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A. Introduction

The Executive Secretary designated a team of five ECA members

of staff to attend the Workshop on Structural Adjustment in

Burundi. The team was to be composed of Prof. 0. Teriba, Mr. P.

K. Bugembe, Mr. F. Masakhalia, Mr. Y. Suliman, and Mr. J. K.

Thisen. The Executive Secretary had been personally invited to

give an opening statement on "The African experience with SAPs in

the light of AAF-SAP".

Since Prof. Teriba had to attend another Workshop in Gaborone,

Botswana up to 24 May, Mr. P. K. Bugembe acted as head of the ECA

team and delivered a speech on behalf of the Executive Secretary

(see annex a).

The Workshop covered three broad areas namely:

(a) Exchange rate policies;

(b) Agricultural Pricing policy;

(c) Public Sector Reforms and privatisation;

The major elements of the discussions of the Workshop in these

areas are detailed below:

B. Exchange rate policy: ECA viewpoint

On the issue of exchange rate policy, the debate concentrated

on the advantages and disadvantages of devaluation to the Burundi

economy. The ECA delegation cautioned participants of the meeting

that the exchange rate policy in the context of African countries

has a specific character as against its general theoretical nature

and role in the advanced countries. Its critical distinguishing

features thus derives primarily from the extreme scarcity of
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foreign exchange as well as the strong and growing demand for it.

As it is well known the precarious foreign exchange situation in

African countries is due to the unbearable external debt

obligations of these countries, the collapse of their commodity

exports since the 1980s, their very narrow and volatile export

trade, the secular decline of the demand for their primary

commodity exports due to foreign protectionism and rising synthetic

substitution for raw materials. These are compounded by increasing

demand for capital goods and other essential imports for

development as well as the increasing hostility of the

international environment that has been drastically reducing

foreign capital inflows to Africa. It is within this severe

scarcity of foreign exchange that the conceptualization of exchange

rate policy should be designed, not in terms of identifying it

mainly with stabilization or balance of payments management, but

mostly with the long-term development strategy, recovery and the

achievement of social equity. Thus, the issue of the importance

of exchange rate policy and the form it should take is no longer

a theoretical or ideological matter. It has become a pragmatic

matter of what will work most effectively in given countries and

circumstances.

This is why the serious disadvantages of generalized

devaluation and the unified exchange rate systems, namely, floating

and fixed exchange rates, make them unsuitable for the needs of

recovery and transformation in Africa. From empirical evidence in

many of African countries, it has become more than apparent that

the horrendous disadvantages of generalized devaluation in the

African context outweigh its proclaimed advantages such as

eliminating currency overvaluation and promoting traded goods. The

most pernicious of these disadvantages in African countries is the

excessive and severe inflationary pressures it engenders. Many

countries were pressured to devalue their currencies by high

percentages, sometimes exceeding 400 per cent within one year, with
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resulting high inflation rates of over 50 per cent within a few

months. In a sample of eight countries that devalued heavily in

the 1980s, the average rate of inflation rose by 81.1 per cent per

annum. These excessive rates of inflation sharply increased

production costs, reduced international competitiveness and

capacity utilization in industries due, inter alia, to sharply

increased import bills. They also resulted in higher levels of

unemployment, reduced the real value of given nominal wage, and

pauperized the majority of the population, encouraged wasteful

speculative investment, and retarded the pace of recovery. By

sharply, raising the prices of traded to no-traded goods,

devaluation has also been at the roots of the problem of diversion

of resources from essential domestic production to mere trading

activities.

Most of the African exports are subject to quota whose prices

are determined externally and the African essential imports are

mainly composed of items like petrol, drugs, spare parts, capital

goods, etc. In this context, devaluation will only produce

negligible and even perverse effects on the balance of payments.

Besides, the conventional conditions for devaluation to improve the

trade balance are usually not satisfied on a permanent basis in

African countries because of a combination of factors such as low

and inelastic foreign demand for primary exports, domestic supply

rigidities and inelastic demand for essential imports. Findings

of a study we have undertaken show that generalized devaluation has

distorted income distribution and development priorities,

undermined public sector investment and retarded both recovery and

structural transformation of the African economies.

The attempt to use liberalized exchange rate policy or

devaluation for the elimination of the parallel market is also like

"chasing the tail" or running after a shadow. This is because the

operations of the parallel market are governed by complex socio-
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economic factors, many of which do not respond to price signals.

Such factors included the extreme scarcity of foreign exchange

relative to its almost infinite demand, the desire to avoid tax by

not purchasing foreign exchange legally in order not to reveal the

income level. For these reasons, it is not correct that the

parallel market exchange rate measures the true marginal cost of

foreign exchange, which its official price must capture.

It is against the background of these considerations that we

suggested in AAF-SAP the application of the multiple exchange

system which combines the advantages of floating and fixed exchange

rate systems and avoid their main disadvantages. In this way, the

multiple rates can be used as a form of price discrimination with

low exchange rates applied to high priority goals and higher rates

set for low priority objectives. In the African context, the main

goals of the multiple exchange rate system include external debt

service; import of essential commodities like drugs, petrol, spare

parts, capital goods, etc; the promotion of basic and import-

substitution industries, especially the protection of infant

industries, the promotion of selective exports, capital inflow,

workers' remittances from abroad and tourism. The multiple

exchange rate system can also prevent import dumping and thus serve

to improve the balance of payments. Low exchange rates are applied

to essential imports and high exchange rate are applied to non-

essential imports.

The feasibility of the multiple exchange rate system for

African countries derives partly from their theoretical logic and

partly from lessons of experiences drawn from the past and current

application in Latin American countries (Brazil, Argentina,

Ecuador). Some African countries such as Egypt, Nigeria, Ghana and

Zaire have also applied differential multiple exchange rates. They

succeeded in the countries where they were simple in design, were

given adequate time to function and were used with complementary
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policies such as fiscal reform, differential interest rates

selective subsidies, etc., the provision of adequate institutional

arrangements with clear division of responsibilities among Central

Banks, the Ministries of Finance, Planning and Trade as well as the

appointment of a Monitoring Committee to evaluate their

performance.

C. Agricultural pricing policy

The paper presented on agricultural development policy was

confined to the discussion of agricultural pricing policy. It

covered the theoretical aspects of pricing policy and the

desirability of allowing market determined prices to prevail.

In our contribution we noted the importance of the

agricultural sector in African economies in which the sector

provides a living to the majority of the people in the majority of

countries, and which through commodity exports provides the bulk

of foreign exchange earnings. Note was made of the fact that the

sector accounts for a large share of the GDP of African nations and

that its development is critical to their overall development.

We stressed that the paper under discussion dealt with only

one important aspect for promoting growth of agricultural

production namely the price instrument. The paper omitted

discussion of the second major incentive: production input

subsidies which have a critical influence on agricultural

production.

We argued that a strong case prevails, in the context of

African economies for selective production input subsidies. The

case is founded on the commitment by African countries to the goal

of food self-sufficiency.



ECA/SERPD/FMFP^L/yU/ 1

Page 6

We argued that the case for these subsidies is reinforced by

a number of factors. First, African economies are characterized

by imperfections in the ownership and distribution of factors of

production which in turn determine distribution of income and

effective demand. Ideal conditions for perfect competition do not

prevail in African economies. The market mechanism cannot under

these circumstances provide the Parieto type to optimality.

Second, we stressed that the case for food production input

subsidies is strengthened by the fact that a large part of food

production does not enter the formal marketed surplus where the

price incentive applies. The example was given of countries in

Eastern and Southern in Africa countries where only 20-40 per cent

of the annual production of the maize crop is delivered to monopoly

marketing agencies of governments. Subsidies on fertilizers and

other inputs would promote the production of the large part of the

crop consumed in farms and traded in local markets outside the

government controlled price.

Improved nutrition standards of rural households and others

who obtain their supplies of the staple food outside the official

marketing agencies would thus be achieved. Both social and

economic goals would be attained through the provision of

production input subsidies.

We stressed that the pricing policy and subsidies on

production inputs should be applied along with improved extension

service, dissemination of research results, marketing and

processing of agricultural products.

Participants in the Seminar supported the AAF-SAP

recommendations for medium term adoption of subsidies being applied

to production inputs used for food production. The report of the

proceedings of the Seminar stressed this position.
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D. The privatisation policy

The participants were given an exchange presentation on the

various issues related to privatisation: modalities, experiences

and lessons. Among the various modalities that could be used to

implement a privatisation policy were the sale of shares, the

employee stock options, partial sale of projects of a public

enterprise or total liquidation. Experiences of Nigeria, Cote

d'lvoire, Gambia and Senegal generally illustrated an important

point namely that the private sector does not want to take over

enterprises that are not doing well.

After a lengthy discussion, the following conclusions emerged:

(a) different countries have different capacities to

privatise the economy;

(b) the privatisation policy should not be seen as a none-

time exercise but rather as one that requires consistency

and perseverance;

(c) it is always better to develop competition against

government monopolies rather than selling off the entire

monopolies to the private sector;

(d) domestic support institutions (e.g. banks, chambers of

commerce) are important and should be fully involved in

the design and implementation of a privatisation policy.
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Annex 1

Speech delivered by Mr. P. K. Bugembe at the opening

of the Workshop on Adjustment Programmes

Bujumbura, Burundi

23-25 May 1990

Mr- Chairman,

Let me, first of"all, convey to you the deep regrets of Prof.

Adebayo-Adedeji, United Nations Under Secretary-General and

Executive Secretary of the Economic Commission for Africa who has

not been able to come to this workshop. He very much had wished

and, indeed, had looked forward to being here but due to unforeseen

circumstances he has not been able to come in person. He has

instructed me to assure you that he very much appreciates the

invitation and applauds the initiative of the Government of Burundi

in organising the workshop and the support of USAID and the

University of Michigan. Indeed it is a measure of his interest

that he sent a team of five people to be able to fully participate

in the workshop.

In my presentation on the African experience with economic

reforms, I shall cover three broad areas. Firstly, I will briefly

sketch the African condition during the 1980s -- a period that

witnessed the intensification and spread of structural adjustment

programmes. Secondly, I will touch on some of the major issues

that have led many analysts and policy makers inside and outside

of Africa to be convinced that there is a need for a thorough and

careful rethinking about the design and implementation of the

conventional adjustment approaches that have been supported by the

World Bank and the IMF. Thirdly, I will focus on the African
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Alternative Framework to Structural Adjustment Programmes for

Socio-Economic Recovery and Transformation — AAF-SAP.

For Africa as a whole, the 1980s was a tumultuous decade that

saw one crisis lead to another in a number of countries. Indeed

it is now generally agreed that the 1980s were a lost decade for

the African countries. The retrogression is discernable on the

basis of almost all economic indicators: On a yearly basis between

1980 and 1989, Africa's per capita income fell by 1.7 per cent;

gross fixed capital formation declined by 1.9 per cent; export

volumes went down by as much 2.7 per cent while imports shrunk by

3 per cent; unemployment increased four times faster relative to

the 1970s; the stock of debt doubled reaching to US$256.9 billion

while, at the same time the prices of Africa's major export

commodities continued to register what seems to be a permanent

decline. Under such trends, the number of countries that are

classified as least developed in the world increased from 17 at the

beginning of the decade to 28 at the decade's end.

But one does not need pure statistical indicators to

appreciate the worsening of the social and economic conditions in

Africa. We can easily appreciate the magnitude of the problem if

we take note of the number of children who die daily because of

poor nutrition; the number of children who cannot go to school and

who have no books or pencils; the educated youths who have no

employment; the many families whose purchasing power has been

eroded by the massive depreciation of national currencies; and

entire countries whose institutions have past into decay etc.

Thus, the question that easily comes to mind is that of why

such a situation prevailed even in countries which adopted

structural adjustment programmes and got some assistance to support

the reforms. Answering the question is important so as to properly
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put into perspective the costs, benefits as well as context of

orientations and strategies of the programmes.

As you all know, the first signs of worry about conventional

adjustment programmes in Africa started with the social dimension.

In this regard, UNICEF raised the first alarm about the many and

deepening social costs of adjustment in African countries. Africa

itself was feeling the serious effects of having adopted programmes

that tended to ignore the human dimension by focussing merely on

the attainment of macro-economic balances — especially the fiscal

and balance of payments equilibria. It thus became imperative to

think of ways to mitigate against the human suffering especially

of the suffering by the vulnerable groups of the people: the

children, the women, the rural poor and the urban unemployed. It

was also necessary to stem the erosion of the potential of the

human resource that was associated with adjustment in the orthodox

approach.

But besides the social dimension of adjustment, there were

also other problems that became as worrisome. Firstly, the

economic situation in many adjusting countries did not show

distinct signs of improving. It was not anymore clear that the

programmes on the ground had the promise of combining adjustment

with growth. And yet, growth, just like adjustment, was patently

a necessary although not sufficient condition for Africa to get out

of its crisis. Africa had upheld and still upholds that adjustment

was needed and it understood the sacrifices involved. But Africa

had not accepted that it could afford to forego economic growth for

a prolonged period of time.

At a more fundamental level, there were signs that during the

process of adjustment, the business of development had become

almost abandoned. In many African countries efforts and resources

were all directed to the narrow objectives of merely achieving
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macro-economic balances. On closely examining this phenomenon it

was recognized that it was misleading to divorce adjustment from

transformation. The logic was clear: In as much as African

countries continued to be confronted by their domestic socio-

economic rigidities as well as the problems of the international

economic environment particularly with respect to commodity markets

and international finance, achieving macro-economic balances would,

at best, be only temporary and, at worst, a mere illusion. It was

therefore necessary to think about alternative programmes that

would concomitantly enable Africa to pursue adjustment and

transformation.

The other basic African doubts about orthodox adjustment

programmes relate to their political sustainablity and

environmental impact. At the political level, there was a general

perception on the part of Africa that these orthodox programmes

were generally inspired from outside. May be this was because such

programmes had become a major condition for external assistance of

the desperate African economies, or may be because they were

monitored mainly by the international multilateral financial

institutions. Whatever the case may be, some countries felt same

loss of sovereignty over the design, implementation and monitoring

of such programmes — a feeling that often led to lack of total

political commitment and popular support by the people who, after

all, were the ones affected by them. In terms of their impact on

the environment, it became increasingly observable that most of the

adjustment approaches in African countries were not "environment-

friendly" . Many of them tended to ignore the effects that the

prescribed policies would have on the relationship of the people

to the ecology and natural environment.

These and other important concerns that were behind the

formulation of the African Alternative were recently voiced by the

World Bank itself when in its long-term Perspective Study on Africa
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paused a series of pertinent questions. I wish to raise the

questions here again because the present Workshop might enable us

to concretise our answers to them and thereby sharpen our

perceptions of what adjustment programmes the African countries

should insist on in the immediate future. The questions are as

follows:

(i) Does Africa face special structural problems that have

not been properly understood?

(ii) Has the institutional dimension been neglected?

(iii) Have the recent reform programmes been too narrow or too

shallow?

(iv) Could the process of formulating and implementing reforms

be improved?

(v) Has the effect of external factors been correctly

assessed?

(vi) Are external assistance and debt relief appropriate and

adequate? and

(vii) More fundamentally, is there a long-term vision that is

both credible and energising?

Mr. Chairman

While, I do not wish to prejudice the conclusions that the

Workshop might reach, allow me to comment on one aspect that must

be stressed. The reform approaches that have been attempted in

Africa have tended to wrongly read the emerging signs in the

external environment. The impact of falling commodity prices has
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undoubtedly been catastrophic such that returns from increased

volumes exports like coffee or cocoa have not justified the efforts

and sacrifices put into their production. Countries that increased

producer prices as incentives for more production of some of these

export commodities found themselves in the awkward position of

having to slash these prices as the international prices continued

to tumble. Also, the debt burden was not fully understood in terms

of its being a constraint to the success of reform. In the same

vein, the stagnation of assistance and the cross-conditionalities

that have characterised it were not adequately assessed as

constituting a major difficult in Africa's reform efforts. It has

now become clearly to many that reform efforts -- especially

structural reforms need a lot more support than has tended to be

the case in Africa.

Main Policy Directions of the African Alternative

Against this broad background, Africa set out to design what

eventually became known as the African Alternative to structural

Adjustment Programmes for Socio-economic Recovery and

Transformation (AAF-SAP). Here I should emphasize the fact that

Africa recognises the absolute necessity to adjust. The main issue

is that of how to adjust, with what objectives and with what policy

instruments.

The main policy directions of the African alternative are

explicitly set out in the alternative. I will go through them

briefly. But before doing so, let me abstract for you the

characteristics that are embedded in the letter and spirit of the

alternative. The first characteristic is that the African

alternative recognizes ■ and takes as its basis the structural

reality of the African political economy. With this recognition

it proposes the need for socio-economic transformation and sets out

policy orientations to undertake adjustment without postponing the



ECA/SERPD/FMFF37/9O/1

Page 14

process of transformation. Secondly, the African Alternative is

human-centered. Thirdly, the alternative is not and does not

purport to be a programme that is packaged and standardized for

direct application in individual countries irrespective of their

specific conditions at any given time. Rather it is a framework -

- as indeed its title attests — that can be used by African

countries to design a new generation of genuinely African

adjustment approaches.

The main policy directions of AAF-SAP can be summarized under

three categories namely (a) strengthening and diversifying the

production capacity; (b) improving the pattern and level of income

allocation; and, (c) re-orienting the patterns of expenditure for

the satisfaction of critical needs of the masses of the African

people.

To be able to produce more and to diversify, AAF-SAP takes the

efficient resource use as a sine qua non condition. It emphasizes

the need to eliminate resource wastage in unproductive activities.

It also stresses the importance of enhanced resource mobilization

as a central aspect for increasing productivity. AAF-SAP also

recognizes an often-ignored reality in Africa namely that unless

the human resources capacity is improved, development is likely to

remain elusive. As such AAF-SAP underscores the absolute necessity

to improve.the social-sectors — education, health and other social

infrastructures including the maintenance of law and order as well

as the establishment of democratic institutions.

To bring about a better pattern of income allocation, AAF-SAP

promulgates the need for a pragmatic balance between the public and

private sectors and the creation of an enabling environment that

incorporates the access opportunities for and the empowerment of

the people to contribute to their betterment and the betterment of

society as a whole. Resources should also be useful shifted away
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from non-productive expenditures and excessive military spending

to more productive use and to the assistance of the poor and

disadvantaged to have the means of production .

On the patterns of expenditure, AAF-SAP logically focusses on

the satisfaction of critical needs. This policy directions

implies, given Africa's objective conditions, the pursuance of food

self-sufficiency. It also more broadly calls for the re-

orientation of the people's consumption patterns which have tended

to be out of phase with their production patterns and potential.

The same policy direction would necessarily imply the lessening of

import dependence and the better management of external resources

and debt such that Africa can stand on its own feet in meeting the

essential needs of its people.

AAF-SAP duly recognizes that specific policies have to be

pursued to move the African economies in the directions I have just

sketched. For this purpose it proposed a menu of policies which

were assessed to be applicable and flexible enough to address the

many distortions in the African economies. I, of course, will not

disabuse of your patience by detailing the different policy

alternatives. But I should stress that in a number of areas of

policy, AAF-SAP has carefully eschewed the use of some traditional

tools of the classical economics of developed economies such as

generalized devaluation, across-the-board credit sgueezes,

indiscriminate promotion of traditional exports, drastic budgetary

cuts, etc. Instead, it proposes alternative tools that are closer

to the realities of Africa as a developing region and more

reconcilable to its transformation requirements.

We will have a good occasion here to examine some of these

alternative policy instruments and the whole ECA delegation is

looking forward to the discussions in the next few days.
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On the questions of implementation I should emphasize three

very important forms of partnerships that must be forged in the

1990s for a better reform record. First, there must be new form

of partnership between the reforming countries and the donor

community. This partnership should involve a more pragmatic

understanding of each others views, positions and aspirations. So

as to more easily find areas of convergence. Secondly, African

countries among themselves, must develop better policy coordination

efforts within viable subregional context. This is important

because policy stances in neighbouring countries can frustrate the

genuine efforts of another country. Three, there must be a

stronger and more transparent partnership between the government

and the people in the design and implementation of reform

programmes.

In some important way, the themes of the present Workshop

should enable us to see how best we can start on operationalisation

of AAF-SAP. I, therefore, wish you a very successful meeting.

Thank you very much.


