An

inefficient tax structure acts as a drag on the competitiveness of Brazilian producers. The social

security system still allows many workers to retire after 25 years of service while benefits are

based on latest earnings, thus grossly inflating the ratio of contribution to benefits. However, the

following structural reforms were in place:

♦ Education reforms: 15% of state and municipal tax receipts are earmarked for basic

education and for the creation of special fund; 60% of those resources are

earmarked to pay active teachers (1996).

♦ End of state monopoly on reinsurance (1996).

♦ Administrative reforms allow the dismissal of public workers under certain

conditions, cap the civil service wage bill, allow the public sector to hire workers

under similar conditions to the private sector, and require specific legislation for

public-sector pay rises (March 1998).

♦ Social security reform: no more retirement on the basis of years of service

(replaced by years of contribution); minimum retirement age for public-sector

workers, ceiling for benefits in the private sector (November 1998).

Trade and Financial Institutions

67. The structure of trade policy formulation in Brazil has undergone major changes. In late

1992. the Ministry of Economy. Finance and Planning was divided into three ministries.

Planning and Budget, Finance and Industry, Trade and Tourism. In 1995, the Chamber of

Foreign Trade, consisting of the main economic ministries and agencies, was created to

formulate and evaluate policies, co-ordinate activities related to foreign trade. Some steps have

also been taken to guarantee the simplification of import and export procedures, the introduction

o\-a new computerised import/export system, import prices for Customs Valuation purposes, the

development and administration of standards, and the establishment of an up-to-date product

safety system.



68. Since 1992, Brazil has started reforms in its trade and financial institutions, even before

the conclusion of the Uruguay Round. It followed a policy of deep cuts in its tariff rates, and

made firm commitments in the area of financial services. Inflation has been reduced from an

annual rate of nearly 2,500 percent in 1993 to some 20 percent in early 1996. This was achieved

in large part through the implementation of Brazil's new stabilisation programme, the "Real"

Plan. Introduced in mid-1994 (WTO, 1996). Economic performance improved, and prices were

stabilised, although the interest rates remained high. This resulted in a sirong inflow of foreign

capital and a considerable accumulation of international reserves. Under its tariff reform

programme, Brazil's average applied tariff dropped from 21.2 per cent in January 1992 to 14

per cent in July 1993 and now is at 12.5 per cent. This was complemented by a Common

External Tariff (CET), which was an advanced step in the process of regional integration.

69. The financial and economic reforms were enshrined in the Brazilian laws, with a view to

open a number of strategic areas to private and foreign participation. Under the privatisation

programme a number of state enterprises have been privatised; the government has withdrawn

from the steel, fertiliser, petrochemicals and aircraft industries, and in 1995 it extended the

privatisation process to include the electrical, supply, financial, railways and mining sectors. In

1995, the state monopoly in the telecommunications and oil sectors and the pipeline distribution

of gas ended; private companies were permitted to operate under contract to government. Equal
treatment was provided to foreign-controlled companies and the prohibition of the exploitation

of the natural resources by foreign companies was removed. The telecommunications law

permits privatisation of companies belonging to the Telebra System, while allowing the

President to limit the participation of foreign capital and created the National

Telecommunications Agency to supervise the sector in 3997. Petroleum law created the

National Petroleum Agency to regulate the sector, which awards concessions for oil exploration

and production. The petroleum sector cannot be privatised, but may enter into joint ventures

with private enterprises (1997).

70. Tax and duty exemptions and reductions for inputs to export industries have provided

major benefits to the exporters, particularly in the automotive sector. Other efforts to promote

exports have involved export finance programmes, aimed at offsetting inefficiencies in the

Brazilian financial system, and the use of export performance requirements. Brazil is a large net

exporter of vehicles, its motor industry achieving record production levels in 1995. Investment

plans for the automotive industry in 1995 amounted to some S 10 billion. Tariff on motor

vehicles was increased from 20 per cent in 1994 to 70 per cent in March 1995.

71. The integration of the Brazilian economy into the global economy and the increased

linkage of firms operating in Brazil to the international productive network, is seen as a major

element in providing Brazilian firms with technological innovations and greater trade and

investment opportunities. In this respect, opening its economy has become the development

strategy for Brazil (Amadeo, 1997).

3.2.2 The Chilean Experience

72. The Chilean economy has undergone far-reaching transformation over the past two

decades. From a heavily regulated import-substitution-oriented economy at the beginning of the

"0s. it has switched to a development strategy based on the expansion of Chile's markets

through exports, private investment incentives and a balancing of the principal macroeconomic

variables. The economic policy reforms that rejected ue intervention and inward-looking

policies, m favour of market liberalisation and expoi. jd growth, were adopted under the

military government of Pinochet in 1973-90. The democratic governments that followed have

maintained that liberal economic blueprint, with any new policies maintaining the same

principles of a subsidiary role of the State and the search for market solutions to economic

problems.



73. Over the past decade, Chile has managed to break free of two long-standing economic

handicaps: a highly volatile pattern of economic growth and a long history of inflation (IMF,
2000). Data provided by the IMF indicates that for the 1990s, Chile recorded its highest average

growth rates and the least volatility in a hundred years. It is reported that between 1994 and
1998 (when major crises occurred in Mexico and Russia), the Chilean economy grew an

average rate of 6.9 percent a year, well above the average annual growth rate of 3.0 percent of
the twenties. According to IMF. a decade of reforms lies behind this impressive economic

performance. The two governments of the "Concertacion" coalition led by Presidents Patncio

AyIwin (1990-93) and Eduardo Frei (1994-99) broadened and deepened a wide range of "first-
generation" reforms that had began in the 1970s. That reform package included policies to
liberalise both trade and domestic market prices, privatise state-owned enterprises, devalue the

exchange rate, and reduce the inflation by eliminating the fiscal deficit. These policies were in
tine with the government strategy to minimise state intervention. The government also turned
the country's attention to key "second and third generation" reforms, notably a strengthening of

the country's education and judiciary systems and a deepening of the social secunty reform
undertaken in the early 1980s. Moreover, in line with their commitments to integrating Chile
into the global economy, the democratic governments pursued trade liberalisation policies

directed towards further opening up. This has been possible thanks to the unilateral reduction or

elimination of protective measures, the introduction of trade facilitation mechanisms,

improvement of the regulatory framework, active participation in the multilateral trade system

and the conclusion of trade agreements at the subregional and bilateral levels.

74. In the above undertakings, the government has placed emphasis both on economic and
institutional stability. This resulted in the creation and development of an appropriate regulatory
framework designed to favour private initiative while at the same time safeguarding the guiding

principles of equality and development with equity. Some features of this institutional setting

will be described below.

Political and Social Institutions

75. The Role of the State: WTO reports that government policy has tended towards

increasing private participation in enterprises operating in competitive markets, or in regulated

markets where State presence is not required to ensure the supply of goods or services. This

privatisation policy, which began in the 70s, covered revenue-earning enterprises as well as a

large number of service enterprises, such as telecommunications, maritime, air and land

transport, and the electrical company. Most of the country's main transport infrastructure was

transferred to the private sector, through build-operate-transfer (BOT) concessions. By this

system of concessions, private companies will provide the necessary capital for the work and

maintenance. Thus, the State does not have to allocate resources to the sectors concerned and

may use them for social projects.

76. The role of the State in Chile's trade has further diminished in recent years, with the

exception of the mining sector, where the Chilean Copper Corporation (CODELCO), a state-

owed company, is the major producer and exporter of copper. In spite of State dominance in

this sector, private investment remains important. The Government's privatisation strategy is

not necessarily directed towards transferring all State property into private hands, but rather,

tow;r s finding an efficient combination of private capital and State participation. This policy

may , jsult in pure and simple privatisation just as it may generate companies, joint ventures,

franchises and other types of business partnerships. However, the intention of the authorities is

that the control of concerned enterprises should be in private hands with the State playing only a

regulatory role, while continuing to share in their ownership by maintaining a minority interest.

- Despite export diversification, Chile continues to be highly dependent upon copper and the economy

remains sensitive lo fluctuations in world copper prices. To cope with the resulting volatility of income,

the Chilean government operates a stabilisation fund out of its copper revenues.



During the 1990s, however, the government initiated a fresh approach to privatisation that

emphasised greater transparency, open competitive bidding, and fair pricing to ensure

appropriate safeguards for government property.

77. Human Capital Development: The democratic governments placed early emphasis on

human capital development. Recognising that human capital is critical to achieving long-term

erowth and reducing income inequality, the authorities focused on improving the quality of
public education. They boosted the budgetary funds allocated for the education system,

introduced a comprehensive education reform plan to upgrade teacher training, increased the

number of hours that children spend in school, and modernised curriculum.

78. According to the ETU Country Report (1999/2000), education standards in unsubsidised
and government-subsidised private schools are estimated to be much higher than the national
average. The worst performances are observed in municipal public schools, in which 64 percent

of children study. These have been municipal in name only since 1991, when a ngid and highly

centralised system of labour relations was introduced in public education. The present

eovernment's attempts to decentralise public-school administration and introduce performance-

related bonuses for teachers have advanced little, because of strong opposition by the teachers'

union, the Colegio de Profesores.

79. Under the government's educational reform programme, the proportion of the budget

allocated to education is on the rise from 4.9 percent to 7 percent by 2000. This is already

producing results: the average attainment level by eighth grade schoolchildren, measured as a

percentage by the Ministry of Education for planning purposes, reached nearly 60 percent in

1995. up from 50 percent in 1991. The proportion of children in nursery-school education

reached 18 percent in 1995, up from 2 percent in I960. Basic education achieved universal

coverage during the 1980s (up from 80 percent in 1960) and was extended from six years to

eittht. Four-year secondary education is now completed by 76 percent of pupils and 20 percent

go on to university.

50. The Pension System: Before 1981. the prevailing pension system, which was common to

most Latin American countries including Chile, was based on a "pay-as-you-go" principle, in

which the contribution of the active labour force tmanced the pension of retired persons. Joseph

Ramos (1997) argues that this system was possible "as long as the ratio of assets to liabilities

was maintained or increased, and as long as wages tended to rise with the development

process". He further argues that "ti..s inter-generation transfer" would become problematic. This

is particularly true, if growth of the population and of the labour force slackened, so that the

ratio of assets to liabilities would fall, and benefits began to diverge from contributions, leading

to collusion between workers and employers to make excessively low contributions during most

of a workers working life and only make proper contribution in the last few years (because

these years are the only ones that matter for calculating the worker's pension)". Unfortunately,

ihe system of pension used in Chile, like in any other country of the region has suffered from

both these problems, so that they have gradually been running up actuarial deficits and also cash

deficits equivalent to 2 percent to 6 percent of GDP, according to Ramos.

51. The Chilean Government in 1981. in establishing pension accounts into which Chilean

workers are obliged to pay 10% of their salaries each year, carried out a major social reform.

Pension is a direct function of Workers' contributions and the yield on the investments made by

the Pension Fund Management Company (AFPs) to which they belong during their working

life. However, since many workers only earn low wages, the pension for which they will be

eligible at the end of their working life may be so low that the State may decide to supplement

their forced savings with a fiscal contribution so that their pension will reach a socially

acceptable level. The Chilean pension reform provides for such a minimum, so that it involves

an intcr-generation distributive clement. This led to a steady increase in domestic savings and a



sustained development of the local capital market, especially in terms of the generation of

resources for long-term investments-

Institutions for Trade, Competition and Investment

Promotion

82. Reforms ofthe Tax System: A radical reform of the Labour Code in 1976 reduced payroll

taxes and restrictive practices. A tax reform shifted the burden of taxes from production to

consumption, by introducing a value-added tax (VAT) of 16%, which was increased to 18% in

1990, that applied to virtually all sales of goods and services (EIU, 1999/2000 and WTO, 1997).

Income taxes were cut and simplified. Corporation tax was reduced to 10%. In 1993, accrued

profits replaced profits actually received as a basis for the taxation of enterprises, and

mechanisms were introduced to encourage savings and investment. Non tariff barriers to

imports were eliminated and import tariffs were brought down to a single rate of 10% from

1979. From 10% in 1999. the single import tariff rate is set to be reduced to 9% in 2000, 8% in

2001, 7% in 2002 ;■ 6% from the beginning of 2003.

S3. The country's trade weighted average import tariff rate was 7.8% at the beginning of

1999. owing to the tariff concessions granted by Chile in its trade-preference agreements with

Mexico (1991). Venezuela (1993). Columbia (1993), Ecuador (1994), Canada (1997), Peru

(1998) and the associate membership agreement signed in June 1996 with Mercado Comun del

Sur (Mercosur, the customs union comprising Argentina, Brazil. Paraguay and Uruguay). The

deal with Mercosur reduced the average weighted import tariff on Chilean exports to Mercosur

countries to 3.2% from 8.2%. For Chilean imports from Mercosur, the weighted average tariff

fell from 8% to 5.7%.

84. The tax reform not only corrected inefficient and inequitable distortions but also

rationalised and simplified the tax legislation, significantly broadening the tax base (Ramos,

1997). Moreover, this simplification, greater uniformity and rationalisation made it possible to

initiate a systematic campaign against tax evasion which raised fiscal revenue by four

percentage points of GDP in four years, without increasing any tax rates.

85. Institutions in Support of Competition Policy: Ever since 1959, Chile has had regulations

in support of free competition (WTO. 1997). As of 1973, these regulations became fully

applicable at the institutional level with the establishment of a judiciary mechanism for

investigation, prosecution and punishment of anti-competitive practices. This mechanism

operates both at national and regional levels, through the investigating body, the National

Economic Prosecutor's Office, and the institutions with decision-making power, i.e., the

Regional Prevcntative Commissions and the Resolutory Commission, to which the Prosecutor's

Office and the parties affected by anti-competitive act may turn. Some of the rulings of the

Resolutory Commission, such as those imposing fines, dissolving companies or banning them

from certain professional functions may be brought before the Supreme Court.

86. The relevant legislation was merged into a single text in 1980. At the same time, the State

eliminated all regulations relating to pricing with the exception of those concerning certain basic

public utility services. Further reforms have been taken to strengthen the National Economic

Prosecutor's Office, granting it increased resources with which to carry out its task of

controlling, preventing, supervising and punishing anti-competitive practices as rapidly and as

efficiently as possible.

87. The Investment Regime:_ Chile maintains and has continued to develop an open and

transparent trade policy for goods and services, coupled with a comparable investment regime.

The legal and institutional system favours foreign investment, a fact which, together with the

country's political and macroeconomic stability, accounts for the average annual growth rate in

investment flows into the country of some 34 percent during the period 1991-1996, according to



the WTO. The foreign investment regime provides access to a broad range of economic

activities both in goods and services production, and non-discriminatory treatment of national

and iecal persons is enshrined in Chile's Constitution. According to the WTO Secretariat,

dunng~the period 1991-96, 40 percent of foreign investment went to the mining sector, while a

growing share, averaging 29 percent per annum, went to the services sector, mainly to tourism

and telecommunications. Similarly, starting in 1922. there was a significant increase in Chilean
investment abroad. This was due to new measures aimed at deregulating the exchange market

and important liberalisation initiatives in the rest of Latin America. Thus, close to 90 percent of

Chilean investments were made in that region, principally in the financial and service sectors.

Another form of investment that is on the increase involves the placement by certain Chilean

firms of ADRs (American Deposits Receipts) on the New York Stock Exchange, further

contributing to the promotion of the policy of intemationalisation and opening up of the Chilean

economy.

88. On the domestic front, investment has remained stable, oscillating between 25 percent

and 29 percent of GDP. This has been possible essentially thanks to the savings of enterprises

and of contributors to pension funds through the AFPs. The AFPs have the authority to invest

on behalf of their contributors in low-risk assets, thereby contributing to the dynamism of the

economy and the expansion of the stock market.

Financial Institutions

89. The Chilean financial system has undergone various far-reaching reforms in its

institutional structure aimed at revitalising the way it operates. Until 1982, the Chilean

authorities neglected to enact appropriate bank regulations. Economic groups were thus able to

use the banks they controlled for "connected lending" on a grand scale. This was compounded

by an exchange rate policy that led to a rapid appreciation of the Peso (the local currency).

Local banks got into debt, financing large increases in consumption and investment. The

current-account deficit rose, while local producers were unable to compete with cheap imports.

The final straw was a collapse in copper prices, and a sudden halt to Euromarket lending in

1982. In mid-1982, the government abandoned the fixed exchange rate it had adopted in mid-

1979, implementing a maxi-devaluation. Most of the banks and large corporations that had

borrowed heavily in dollars became technically bankrupt. The government rescued the banks

and took responsibility for massive foreign debt they had contracted. The entrepreneurial

empires built around these banks were liquidated.

90. The re-privatisation of the banks and large companies rescued and the privatisation

programmes that included telecommunications and most electricity companies were used as

instruments to regain popular support for free market policies. Under a .scheme promoted as

"popular capitalism", investors were able to buy shares, paying for them in instalments. An

innovative debt-for-eqmty scheme was devised, to stimulate foreign investment and reduce

foreign debt, by taking advantage of the discount available in the Euro-market for Chilean debt

paper. On the eve of the return to democracy, the commercial banks' debts to the Central Bank,

resulting from the rescue operations of 1981-83, were turned into subordinated debt. In late

1989 a political agreement was reached to make the Central Bank independent and give it sole

control over monetary policy.

91. The Central Bank has reduced exchange controls for the past decade. Controls governing

export earnings were liberalised gradually in 1986-94 and were totally eliminated in April 1995.

The reduction of barriers to capital outflows has also been substantial, allowing non-banks to

invest abroad freely. Most remaining restrictions to capital outflows came to an end at the start

of 1998, when a new banking iaw became operational. The controversial barrier against

speculative short-term capital inflows -the 30% non-interest-bearing reserve requirement levied

for the first 12 months on foreign credit, known as the encaje-was cut to 10% in June 1998 and

to zero in September 1998, but "has not been eliminated from the exchange regulations, enabling



the Central Bank to remtroduce it when necessary. Other restrictions on foreign borrowing are

being eased gradually.

92. In the process of reforming the financial system, institutional investors such pension

funds, insurance companies and mutual funds have access to new and improved financial

instruments while maintaining appropriate safeguards. At the same time, a solid body of

regulations governing conflicts of interests and insider information was introduced with a view

to ensuring the transparent functioning of the market. The banking system seems to operate

efficiently. Nevertheless, banking laws are being modified to increase foreign access to the

Chilean financial market.

3.3 The African Experience

93. It has been observed that in most African countries, investment rate and volume remain

low, limiting the efforts to diversify the economic structure. Thus, these countries face major

challenges to raise growth and reduce poverty, build up human resources and create an

environment that encourage the development of the private sector. However, two countries,

Botswana and Mauritius, seem to have done better, due mainly to prudent macro-economic

policies, relatively well developed human resources, a stable democratic system and the quality

of government intervention. Their experiences, therefore, are worth discussing.

3.3.1 Botswana

94. The literature on Botswana indicates that since independence in 1966. economic growth

has been impressive, largely due to the performance of the development of the mining sector,

particularly diamonds. However, the proximate determinants of Botswana"s distinctive

performance are stable democratic system, sound macroeconomic policies, and relatively well

developed human resources (Rodnk. 1999b). Also noteworthy is that the government has

managed the diamond boom remarkably well. All these elements combined have helped

Botswana to transform, from one of the world's poorest countries in the 1960s and 1970s with

an income per head of USS660. to a middle-income country in the 1990s, with an income per

head of over US$3,000 in 1998 (EIU. 1999/2000).

95. IMF (1997) indicates that through the early 1990s. Botswana pursued a development

strategy that relied heavily on public investment in the diamond sector and an expansion of the

public sector. Real GDP growth, which averaged 16 percent in the 1970s and 11 percent in the

1980s, was underpinned importantly by the exploitation of the abundant diamond resources; the

diamond sector accounts for about 30 percent of GDP, and about two-thirds of exports and

central ijovernment revenue (IMF. 1998a). Available estimates indicate a slow down in

economic growth in the early 1990s, retlecting a weakening in the international diamond market

and several years of serious drought. However, real GDP growth rebounded due to expanded

capacity in the diamond sector to an annual average of almost 7 percent in 1995-1997. Estimates

for the fiscal year 1998/99-show real GDP growth slowing to 4 percent, retlecting, inter-alia, the

impact of the significant slowdown in the global diamond markets.

96. Notwithstanding the impressive social and economic achievements to date. Botswana's

economy has remained narrowly based as only limited diversification was achieved under the

previous economic strategy. The lack of diversification was acutely felt when the diamond

market weakened and the economy entered a recession during 1992-94. As a result, real GDP

growth slowed down toabout 2 percent a year, employment in the formal sector declined and the

financial position of the central government weakened. Hence, during the preparation of the

Eighth National Development Pian, which runs from April 1997 to March 2003, focus was

mven to sustainable diversification, which is considered critical for generating employment,

alleviating poverty, and reducing income inequality. Botswana's strong external position



provides considerable flexibility to pursue these objectives m an increasingly liberalised

external trade and payment environment. The strategy incorporates further external sector

liberalisation, rationalisation of government activities, aimed particularly at promoting

employment through selective public works programs, and further development of infrastructure

where present inadequacies were hindering economic growth. In preparation for exposure to

greater competition, the public sector will be restructured through rationalising and downsizing,

privatisation, and productivity improvements.

97. Botswana's intensified diversification effort targets the private export-oriented

manufacturing sector, for which the authorities seek to provide stronger and more focused

support. To this end, the authorities have reviewed and considerably improved existing policy

frameworks and institutional arrangements. An overview of the evolution of institutional

arrangements follows.

Political and Social Institutions

98. The Oualifr of Governance: Botswana has a multi-party democracy with elections held

every five years. The essentially homogenous nature of the Botswana population has spared the

country from the political tensions caused by ethnic rivalries in many of the other African

countries. The Botswana Democratic Party (BDP) is the ruling party, which has held power

since the country's first post independence elections in 1966. It has. however, been losing

popularity since the 198O's and at the last general election in October 1994. won only 54

percent of the vote or 26 of 44 parliamentary seats. Disenchantment with the government's

perceived failure to tackle unemployment, currently 20 percent of the labour force, has a strong

potential to cause social and political unrest. Political support for the BDP's main opposition

party, the Botswana National Front is increasing especially among the urban unemployed and its

share of the 1994 vote increased to 37 percent from its 15 percent in 1989 election.

99. According to Rodnk, governance has been improved not only by democracy but also by

"the strong influence of rural exporters on economic policy". Indeed, "a large majority of

politicians and senior officials in Botswana own cattle, and the income from cattle comes

mostly from exporting" (Rodnk. 1999). This, according to Rodnk. explains why policies in

Botswana have not been anti-export and why the economy has never been allowed the

experience to the Dutch disease.

100. Rodnk further argues that the absence of an administered trade regime has been a key

reason for Botswana's economic success. Along with Lesotho, Swaziland, and South Africa,

Botswana has been a member of SACU. This means that Botswana has no independent trade

policy; eoods circulate freely between Botswana and South Africa. The government gets a share

of customs revenue collected by South Africa, which amounts to around 20 percent of the value

of Botswana's imports, a high level. What matters from Rodrik's perspective is that government

officials have no control over this revenue: nor do they have an ability to interfere with the flow

of goods from South Africa. More importantly, domestic producers in the urban areas know that

this is so and therefore realise that lobbying policy-makers for favour in the trade arena is futile.

According to Rodrik, the absence of an import-substituting urban lobby -ensued by the free

trade remme- could have led to improved governance on other front as well. "For example, the

admirable manner in which the government responded to a large drop in diamond earnings in

1981, by swiftly devaluing the currency may have been made possible by the absence of

entrenched urban interests. Protected behind non-tariff barriers, these urban groups would have

made it more difficult for the government to undertake the requisite policy adjustments. In any

case, that was the typical experience in the rest of Africa and Latin America, where

governments responded to external shocks by tightening restrictions and delaying

macroeeonomic adjustments' (Rodrik. 1999).



101. Institutions for Human Capital Development: The 1.5 million strong population of

Botswana is essentially homogenous with 95 percent being of Setswana-speaking descent. The

official population growth rate is 3.4 percent and some 44.6 percent of the population is 15

years or younger. Life expectancy is also high at 70 years for females and 66 years for males.

The establishment of the National Council on Population and Development in mid-1992 is an

initial step by the government to reduce population growth. Moreover, Botswana ranks fifth in

Africa on the UN Development Programme's Human Development Index reflecting the

country's successful attempts to raise educational attainment and life expectancy. About

300,000 children or 90 percent of the country's primary school age population attend primary

school while 76.000 continue to secondary school level, the highest secondary school enrolment

in Africa. Tertiary education is provided at the University of Botswana, which has a current

enrolment of 5,000 and the Botswana Polytechnic. Botswana has one of the highest literacy

rates in sub-Saharan Africa, claiming an adult literacy rate of 75 percent. The government is

trying to develop institutions, which offer vocational training in the various employment sectors,

specifically tourism, building and construction and textiles. There are some 70 centres offering

vocational training for up to 8,000 in various disciplines. Despite its relatively good school

enrolment, the country still has a shortage of skilled labour and a lack of professional

management expertise. Moreover. Botswana has a well-developed and decentralised primary

healthcare system. In 1998, there were 16 hospitals. 14 primary hospitals (health centres), some

200 clinics and over 1.000 outreach health posts, many of which are mobile. The United

Nations, owing to the decline, estimates the population growth annual rate at 2.2 percent in total

fertility associated with more effective family planning. These achievements ranked Botswana

high within the Sub-Saharan region, on the UNDP's human development Index.

102. The labour force of around 500.000 is principally employed in the formal sector

(232.600). in the private sector (145.000) and in cattle raising and subsistence agriculture. An

estimated 11.900 are employed as migrant workers in the mining industry in South Africa.

There is. however, a high rate of unemployment (20%) as well as under-employment and this is

expected to worsen as drought forces many rural dwellers to seek employment in the towns.

Botswana also has a reputation for stable industrial relations and there have been few labour

stnkes since independence. There is a free trade union movement with 20 registered unions.

Collective bargaining takes place through wage councils for en sector of the economy but the

ability of trade unions to organise official stnkes has effectively -een limited. The government's

stance on labour emphasises wage restraint, the need for harmonious industnal relations,

increasine productivity and the concept of reward for productivity.

103. Furthermore. Botswana ranks among the top countries in Africa in terms of total

infrastructure. The increased national income received from its mining sector enabled Botswana

to invest in roads and other infrastructure. Telecommunications, roads, railways and air

transport are generally good although the western areas of the country remain relatively

inaccessible. However. Botswana is poorly endowed with water resources.

Macroeconomic Policy Management

104. It is argued that Botswana's strong economic performance has been buttressed by

sustained fiscal surpluses since fiscal 1983/84 (fiscal year beginning April 1). IMF data indicate

for 1996/97. an overall fiscal surplus equivalent to 7.6 percent of GDP. reflecting market gains

in mineral tax revenue and increased interest income on sharply higher foreign exchange

reserves, as well as restraint in government spending. The 1998/99 budget projected a surplus

equivalent to almost 1 percent of GDP for the fiscal year, which reflects lower mineral tax

revenues owing to a projected slowdown in diamond sales, particularly to Asian markets, and a

growth in government spending. However, the overall balance for the fiscal year 1998/99 was

an estimated deficit of 5.4 percent, from a surplus of 4.5 of GDP in 1997/98. According to IMF,

the significant deterioration in the budgetary outcome mostly reflected the sharp drop in mineral

revenues, which fell bv almost one-third. In addition, civil servants' salaries were raised by 25



percent in July 1998, which contributed to an increase m the government wage bill of 23

percent. Another deficit is expected in 1999/2000 as diamond revenues remain subdued.

However, as diamond revenues pick up again in 2000. the budget should return to a surplus.

105. Because of the country"s large reserves, monetary policy has mainly sought to deal with

excess liquidity caused by the inflow of foreign exchange. As a result, the Bank of Botswana

(BoB, the Central Bank) has issued certificates since 1991 through regular auctions. Measures

to mop up excess liquidity in the economy have contributed to considerable moderation in the

growth of domestic non-government credit and, since 1992, a declining trend in inflation, which

reached 6.4 percent at the end of 1998. Other important reforms have included the passage of

the new Banking Act (1995). the Botswana Stock Exchange Act (1995), and the new Bank of

Botswana Act (1996). The new laws provide an updated legal framework that will facilitate

financial sector development and financial intermediation.

Institutions for Trade, Competition and Investment Promotion

106. The Exchange Rate Policy: Over the years, Botswana's exchange rate policy has

lccorded a high priority to preserving competitiveness with a view to promoting diversification

f economic activities and employment in non-traditional industries. An important consideration

in the choice of exchange rate arrangement has been Botswana's trade relations and its

membership in the Southern African Customs Union (SACU)J.

107. Since breaking the rand parity in 19764. the national currency, the Pula. has had a

managed exchange rate (IMF. 1998b). According to the IMF, the Pula was initially pegged to

the U.S. dollar; and since the South African Rand was also pegged to the U.S. dollar, this

arrangement provided a stable relationship between the Pula and the two currencies in which the

majority of the country's trade was conducted. Following an 18-month period from January

1979 when the Rand floated against the U.S. dollar -which entailed a significant appreciation of

the Rand and thus a depreciation of the Pula against the Rand- the Botswana authorities decided

in June 1980 to switch from a peg to the U.S. dollar to a currency basket, which comprises

roughly the South African rand (60 percent) and the SDR (40 percent). The rationale has been to

minimise imported inflation and currency fluctuations associated with tracking the Rand while

ensuring that Botswana's manufactured goods remain competitive in South African markets. It

is observed that the necessity of maintaining competitiveness has been the overriding factor in

exchange-rate management and. on a number of occasions over the past few years, the

authorities have devalued the Pula against the SDR portion of the basket to follow the Rand

downwards. These large depreciations have, in turn, revived the national debate on the linkage

to the rand, but the government's commitment to promoting diversified manufactured exports,

which has been endorsed by the IMF, suggests that there will be no change-to current policy.

108. The Tax System: Botswana's intensified diversification efforts target the pnvate export-

oriented manufacturing sector, for which the authorities seek to provide stronger and more

focused support. To this end. tax and other incentives under the Industrial Development Policy

and the Financial Assistance Policy' are more targeted to export manufacturing, while the Trade

and Investment Promotion Agency has become autonomous and assumes a broader role.

Moreover, under the Accelerated Land Servicing Program, fully serviced industrial plots and/or

factory shells should be more readily available to investors. In 1995, Botswana joined the

; SACU's membership comprises Botswana. Lesotho. Namibia, South Africa and Swaziland.

4 Rising diamond production resulted in Botswana's withdrawal from the Rand Monetary Area (RMA), in

1976, and in the introduction of Botswana's own currency, the Pula.

s The Financial Assistance Policy (FAP) introduced in 1982 provides the main incentives for the

establishment of labour intensive manufacturing (and more recently, tourism) enterprises, essentially by

subsidising start-up costs and wages. Capital giants are available for both small-scale indigenous

entrepreneurs and larger enterprises, which are also eligible for training and employment subsidies, the

latter for a period of five years.



regional power grid, leading to a 10 percent reduction in electricity tariffs. To foster efficient

domestic markets after the major drought, Botswana has shifted from a policy of self-

sufficiency in food to food security and eliminated crop subsidies in favour of regional trade and

import parity crop pricing. The government has reduced corporate and personal income tax rates

to 25 percent (15 percent to manufacturing firms) from 35 percent and has lowered external

tariffs and simplified their structure in the context of the SACU and the WTO. Moreover,

Botswana has fully liberalised external current ace -unt transactions. In the last few years,

Botswana has liberalised most capital account transa. ons; most significantly, 70 percent of the

portfolio of institutional investors (such as pension funds) can now be invested abroad,

compared with 50 percent previously.

109. The sharp decline in the fiscal surplus in the early 1990s prompted the authorities to

reorient revenue and expenditure policies. Such reonentation was also seen as essential to move

towards a more efficient but diminished role for the public sector. To reduce reliance on

diamond revenues, the authorities have extended coverage of the tax to more goods and to

services as a prelude to the introduction of a value-added tax; at the same time, tax

administration has been improved with new hiring, expanded training and computerisation. On

the expenditure side, public sector wage increases were limited to about 4 percent a year during

1994/1995 - 1996/1997, while lending to public enterprises has been increasingly restricted.

Reforms in the civil service have been undertaken to retrench non performing employees, while

providing more formal and on-the-job training to enhance productivity. Several parastatals have

been identified for privatisation. The government's White Paper on Privatisation released in

October 1998 recommends the privatisation of Air Botswana, the Meat Commission, and the

National Development Bank and public enterprises involved in electricity, railways and

telecommunications. The establishment of a statutory body, the Public Enterprise Monitoring

and Privatisation Agency, in 1999 is a sign that the government is serious in its intention to

reform the parastatal sector.

110. Investmenr vironmetif. Botswana has no exchange controls: (i) foreign investment is

welcomed: (ii) dr ^nds and capital gams on equity investment received from a foreign source

are, subject to tax being paid, freely remittable out of Botswana; (iii) interest and capital on

foreign loans are freely remittable in foreign currency; (iv) upon disinvestment, the person may

remit capital immediately; and, (v) non-residents may borrow Pula and are permitted to hold

foreign currency accounts in Dollars. Pounds Sterling, Deutsche or SA Rands.

111. The government seeks to create a favourable climate for encouraging private investment.

There is excess liquidity in the banking system and the commercial banks are actively looking

for good projects to which to lend. Government seeks to develop Botswana as a financial

service centre. Co-ordinating this is a Task Force currently working on all aspects of the

establishment and development of Botswana as an International Financial Services Centre, with

five key activities: (l) Collective investment undertaking/fund administration; (ii) International

business companies: (iii) International trusts/trust administration; (iv) Captive insurance/captive

administration: and, (v) International banking.

112. Concerning investment incentives, financial assistance to manulacturing operations exists

by way of the Financial Assistance Policy (FAP) which was previously effectively limited to

manufacturing, medium and small-scale mining and agriculture, other than cattle, and most rain

fed crops. The government intends extending FAP to the service sector including tourism.

Under FAP. the following grants are available to an investor in a new enterprise: (i) A five-year

"step down" tax holiday (involving reimbursement of company tax paid), of 100 percent in each

of the first two years of operation, and 75 %, 50% and 25% in the third, fourth and fifth years,

respectively: (ii) A step down reimbursement of unskilled labour costs of 80% in the first two

years of operation, and 60%, 40% and 20% in the third, fourth and fifth years respectively; (iii)

A training grant reimbursement of 50% of approved training costs in the first five years ot

operation: and. (iv) A capital grant, being the lesser of a fixed percentage of the capital



investment (the minimum being 40% of capital investment in urban areas and the maximum

being 85% of capital in certain rural areas) or PI,000 per citizen job created where the investor

is a non citizen. Grants under FAP are exempt from income tax.

113. The government, and in particular the Ministry of Finance and development Planning, has

committed itself to: (i) the maintenance of positive real interest rates: (li) the rendering of water,

electricity, telecommunications, postal and rental charges at international competitive rates; (lii)

improving productivity and restraining wage increases and maintaining a real rate of exchange

to enable local producers to compete internationally; and, (iv) improving its manufacturing

industry for both local and international consumption.

114. Botswana holds foreign exchange reserves, which as at November 1997 represented

approximately 30 months current account for the import of goods and services. In the latter part

of 1997. the Botswana Export Development and Investment Authority, an autonomous body

created by statute, was set up with the aim of providing practical advise and assistance to new

investors. Botswana is now an original registry for Trademarks, Patents and Designs.

Previously, any trademark, patent or design was required to first be registered in South Africa or

the United Kingdom and only thereafter was protection given in Botswana.

3.3.2. Mauritius

115. Mauntius has been transformed from a monocrop economy (sugar being the main source

of growth), earnings and employment, to a relatively diversified structure, with export-oriented

manufacturing sector (principally clothing) spearheaded by the Export Processing Zone (EPZ), a

flamboyant tourist industry and an unfolding services sector. Per capita income, expressed in

current U.S. dollars, nearly tripled in the period 1980-1993, to attain US$3,800 in 1996. making

Mauntius an upper-middle income economy with an income above that of South Africa and

Mexico (IMF Survey, 1998).

116. Export-led growth strategy has produced a vigorous growth trajectory. According to IMF

estimates, between 1980/81 and 1990/1991 aggregate output expanded at an average annual rate

of 6.3 percent, with the export processing zone and tourism making particularly impressive

gains. The mainly textiles-based export-processing zones grew at an average annual rate of 15.2

percent, and tounsm recorded annual growth tes of about 10 percent, with a particular strong

performance in the later half of 1980s. Sugar output over this penod remained essentially

unchanged. As a result, the shares of GDP of the export processing zones and tourism sectors

rose, respectively, from 4.2 percent and 1.6 percent in 1979/80 to 11.4 percent and 2.5 percent

in 1989/90. Over the same penod, the share of GDP of sugar industry declined from 18.1

percent to S.O percent.

117. The rapid growth of the 1980s was based on a combination of disciplined macro-

economic policies with a flexibly managed exchange rate, a stable political environment,

favourable external economic environment, including preferential access for sugar and clothing

exports to the European Community (under the Lome Convention) and a strong emphasis on

export promotion.

118. Despite some fluctuations, the overall growth record since the early 1990s has been

strong, with real GDP growth averaging 6.5 per annum according to Bank of Mauntius

estimates. Indeed, the country's established export base has continued to generate growth.

Textiles and clothing are continuing to be the vital source of growth for the country and are in

fact providing the crucial link for the development of other manufacturing and non-

manufacturing sectors. Data provided by the Bank of Mauntius indicate that from 1992 to 1997,

the EPZ textile and clothing sectors have increased their export value by more than 77 percent,

while their workforce reduced by more than 11 percent. The agriculture sector which has been

slowing during the past years, is still the second contnbutor in value-added, since it produced



8.9 percent of GDP m 1997. The Tourist sector has been booming with double-digit growth

rates for almost five years in a row and record high hotel occupancy rates. Its value added

increased by 8.2 percent in 1997.

119. The economic policy in the 90s aimed at achieving sustainable economic growth by

aligning the Mauritian economy to the increasingly competitive and integrated world economy.

In this regard, poiicy-making laws is being placed on modernisation and diversification, greater

integration of the export and domestic markets and the improvement of total factor productivity

by focusing on technology, human capital and the restructuring of the capital base (WTO,

1995). The WTO indicates that the Industrial Expansion Act of 1993 seeks, through fiscal

incentives, to move the economy towards greater value-added production. Such measures

follow liberalisation efforts taken since 1985, when Mauritius dismantled its quantitative

restrictions, lifted price controls on all but essential items and reduced its export tax on sugar.

Other steps included the elimination of import licensing in 1991 for all but a limited range of

products subject to health, sanitary or strategic control and a concerted effort to harmonise

standards, along international norms.

120. It is reported that in 1994, following the conclusion of the Uruguay Round, Mauritius

consolidated its general preferential and fiscal duties, reduced the number of tariff rates from 60

to 8 and lowered duties on more than 4.000 items. Tariffs for agricultural products were bound

at a ceiling rate of 122 percent, with the exception of certain major imports, including such

items as frozen beef, dairy products and certain grains. Applied rates are generally below the

bound levels. In regard to trade in sendees. Mauritius made market access commitments to

foreign service suppliers in the tourism and telecommunications sectors.

121. The uncertainties raised by events such as the WTO agreements, which oversee the

phasing out of the Multi-Fibre Agreement and the Lome Convention renegotiations command

the need for higher levels of efficiency across all sectors in order to retain market share as these

preferential treaties are dismantled. Hence, at the domestic front, upgrading and restructuring

are the order of the day. In this context, policy makers are putting a particular focus on the

institutional framework to support the restructuring exercise. An overview of the evolution of

the institutional environment and of the policy changes that have been introduced follow.

Political and Social Institutions

122. The Mauritius Government: A Stable Democracy: The Republic of Mauritius is a

sovereign democratic state within the Commonwealth with a long tradition of parliamentary

democracy. The Constitution guarantees to the citizen his fundamental rights: rights to liberty

and protection of the law. freedom of conscience, freedom of association? of movement and of

opinion, freedom of expression, freedom of creed and of religious belief as well as the right to

private property (Government of Mauritius. 2000). The Constitution differentiates clearly

between the legislative, the executive and the judiciary.

123. Power lies with the elected National Assembly, the supreme law-making body of the

island. The Assembly comprises 62 elected representatives (who come from 20 three-member

constituencies on the Island of Mauritius and the two-member constituency of Rodrigues) and

up to eight "best losers", appointed to ensure adequate representation of each ethnic group. The

maximum parliamentary term is five years. The Constitution provides for a local government to

manage local matters. For this purpose Mauritius is divided into tows, districts and villages.

There are five municipal councils in the urban areas, and in the rural areas, there are district

councils under which fall 126 village councils. The district councils consist of representatives of

village councils. The village council is the smallest unit of local government and has its own

constitution and powers to carry out certain functions. The representatives of local authorities

are democratically elected during elections, which are held every five years



124. Human Capital Development: Mauritius has a young multiracial population estimated at

1.300,000 at the end of 1998. The official population growth rate is 1.1 percent. The country's

remarkable economic growth has translated into increased life expectancy, lowered infant

mortality, and improved infrastructure. Rapid economic growth and strong social policies have

reduced the percentage of the population living below the poverty line to less than 5 percent

125. The EIU Country Profile of Mauritius (1999/2000) indicates that Mauritius has one of the

highest literacy rates among developing countries, at more than 95% for the under-30 age group.

Education is free to university level; over 95% of the eligible age group attend primary school

and around 40% attend secondary school. In 1997, Mauritius adopted a compulsory nine-year

schooling system. This will raise the percentage of primary-school leavers going on to

secondary education above 95%. A vocational education stream has been introduced, enabling

school leavers to obtain training for a trade from an earlier age.

126. In order to improve standards of education on the island, the government has invested in

education and training, which are among the three largest public expenditure items in the

national budget. A massive capital expenditure programme has been planned for the next five

years, while the authorities are planning to introduce a series of reforms at all levels to improve

sectoral effectiveness and efficiency.

127. Concerning the healthcare system, Mauritius has a well-developed one. A number of state

hospitals and clinics are strategically located to meet the needs of the population. However,

spending on private healthcare has traditionally been high. Public expenditure on healthcare is

expected to rise over the next few years as the government plans to improve and extend health

services. Private healthcare provision will be under close government scrutiny. After the

elimination of malaria, the rate of population growth soared to 4% per year in the 1950s

although in 1986-96 the rate slowed to 1%.

128. Government estimates indicate that the total labour force, inclusive of foreigners, grew by

2.4% to reach some 517,000 in 1998 as compared to 504.800 in 1997. While growth in the male

labour force was only 1.5%, the female labour force increased by 4.2% to stand at 176,500,

representing 34% of the total. Total employment increased by 12.100 to an estimated 487,600 in

1998. A marked improvement was observed in the employment trend of large establishments.

Indeed, while generating around 1,000 new jobs in 1997, net job creation by large

establishments stood at 6,400 in 1998. Hence, employment in large establishments rose by 2.2%

to some 294.200 representing around 60% of total employment principally employed in the

formal sector (232.600), in the private sector (145,000) and in cattle raising and subsistence

agriculture, according to government estimates. An estimated 11,900 are employed as migrant

workers in the mining industry in South Africa. There is however a high rate of unemployment

(20%) as well as under-employment and this is expected to worsen as drought forces many rural

dwellers to seek employment in the towns.

Macroeconomic Management

129. High sugar prices resulting in strong growth during the early 1978, were accompanied

with lax fiscal and monetary policies (IMF, 1998). However, once sugar prices dropped from

their 1974 peak. Mauritius found itself with deteriorating public finance, reflecting rising

current expenditures and declining tax revenues. The economic situation further deteriorated in

1979/80. following the sharp rise in international petroleum prices and a number of severe

cyclones that substantially damaged the country's sugar crop and infrastructure. The authorities

responded to these shocks by adopting comprehensive macroeconomic adjustment measures

that were supported by the IMF.

130. The focus of adjustment effort further shifted to re-establishing fiscal discipline and

sharply curtailing the government's borrowing requirements. The government primarily



achieved fiscal discipline by substantially reining in government expenditures -retaining its

wage and salary bill as well as capital spending and net lending. Moreover, taxes on property

and goods and services were increased and the composition of taxes shifted from export to

import duties. In view of the economyns heavy dependence on the sugar industry and the latter's

limited capacity to absorb a growing labour force, the authorities encouraged diversification.

They used fiscal and administrative incentives of an export-oriented manufacturing sector

through the creation of an export-processing zones and to boost tourism.

131. In the monetary sector, the fiscal improvement resulted in increased private sector credit,

particularly for the export-processing zones and tourism. The IMF indicates that during the

1980s, the authorities gradually liberalised deposit and lending interest rates, permitted greater

competition in the banking system, and gradually phased out the sectoral allocation of credits.

To further diversify the economy, the authorities in the late 1980s also enacted legislation to set

up a stock exchange and establish the framework for an offshore financial sector and gave

supervisory authority over the Bank of Mauritius. Moreover, to re-establish external

competitiveness, the Mauritian currency, the Rupee, was devaluated in October 1979 and again

in September 1981 by a cumulative 36 percent in nominal terms. In February 1983, the

authorities changed the pegging of the rupee from the SDR to an undisclosed, trade weighted

basket of currencies, while leaving its exchange value unchanged. These prudent

macroeconomic policies have largely contributed to the vigorous growth trajectory of the 1980s.

As a result, employment opportunities increased and the current account's large and chronic

deficits of the late 1970s were eliminated in the last half of 1980s.

132. During the 1990s, the authorities have intensified their structural reforms. On the fiscal

front, Mauritius reduced the number of tariff bands from 90 to 8 and the maximum rate from

600 percent to 80 percent m 1994, and abolished the remaining tax on sugar exports.

Subsequently, it also harmonised duties on domestic and imported goods. The tariff reductions.

coupled with the reconstruction efforts following the 1993/94 cyclones, however, resulted in the

re-emergence of large fiscal imbalances. In response, the government that took office in late

1995 committed itself to fiscal consolidation over the medium term. To this end, and with the

assistance of the IMF, Mauritius enacted a value-added tax (VAT), on September 7, 1998. In the

monetary area, the Bank of Mauritius has taken steps to vitalise and deepen the financial

markets, including noncash liquid asset ratio. It has also begun publishing a monthly bulletin

that, among other macroeconomic statistics, provides market participants with relevant data on

Treasury bill auctions and foreign exchange transactions. To further strengthen the financial

sector, the Bank of Mauritius has tightened prudential regulations by raising the required risk-

weighted capital adequacy ratio from 9 percent to 10 percent for domestic banks effective July

1997. It has also increased the minimum of paid-up or assigned capital for both domestic and

offshore banks from Mau Rs 50 million to Mau Rs 100 million by January 1999, and subjected

domestic commercial banks to a 15 percent exposure limit, monitored daily, on their open

foreign exchange positions.

133. In the external sector. Mauritius accepted the obligations under Article VIII of the IMF's

Articles of Agreement in 1993, and its payment system has remained free of all restrictions on

the making of payments and transfers for current international transactions. In 1994, the

authorities lifted all remaining controls on capital account transactions and introduced an

interbank foreign exchange market, thus effectively eliminating the Mauritian rupee's peg and

allowing its value to be essentially market determined. The interbank market was further

deepened in July 1997 when the Bank of Mauritius terminated the foreign exchange surrender

requirements for sugar export proceeds and allowed the Mauritian Sugar Syndicate to sell its

foreign exchange earnings directly to the inter bank market.



Institutions for Trade, Competition and Investment Promotion

134. Taxation: The Mauritian income tax act is based on English income tax law. The income

tax year in Mauritius starts on July and ends in June of the following year. Companies are liable

to pay income tax on their income from any source at a Hat rate of 35%. A company that is

incorporated in Mauritius or has its controlling interest in Mauritius, is considered for tax

purposes to be a resident company. Shareholders of resident companies, whether they are

themselves resident or non-resident, are liable to be taxed on dividends received. Dividends

distnbuted by non-resident companies to their shareholders are not taxable unless that

stakeholder is a Mauritian citizen. Various tax incentives are granted to companies -companies

holding tax incentive certificates are liable to tax at a reduced rate of 15% whilst listed

companies are liable to tax at a rate of 25%. There are other forms of taxation namely sales tax.

registration duty, land transfer tax. land development tax. campment site tax. national pension

fund, capitalisation, capital gams tax.

135. Individuals are taxed on income derived as follows: Mauritian Rupees (MUR) 5% of the

first 15,000: 15% on the next 20.000: 25% on the next 20.000: and 30% on the remainder.

136. Value- added Tax: The Value Added Tax Legislation has been introduced since

September 7. 1998. It replaces the Sales Tax Act 1982 and also provides for a phasing out of the

hotel and restaurant tax. The VAT is intended to restore tax buoyancy, recoup some of the tax

revenue loss resulting from the tariff reductions, and compensate for revenue losses arising out

of planned further tariff reductions in the context of regional and international initiatives and

commitments.

137. As designed, the VAT was intended to be a comprehensive tax on goods and services,

with few exemptions and a single threshold at or above which registration for enterpnses would

be required. Consequently, the VAT law allowed for limited exemptions, relating mainly to

selected foodstuffs and goods and services used in education and health activities. More

significantly, imports by export processing zones (EPZ) enterprises and other concession-

granted enterprises were subject to the VAT, although a fast-track refund system was put in

place to minimise potential cash-tlow problems for these enterprises.

138. The VAT is fixed at a single rate of 10 percent (IMF, 1999), a compromise that was

approved by the National Assembly instead of an originally proposed 12 percent rate, which

was considered to be revenue neutral. The hotel and restaurant tax will be reduced to 0 as

follows: from 10% to 4% as from 7 September 1998 to 30 June 1999; from 4% to 2% as from 1

July 1999 to 30 June 2000; and from 2% to 0% as from 1 July 2000. In line with standard VAT

practice, exports were zero-rated. The VAT legislation follows the norms laid down by the IMF,

who has assisted in the implementation of the legislation in the country.

139. In assessing the performance of the VAT during the period September 3998 to April

1999, the IMF observed that the performance was much better than anticipated in terms of the

level of compliance and revenue collected. The percentage of registered VAT taxpayers filing

returns on time was. on average, more than 90 percent; in addition, close to 99 percent of returns

were received within 20 days of the receipt of the first reminder notice. Wholesale and retail

business accounted for about 44 percent of registered businesses; manufacturing activities

accounted for another 27 percent: and professional services {accounting, real estate, legal, etc.)

accounted for about 10 percent. It is indicated that over the same period, the total of sales tax,

hotel tax. and VAT collected was 60 percent higher than during the comparable period of

1997/1998. In relation to budget projection, VAT collection for the period was 46 percent

higher. About 65 percent of the total VAT receipts were collected on imports at customs, while

the balance was collected from domestic goods and services.



140. Investment Environment: Mauritius generally welcomes foreign investment and has

abolished exchange controls (dividends and royalties may be repatriated freely). However,

under the Non-Citizen property Restriction Act. any foreigner must obtain the Prime Minister's

approval before holding or acquiring any immovable property or share in a Mauritian company.

141. The incentives offered to encourage both local and foreign investors include tax, financial

and other benefits. They have been brought up to date by the Industrial Expansion Act of 1993

and offer almost the same tax incentives, which are mainly: (i) corporate tax rate of 15% instead

of 35%; and. (ii) tax-free dividends.

142. Moreover, to position Mauritius as a World Class Export Centre, the government has

established the Export Processing Zones Authority. This institution acts as a facilitator and

catalyst in forging the competitive edge of all export-oriented activities. The EPZ Development

Authority strategy for 2000-2002 evolves around: (i) making "Made in Mauritius" as

established label; (ii) preparing the Mauritian Textile and Clothing Industry to face up to new

challenges in-line with the National Strategy for the year 2005 and beyond; (iii) extending the

productivity and quality improvement programmes to non-textile sectors, while taking on board

green productivity; (iv) being a focal point for research and analysis on issues related to the

export sector: (v) providing the export sector with the means of achieving "Quick Response";

(vi) Providing information in the most timely and cost-effective manner; (vii) strengthening

existing and establishing new international links to facilitate the acquisition of technology and

technical know-how: and. (vni) opening up to the region in view of the expected increase in the

regional integration trend and also within rhe context of the national objective of making

Mauritius a service hub.

IV. Assessing Africa's Institutional Performance

143. The main lessons that one could derive from the above diverse experiences is that all

successful globalizes have developed marked-based economies that uphold pnvate property

and fiscal and monetary stability. But their economic systems were different on many important

dimensions, including the intervention of the government, the social institutional setting, and the

regulatory framework.

144. Referring to the selected East Asian countries. Korea and Thailand, we can observe retain

that the main causes of their rapid growth and successful integration into the world economy

was a strong export orientation, high saving rates, and sound macroeconomic policies.

underpinned by a solid institutional framework. It is important to note that it was the

government, which provided that favourable institutional framework, within which the private

sector was able to develop. In Latin America, the experience of Chile and Brazil suggests that

tax reforms, trade liberalisation and pension system reforms have played a major role. In

addition to that, these countries have undertaken thorough financial reforms, resulting in

macroeconomic stabilisation in Brazil and in the autonomy of the Central Bank in Chile. In

looking into the African successful globalisers. it is observed that, as is the case for many

African countries. Botswana has experienced natural resource-based development. However, the

Botswana Government has done more by combining elements of an open economy with less

orthodox policies in others spheres. For instance, as a member of SACU, Botswana has not had

an independent trade policy, a factor that may have been crucial in achieving good governance

on macroeconomic front and elsewhere (Rodnk. 1999). But Botswana has also a very large

public sector and extensive government involvement in the economy. In Mauritius, the key

ingredients of the country's success has been stable democracy and rule of law; ethnic tolerance;

macro-economic stability; equitable social progress; and a coherent strategy to compete



internationally in labour-intensive activities (including a flexible exchange rate, low tax

environment, and determined efforts to attract foreign investment).

145. This diversity of experience reinforces the view that economic policies and policy advise

must be country-specific, if they are to be effective. Nonetheless, there are some common

threads among the above successful globalises and these are: (1) they all have had market-

friendly but proactive governments that have secured a rule of law which guarantees property

and contract rights; (ii) they have established adequate institutions for macroeconomic stability;

and, (in) they have set up institutions and mechanisms for physical and social development. We

will use these common institutional characteristics in the next section to test African's

institutional performance.

4.1 Testing Africa's Institutional Performance

Methodology

146. The indicators of institutional quality are mostly tested in growth regression, which

control for other potential determinants of growth (Weder, 1999). The literature on economic

growth has produced two broad branches. The first branch uses objective (universally

observable) proxies for institutional performance (see, among others. Barro, 1991, Alesina et al.

1996. and Hausmann and Gavin (1996). The second branch of the literature relies on subjective

indicators, mostly based on the opinion of experts (see. Mauro, 1995 and Knack and Keefer,

1995), or on surveys of the private sector (World Bank, 1997).

147. Using both objective and subjective measures of institutional quality, Weder (1999) has

raised questions of whether better institutional performance can explain higher levels of growth.

The mam indicators of institutional performance retained in her analysis were public-private co

operation, bureaucracy, rule of law. corruption and political system and stability. The strategy

used in the growth regression is described in the introductory part of this paper.

148. Her mam findings could be summarised as follows: (l) there is weak evidence that

countries with a high degree of cooperation between the public and private sectors tend to grow

faster; (ii) the quality of a bureaucracy and incentives structures within the bureaucracy should

help explain differences in levels of growth; (lii) property rights and rule of law are of major

importance to economic performance but there is only weak support of the proposition that high

levels of corruption reduce growth; and. (iv) neither democracies nor autocracies are superior at

generating growth, but there is strong evidence that political instability reduces growth.

149. Furthermore, the FiCA has elaborated its Economic Sustainability. Index (ESI), which

assesses a country's medium to long-term potential to produce and maintain good economic

performance. The ESI contains six main sub-indices: human capital development, structural

diversification, transaction costs, external dependence, and macroeconomic indicators of

sustainability and sustained growth performance.

150. The Human Capital Index (HCI) measures performance of countries in the areas of health

(access to safe water, access to medical services, mortality, life expectancy, and incidence of

AIDS) and education (literacy, school enrolment and higher education). The Structural

Diversification Index (SDI) combines export portfolio diversification with the extent of single

primary commodity export concentration ; the share of manufacturing in national output.

The Transaction Costs Index (TCI) takes account utilities, communications, and transport

in terms of effective supplies and costs of provision. The External Dependency Index (EDI) is

divided into two categories: debt (debt stock and debt service) capturing the debt burden and

dependence (official development assistance, food imports, and export destination) indicating

the extent to which a country is reliant on donors and a single trading partner. The



Macroeconomic Sustainability Index (MSI) is comprised of export strength, savings.

investment, inflation, and current account balance.

151. The present study will draw from both Weder and ECA's work and attempts to explain

the quality of institutions in African countries. In so doing, and. taking into account the above

defined institutional characteristics of adjusting to globalisation, the paper will use country

scorings and rankings for two variables from Weder's paper, namely, rule of law and political

stability, to be complemented by the ECA's Human Capital Index (HCI) scoring to explain the

performance of socio-political institutions. In a second stage, the paper will use the ECA's

Transactions Costs Index and Macroeconomic Sustainability Index scorings to explain the

performance of economic institutions.

Scoring Methodology

152. In Weder's paper, the indicators of rule of law include many aspects of the rule of law in

a country, such as the reliability of the judiciary, the risk of being expropriated, law and order

tradition, crime and Theft. The political stability variables are indicators of the stability of the

political system. In her scoring methodology, Weder normalises all indicators to make them

comparable from 1 to 10, where 10 stands for the best possible performance and 1 for the worst

possible performance.

153. As for the ECA sustainability indices, for each individual indicator, the average of the

three best performing African countries for that particular indicator is set as the norm, a score of

7. Boundaries are determined by using one-half standard deviations of the distribution of the

data. Where appropriate, half-standard deviations of the logarithmic transformation of the data

are used instead. The scores for all indicators within each category are averaged to find the

category scores, and the category scores are subsequently averaged to determine the overall

sustainability index.

Performance of Socio-political Institutions

♦ Rule of Law: Annex table 1 shows a scoring of 23 African countries against

Weder's average of rule of law variables. The scoring suggests that, except for

Morocco and Ghana, all the remaining countries ranked score less than 5.

Morocco. Ghana. Zimbabwe, South Africa and Mauritius are identified as the top-

five performers, and Benin. Chad, Madagascar. Zambia and Mozambique as the

bottom-five performers. The scoring might reflect the fact that in many African

countries, people do trust the judiciary system only to a limited extent. Collier and

Gunning (1999) argue that the African courts generally work less reliably than

those elsewhere; and they fail as an instrument of reliable contract enforcement. As

a result, in most African countries, the courts are used for conflict resolution.

According to Pedersen and McCormick (1999) in most countries, monopolistic or

illicit tendering practices and the inability of the legal system to secure

enforcement of contracts constitute a major problem, especially for small and

medium enterprises. Furthermore, in exploring the issue of contract enforcement in

both Kenya and Ghana. Kimuyu (1997) and Falchamps (1996) found that the lack

of effective institutions to enforce commercial contracts adds to the riskiness of the

business environment, and encourages entrepreneurs to restrict their dealings to

persons they know and trust. This, according to Pedersen and McCormick, this

militates against wider national or regional markets for goods and services.

♦ Political Stability: Weder's Political Stability scoring of 23 African countnes.

Maurif . Tanzania. South Africa. Zimbabwe and Zambia rate as the most

politically stable countnes in Africa, while Cote d'lvoire, Uganda, the Republic of

Congo. Benin and Madagascar are the least politically stable countnes (Annex

table 2). Except for Mauritius (scoring 6.10). all other countries of the sample are



scoring less than 5. This reflects the precarious political situation prevailing in

most countries. Indeed, it is being observed that in most countries, there exist high

risks of political violence and instability springing from civil strife and ethno-

linguistic conflicts and inequality. These risks most of the time, result from the

government's inability to maintain law and order in face of a minority privileged

group that hold the State hostage to extract rent for themselves. In such a situation,

income transfers through informal social institutions and ethnically based relations

serve as safety nets.

♦ Human Capital Development: The ECA Human Capital Index scoring of 46

African countries shows that Mauritius. South Africa, Algeria. Tunisia, and Egypt

are the top-five performers while Burkina Faso, Ethiopia, Gambia, the Central

African Republic and Nigeria are the bottom-five performers. Half of the countries

in the sample are scored less than 3.5, while only six countries (the five top-

performers and Cape Verde) achieve scores higher than 5. This suggests that

human capital is not well developed in the African continent. Indeed, the main

indicators of human capital development in Africa are indicative of the very small

progress made by African countnes. Thus, in the area of health, the performance of

African countries in line with the objective of universal access to health, and status

of health in general, is disappointing. According to the 1998 'World Health Report'

only four countnes in Africa (Algena, Cape Verde, Mauritius and South Africa)

have values above all 'tree health-for-all targets in 1997'. The three targets in

WHO'S strategy for health for all by the year 2000 relating to health status are: life

expectancy at birth above 60: under-5 mortality below 70 per 1000 live births;

infant mortality below 50 per 1000 live birth. Perhaps the most alarming

development in the condition of health in Africa is the rapid expansion of

HIV/AIDS-related deaths. According to the latest estimates from the Joint United

Nations Program on HIV/AIDS (UNAIDS) and WHO. 32.4 million adults and 1.2

million children were living with HIV at the end of 1999. (UNAIDS. Dec. 1999).

Sub-Saharan Africa, with almost 70% of all the HIV-positive cases in the world, is

the most affected region globally. Most of the 23.3 million African people infected

will die in the next 10 years, and will join the 13.7 million Africans already

claimed by the pandemic. The adult prevalence rate in 1999 in Sub-Saharan Africa

is 8% (the highest of any region), and 55% of the new infections affect women.

The scourge is affecting women more than men mainly because of the easier male-

to-female HIV transmission through sex, and the younger age at which women get

infected. UNAIDS (1999) estimates that between 12 and 13 African women are

currently infected for every 10 African men.

154. Furthermore, improved education still remains one of the most important goals of many

African countries. The fact, is that more than 40% of males and females, and more than 50% of

females, still do not know how to read and write in Africa at the beginning of the 21" Century,

which is already been dubbed the knowledge century. This fact compounded by the also slow

progress towards achieving universal primary education, leaves Africa with much to be desired

in terms of the educational progress.

Economic Institutions

♦ Macroeconomic Sustainabilitv : The ECA Macroeconomic Sustainability Index

(MSI) scoring of 45 African countries (Annex Table 4) shows that about half of the

countries obtain scores below 3.5. On the other side, only three countries score

above five namely Equatorial Guinea, Gabon and Botswana. These results imply

that a sustainable macroeconomic strategy is yet to be implemented by a large

proportion of African countries. This could be related to the fragmented structure of

the financial system in most African countnes. Pedersen and McCormick (1999)

areue that before independence, the official banking system in many African



countries were largely reserved for the white owned businesses, while the migrants

trader communities to a large extent has developed their own banks and internal

financial institutions. African businessmen WRO were excluded from both, were

therefore limited to their own savings, family loans or the informal financial

market, comprising money lenders, trade credit, savings and credit societies and

rotating savings and credit associations. In order to improve access to the financial

markets for African entrepreneurs, some African countries, for example Tanzania

nationalised the banks after independence, while others, such as Kenya, Zimbabwe

and Nigeria, attempted to set up new indigenous banks. In Pedersen and

McCormick view, both strategies, have met limited success. The first, because state

capital in too many cases was allocated on political rather than on economic

criteria. The second because many of the new banks were merchant banks, based on

foreign currency speculation rather than saving capital. As a result, the financial

markets have stayed fragmented.

♦ Transaction Costs: One of the prerequisites for the highly integrated and

globalising production systems in the industrialised and industnalising countries has

been the development of a dense network of infrastructure and business-related

services, which have played a major role in increasing production and distribution

efficiently and in developing and maintaining international markets. In Africa, this

exists to a very limited extent today. Table 5 in the annex shows the Transaction

Cost Index (TCI) scoring of 41 African countries. Indeed, it is observed that more

than half of the countries scored obtain sc , below 3.5, while only two countries

(South Africa and Mauritius) score above 6. - his is an indication of the fact that not

only infrastructure network is not well developed, including utilities.

communications, and transport in terms of supply, but also that transaction costs are

high. According to Collier and Gunning (1999), the density of the rural road

network in Africa is only 55 kilometres per square kilometre, compared to over 800

in India, and there are only one-tenth the telephones per capita in Asia. They further

argue that prices of infrastructure use are much higher: indeed, freight rates by rail

are on average around double those in Asia: port charges are higher; and air

transportation is four times more costly than in East Asia. Moreover, much of

international transport is cartehzed, reflecting the regulations of African

governments intended to promote national shipping companies. These high costs,

according to Collier and Gunning, result in freight and insurance payments on trade

amounting to 15 percent of export earnings in 1991, whereas the average for

developing countries is only 6 percent. In conclusion, the authors state that

deficiencies in the operation of social services and infrastructures in Africa have

lowered the rate of return on public projects to significantly below those in other

regions.

4.2 Required Institutional Changes for Africa to Adjust to Globalisation

155. The most important element of the above analysis is the recognition that institutions

matter in integrating the world economy. Indeed, the best globalisers' case studies show that

incentives work in these countries primarily because of the establishment and efficiency of

institutions supportive of market functioning. Unfortunately, the above evidence also shows that

in most African countries, institutions, if at all they exist, have not efficiently assumed their

role.

156. Indeed, for Africa, the critical missing link in the transition to market economy is the

absence of appropriate and credible regulatory regimes as well as appropriate and capable

institutions to manage and correct market systems functioning. The successful globalisers have

understood that, even though globa':sation is market-driven, it is significantly facilitated by the

actions of the states. Indeed, the establishment of the rules-based multilateral trade regime

embodied in the WTO is the result of a process where the leading actors are government



officials. The whole process engenders a tension, identified by Cable (1995) and Rodnk (1997)

among others, between countries over domestic norms and social institutions. The main point

for developing African countries, however, is that ability to take advantage of the opportunities

and mitigate threats is a function of the capacity and discretionary power of the state.

Furthermore, the Managing Director of the IMF, in describing his organisation's prescription for

the "second generation'1 of reforms", highlights implicitly the importance of the role of

government in the process. The four core elements of this policy regime -better fiscal

adjustment, "bolder11 structural reforms, better government and strengthened finances -all

require highly competent government machinery. According to Pedersen and McCormick, the

most important reason why SAPs seem not to be working in most countries is the lack of

concern for forging supportive economic, political and social institutions, which is the

responsibility of the state.

157. The major challenge facing African governments is therefore how to forge the above

institutional setting with a view to benefit from the opportunities offered by the global economy.

In this undertaking, African could learn from experiences of best globalises in East Asia.

However, since there is no unique model of development, it is important, in reflecting on the

required institutional changes for Africa, to start by looking first at its economic structure,

which requires a fundamental transformation, mainly by increasing productivity in agriculture.

But structural transformation requires more than increasing productivity in the agricultural

sector, it implies expanding production in industries with high value added. This raises the issue

of how best to achieve industrialisation. And. the experience of the Republic of Korea has

shown the importance of the role of government in the process. Stiglitz (1997), based on the

experience of the United States and the rapidly growing economies of East Asia has efined six

important roles which governments should play with a view to spur development. Promoting

education; in the United States, even before the adoption of the Constitution, the Federal

Government, in the Northwest Ordinances of 1785 and 1787, recognised its responsibility for

promoting public education. The East Asian experiences also emphasise the role of government

in providing universal education. In Africa an early emphasis should be on improvement by

education at all levels, including training of the labour force to promote human capital

development, and facilitate and speed-up the industrialisation r->cess.

158. Promoting technology, in 1789. the United States Constitution recognised the importance

of science and technology by giving Congress the right to grant patents to promote the progress

o( science. East Asian Governments have also played a central role in the promotion and

transfer of technology. To an increasing extent, the present process of globalisation is based on

extemalisation of activities from the enterprise, and their regrouping on a local, national,

regional or global scale. This process of extemalisation rests on increasing product

specification, quality control and standardisation, not of the final product hut of the components

and intermediate inputs which go into the final product. In most African countries few

manufactures are able to live up to these requirements and the level of technology has increased

only slowly, if at all. Therefore, with a view to effectively participate and gain from the

globalisation process, priority should be given to the issue of technology promotion and

innovation.

159. Supporting the financial sector, in Stiglitz1 view, the financial sector, sometimes depicted

as the "'brain" of the economy, is responsible for deploying scarce capital resources in the most

efficient way. It is concerned with gathering, processing, and disseminating information -

precisely the areas in which market failures are often most marked. He observes that in 1863, in

the midst of the Civil War. the United States recognised the need to create a national financial

system and passed the National Banking Act. establishing the world's first supervisory banking

agencies. Similarly. East Asian Governments took an active role in ensuring the safety and

soundness of financial institutions and in creating new institutions and markets to fill gaps in the

private sector. The frequent market failures in most African countries, particularly in the

financial sector reflect the vulnerability of the formal financial sector, leading to the multiplicity



of informal financial settings, further resulting in fragmentation of the financial system.

Therefore, the need for these countries to create effective, stable and trustworthy financial

institutions, which could play the same roles than those established in East Asia. This could be

realised through establishment and enforcement of laws and regulations.

160. Investing in infrastructure. Stiglitz argues that in both the United States and the

successful East Asian economies, governments created institutional infrastructures within which

competitive markets could thrive. These institutional infrastructures which comprise property

rights, contract and bankruptcy laws, and policies to promote competition, are also of major

importance to African economies. Preventing environmental degradation by implementing good

environmental policies which "should not be viewed as luxuries, to be enjoyed only by the well-

off. Creating and maintaining safety net, including access to basic health services. According

to Stiglitz. these activities can be justified in utilitarian terms: they increase the productivity of

the labour force and justify political stability by reducing opposition to change.



Annex Tables

Table 1: Rule of Law: Scoring and ranking by Country

Country

Morocco

Ghana

Zimbabwe

South Africa

Mauritius

Tanzania

Malawi

Kenya

Nigeria

Cameroon

Seneaal

Touo

Score

6.50

5.00

4.70

4.70

4.50

4.50

4.40

4.40

4.20

4.20

4.20

4.10

Rank

1

2

3

4

5

6

7

8

9

10

11

12

Country

Uganda

Mali

Cote d'lvoire

Congo Rep.

Guinea Bissau

Guinea

Mozambique

Zambia

Madagascar

Chad

Benin

Score

3.90

3.80

3.70

3.70

3.60

3.50

3.20

3.10

3.00

2.50

2.40

Rank

13

14

15

16

17

18

19

20

21

22

23

Source: Weder's calculation^ 1999.

Table 2: Political Instability: Scoring and ranking by Country

Country

Mauritius

Tanzania

South Africa

Zimbabwe

Zambia

Malawi

Mozambique

Guinea Bissau

Ghana

Senegal

Kenya

Cameroon

Score

6.10

4.40

4.20

4.00

3.80

3.70

3.60

3.20

3.20

3.20

3.10

3.00

Rank

1

2

3

4

5

6

7

8

9

10

11

12

Country

Nigeria

Chad

Morocco

Mali

Togo

Guinea

Madagascar

Benin

Congo, Rep.

Uganda

Cote d'lvoire

Score

3.00

2.80

2.60

2.60

2.50

2.40

2.30

2.30

2.00

2.00

1.90

Rank

13

14

15

36

17

18

19

20

21

22

23

Source: Weder's Calculations. 1999.



Table 3: Human Capital Indices Scores and Ranking by Country

Country

Mauritius

South Africa

Niaeria

Tunisia

Egypt

Cape Verde

Equatorial

Guinea

Morocco

Gabon

Cameroon

Congo Dem.

Republic

Lesotho

Botswana

Nigeria

Comoros

Congo Rep.

Score

6.17

6.11

5.89

5.72

5.61

5.33

4.92

4.61

4.50

4.28

4.22

4.22

4.19

4.17

4.06

3.94

Rank

1

?

3

4

5

6

7

8

9

10

11

12

13

14

15

16

Country

Kenya

Swaziland

Zimbabwe

Ghana

Sudan

Madagascar

Namibia

Togo

Tanzania

Senegal

Mauritania

Cote dTvoire

Malawi

Mozambique

Zambia

Benin

Score

3.94

3.92

3.78

3.75

3.75

3.67

3.53

3.39

3.39

3.28

3.25

3.19

3.11

3.08

3.08

3.00

Rank

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

Country

Sierra

Leone

Angola

Rwanda

Uganda

Burundi

Guinea

Bissau

Mali

Chad

Guinea

Niger

Central

African

Republic

Gambia

Ethiopia

Burkina

Faso

Score

2.92

281

2.75

2.72

2.67

2.64

2.61

2.50

2.47

2.47

2.44

2.36

2.33

2.28

Rank

33

34

35

36

37

38

39

40

41

42

43

44

45

46

Source: ECA Secretariat.

Table 4: Vlacroeconomic Sustainability Indices Scores and Ranking by Country

Country

Eq. Guinea

Gabon

Botswana

Morocco

Algeria

Mauritius

Tunisia

South Africa

Cameroon

Niaeria

Congo Rep.

Cote dTvoire

Lesotho

Mali

Zimbabwe

Swaziland

Score

6.00

5.80

5.50

5.00

4.90

4.90

4.80

4.75

4.40

4.40

4.30

4.20

4.10

4.10

4.10

4.00

Rank

1

"*

4

5

6

7

8

9

10

11

12

13

14

15

16

Country

Senegal

Egypt

Gambia

Togo

Ethiopia

Guinea

Mauritania

Benin

Kenya

Uganda

Namibia

Angola

Burkina Faso

Mozambique

Central

African Rep.

Burundi

Score

3.90

3.75

3.75

3.70

3.60

3.60

3.60

3.50

3.50

3.40

3.38

3.30

3.20

3.20

3.10

3.00

Rank

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

Country

Niger

Cape Verde

Guinea Bissau

Ghana

Madagascar

Tanzania

Comoros

Chad

Zambia

Malawi

Rwanda

Congo Dem.

Rep.

Sierra Leone

Sudan

Score

3,00

290

2.90

2.70

2.70

2.67

2.50

2.38

2.30

2.00

1.80

1.60

1.50

Rank

33

34

35

36

37

38

39

40

41

42

43

44

45

Source: ECA Secretariat.



Table 5: Transaction Costs Indices Scores and Ranking by Country

Country

South Africa

Mauritius

Egypt

Tunisia

Zimbabwe

Morocco

Lesotho

Namibia

Ghana

Guinea Bissau

Congo Rep.

Cote dTvoire

Senegal

Gabon

Cameroon

Zambia

Score

6.17

6.58

4.75

4.67

4.67

4.42

4.38

4.25

4.00

4.00

3.83

3.83

3.83

3.78

3.75

3.75

Rank

1

■y

3

4

5

6

7

8

9

to

11

12

13

14

15

16

Country

Algeria

Rwanda

Kenya

Mozambique

Guinea

Sierra Leone

Malawi

Burundi

Congo Dem.

Rep.

Ethiopia

Tanzania

Cape Verde

Ansola

Nigeria

Tow

Mauritania

Score

3.67

3.67

3.42

3.33

3.11

3.11

3.00

2.92

2.83

2.83

2.83

2.75

2.67

2.67

2.67

2.56

Rank

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

Country

Benin

Madagascar

Central African

Rep.

Sudan

Uganda

Burkina Faso

Niger

Chad

Mali

Botswana

Comoros

Equatorial Guinea

Gambia

Swaziland

Score

2.50

244

2.17

2.00

2.00

1.83

1.67

1.50

1 .'i

Rank

33

34

35

36

37

38

39

40

41

Source: ECA Secretariat.
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