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1. INTRODUCTION 

Africa's economic performance during the past decade has been 
disappointing. So, too, the record on poverty alleviation has not been 
favorable. This raises the issue as to what should be done to accelerate growth 
and reduce poverty. Addressing this issue inevitably focuses attention on the 
role and appropriateness of structural adjustment programs that were adopted in 
most African countries during the past decade. More specifically, were such 
initiatives required in the past, and should they be continued in the future? 

Consensus on this question ends with the fact that misguided economic 
policies, the worldwide economic recession, and the collapse of commercial 
1 ending to developing countries 1 ed to extraordinary bal ance of payments crises 
in many countries in sub-Saharan Africa in the early 1980s. The resolution of 
these crises, however, has been widely debated, with most of the debate focused 
on the appropriateness and macroeconomic efficiency ofthe orthodox policies that 
the International Monetary Fund (IMF) and the World Bank promote in developing 
countries. While the international financial institutions and donors argue that 
devaluation, fiscal balance, monetary restraint, and "getting the prices right" 
improve the current account, increase growth and employment, and reduce 
inflation, important critics (Stewart 1992; Taylor 1993) disagree with such 
assertions. 

In the wake of the first set of "adjustment" programs in the 1980s, several 
influential works (Cornia, Jolly, and Stewart 1987; Taylor 1988; UNECA 1989) 
formulated a new criticism of orthodox policies: regardless of their macro 
impact, orthodox pol icies imply a disproportionate cost for the poor in adjusting 
economies. The purpose of this paper is to build upon the research on adjustment 
and poverty alleviation to help understand the impact of such initiatives to 
date, and how these policies can be improved in the future. In doing so, it is 
important at the outset to acknowledge that perhaps the most contested economic 
issue of the past few years in Africa has been the contribution of structural 
adjustment programs to economic growth, development, and poverty reduction. In 
addition, related considerations such as whether there is a gender bias in 
economic reform have received considerable attention.' This paper informs the 
issue of the welfare impact of adjustment in two ways. First, we discuss how 
various policy measures associated with adjustment programs affect economic 
performance, income di stri but i on and poverty. Second, based on this information, 
we suggest ways in which the design of economic reform programs can be modified 
so as to accelerate poverty reduction. 

1 As Haddad, Richter, and Smith (1992) note, by virtue of the fact that 
soci eta1 norms define different roles for men and women, adjustment inevitably 
has a gender dimension. And like the more general issue of the effects on 
poverty, the criticism of how adjustment pol icies adversely affects women has 
often been harsh. (See, for example, Agarwal, et al. [1989]). 



In addressing the role of adjustment in poverty alleviation, and more 
specifically, whether and how adjustment programs can be a1 tered to raise 1 iving 
standards, we focus on the effects of particular policies, rather than on 
"structural adjustment" in a broad sense. The reason for this is that the term 
"structural adjustment" is at best vague, and at worst, confusing.' It embodies 
a wide range of pol icy changes, implemented in dramatically different contexts, 
in response to a variety of prior conditions. As a consequence, a broad range 
of pol icy changes, such as increasing agricultural producer prices designed to 
improve both economic efficiency and the wel'fare of the poor, and reducing 
government expenditures, typically associ ated with the need to stabil ize 
countries with runaway inflation, are collectively referred to as "adjustment." 
Likewise, such pol icies are implemented in countries as diverse as Cameroon, 
Mozambique and Zaire. These differences contribute to the confusion over the 
effect of adjustment programs on poverty. 

Rather than condoning or condemning "adjustment" in some broad and 
necessarily abstract sense, thi s paper evaluates the impact of specific pol icy 
changes in specific country circumstances. Then, by repeating the analysis in 
several different countries, we attempt to identify appropriate generalizations 
regarding the impact of specific changes in policy on growth and income 
distribution. As a final step, we consider what this i-mplies for the design of 
adjustment programs. 

In focusing on policies, we emphasize those that are most central to 
adjustment operations, particularly reforms of trade and exchange rate, fiscal 
and agricultural sector policies. Furthermore, we rely on a combination of 
aggregate times series data across a wide spectrum of countries (e.g., government 
expenditures), as well as in-depth analysis of the impact of policy change in 
individual countries. In relying heavily on case studies, and then synthesizing 
results across countries to arrive at general conclusions, it is recognized that 
experiences in specific countries may not be consistent with our general 
findings. Nonetheless, the di stinctive and diverse nature of countries included 
in this research provides the basis for generalizations about the impact of 
pol icy changes as appl ied in differing circumstances (e.g., economic structure; 
circumstances that preceded adjustment). Thus, we concentrate on examining 
whether indeed specific types of pol icy reforms, appl ied in different contexts, 
further imperil the poor and vulnerable and why (or why not). We be1 ieve that 
this approach is the correct basis for arriving at recommendations for future 
efforts to promote economic reform and reduce poverty. 

By framing our discussion around the impact of pol icy change, we 
acknowledge the importance of non-economic factors, such as drought, civil 
strife, resource constraints, socio-cul tural context and population pressures, 
in determining income distribution and economic performance. In any given 

2 In this paper we generally make no distinction between "stabilization" and 
"structural adjustment." Thus, we make no effort to distinguish whether, policies 
such as exchange rate devaluation and fiscal prudence are the domain of 
stabil ization or structural adjustment. 



context, any of these factors may be of equal, if not greater importance than 
economic pol icy, the primary domain of this report. Moreover, these non-economic 
considerations are a1 so critical in determining the pol i tical and managerial 
constraints to the promotion of economic reform. Indeed, the barriers to 
implementing and sustaining economic reforms, such as the failure to 
"internalize" reform or embrace the need for policy change due to political 
economy factors, are of major concern. Numerous pub1 ications, including internal 
evaluations of the World Bank, point to the failings in this regard, and more 
parti cul arly, the imperati ve of countries developing a sense of "ownership" over 
adjustment programs. We strongly share these sentiments, and recognize the 
fail ings of reform where adjustment policies are not internally motivated, but 
instead imposed in the formulation of loan conditions. Quite simply, as we will 
i l l  ustrate in the context of many country experiences, it is easy for governments 
and the international community to agree to conditions that will subsequently be 
circumvented or ignored during implementation. Thus, unless the 
"internal ization" and "ownership" issues are addressed prior to, or concurrent 
with the provi si on of supposedly conditional balance of payments support, the 
chance of success, whether measured in terms of implementation or policy 
outcomes, are greatly reduced. 

Thus, there are two equally important aspects of successful pol icy reform: 
arriving at the appropriate design to improve growth and reduce poverty; and 
developing the consensus and institutional capacity to ensure their 
implementation. While we concentrate on the effect of pol icy change, and thereby 
give less attenti'on to the latter issue of the determinants of implementation or 
the pol i tical economy of deci sionmaking, a more thorough examination of such 
issues in a complementary exercise is ~ommended.~ Nonetheless, the insights 
presented in this paper on pol icy performance in various contexts will inform the 
process of pol icy formation, and are thus intended to identify and accelerate the 
types of reforms that wi.11 contribute to faster growth and improvements in 1 iving 
standards. To the extent that this paper changes perceptions as to the 
appropriateness and impact of pol icy change, and in particular elucidates winners 
and losers (including delineation by gender), it may alter the ideas in good 
currency about adjustment policies, and thereby influence the policy-making 
process. 

Our approach to research on adjustment policies and poverty differs from 
previous work in two important ways. One, we attempt to provide a solid 
microeconomic basis for our macroeconomic conclusions and to establish a coherent 
analytical 1 ink between macroeconomic pol icies and microeconomic outcomes. This 
requires a heavy reliance on a variety of household and enterprise surveys to 
he1 p us understand the complexities of how African economies and economi c agents 

3 For further discussion on the slow pace of policy change, the failure to 
sustain reforms, and the importance of ownership, see, for exampl e, Gal 1 agher 
(1991); World Bank (1993); ~usain and Farugee (1993); and ~osely, Harrigan-and 
Toye (1991). 



ÿ per ate.^ There is little solace to be found in the quantity or quality of 
survey data in Africa. Even when data exists, it is often not available, and 
when available, is not as current as would be preferred. Nonetheless, the 
available data did allow an extensive analysis of consumer, producer and market 
behavior. Furthermore, it enabled us to address a wide variety of issues such 
as the causes of market failures, the role of parallel markets as the source of 
consumer goods and the outlet for the commodities produced by farmers, as well 
as who receives rents by getting access to rationed goods and foreign exchange 
in official markets. These are among the types of details that, if not carefully 
understood, can lead to erroneous conclusions about the impact of adjustment 
pol i ci es . 

Two, we concentrate on the economic consequences of adopting certain 
pol i cies in compari son with the consequences of a1 ternative pol icy measures. To 
accomplish this, we employ a'variety of analytic tools that, while empirically 
based, a1 1 ow us to explore a1 ternative pol icy scenarios, including those pol icies 
that, in fact, were not pursued (the so-cal led "counter-factual " scenario). 
Clearly, such inquiry into the economic outcomes under different policies is at 
the heart of any credible pol icy analysis. 

In that context, we are also careful to distinguish correlation of certain 
pol icies and economic outcomes from causation. A considerable amount of research 
on poverty in Africa has compared some base year (e.g., 1980) with a recent year, 
noted a decline in some indicator of living standards, and concluded that 
"adjustment" caused that decline. Another line of research proceeds in a similar 
fashion, but uses a base year "before adjustment" to compare with another year 
"after adjustment." A further set of documents compares adjusting countriesy 
performance, using categories such as strong, weak and non-adjusting countries, 
or early-intensive adjusters as compared to 1 ate-weak adjusters, to arrive at 
conflicting views on adj~stment.~ All of these approaches, in addition to 
concentrating on "adjustment" as an integral entity rather than individual 
policies that might or might not be part of an adjustment program, fail to 
account for the fact that many other shocks influence economic performance and 

4 These data sources include surveys conducted during the course of our 
research (such as the integrated household surveys in Conakry, The Gambia, Maputo 
and Tanzania; the farm surveys in Ghana and Madagascar; the enterprise surveys 
in Tanzania and Conakry; the retrenchment surveys in Ghana and Guinea), as well 
as existing data bases which were made available to us (such as the CBte 
d' Ivoire Living Standards Survey, the Cameroon and Zaire Household Budget 
Surveys, the Ghana Living Standards Survey and the Ma1 awi cash-cropping survey 
conducted by the Harvard Institute of International Development) . 
5 See Mosley and Weeks (1993) for a discussion of the fruitless nature of 
this comparative approach. The radically different assessments such as 
classification has generated is perhaps best exempl ified by the contentious 
interchange between the World Bank and the United Nations Economic Commission fo.r 
Africa. See World Bank and UNDP (1989) and UNECA (1989). 





2. AFRICA'S POOR 

Any examination o f  t he  r o l e  o f  adjustment programs i n  promoting poverty 
reduc t i on  should begin w i t h  understanding the  c h a r a c t e r i s t i c s  and behavior o f  the  
poor. Such know1 edge w i  11 prov ide  the  basis  f o r  cons t ruc t i ng  appropr iate model s  
t o  exp lore  t h e  d i f f e r e n t i a l  e f f e c t s  o f  p o l i c y ,  as w e l l  as p rov id ing  t h e  i n t u i t i o n  
f o r  understanding t h e  mechanisms through which 1 ow income households are a f fec ted  
by reform. 

P r i o r  t o  p resent ing  t h e  most sa l  i e n t  fea tures  o f  pover ty  i n  A f r i ca ,  a few 
comments on t h e  d e f i n i t i o n  o f  " the  poor" a re  warranted. F i r s t ,  our  domain o f  
concern about t h e  impact o f  adjustment i s  households a t  t he  lower end o f  t he  
income d i s t r i b u t i o n  w i t h i n  a country, making them poor i n  a r e l a t i v e  sense, and 
w i thou t  doubt i n  t he  A f r i c a n  context  i n  an absolute sense as we l l .  More 
prec ise ly ,  we employ d i f f e r e n t  measures o f  pover ty  a t  d i f f e r e n t  times, according 
t o  t h e  d i c t a t e s  o f  t h e  p a r t i c u l a r  quest ion a t  hand and a l so  t h e  a v a i l a b i l  i t y  o f  
data. These measures inc lude r e l a t i v e  i n d i c a t o r s  o f  pover ty  such as a c u t - o f f  
p o i n t  i n  t h e  income o r  expenditure d i s t r i b u t i o n  (e.g., households i n  t he  lowest 
30 percent o f  t he  per  c a p i t a  expenditure d i s t r i b u t i o n )  as we l l  as func t i ona l  
c l a s s i f i c a t i o n s  o f  income d i s t r i b u t i o n  (e.g., small a g r i c u l t u r a l  producers i n  t he  
savannah). The l a t t e r  i s  p a r t i c u l a r l y  use fu l  when cons t ruc t i ng  general 
e q u i l i b r i u m  models t h a t  t r a c e  through var ious changes i n  r e l a t i v e  p r i ces  t o  
househol d we1 fa re .  

Perhaps t h e  most s t r i k i n g  fea tu re  o f  A f r i c a ' s  poor i s  t h a t  they are 
predominant ly r u r a l .  This  i s  i l l u s t r a t e d  i n  Table 1, which shows the  
d i s t r i b u t i o n  o f  t he  poor between the  c a p i t a l  c i t y ,  small c i t i e s ,  and r u r a l  areas, 
where t h e  poor are de f ined i n  terms o f  being i n  t he  bottom end o f  t he  per cap i ta  
expendi ture d i s t r i b u t i o n .  I n  a1 1 cases, t he  vast  preponderance o f  t he  poor are 
i n  r u r a l  areas. This  s i t u a t i o n  i s  a consequence o f  two fac to rs :  t he  f a c t  t h a t  
t h e  share o f  t h e  popu la t ion  i n  urban areas remains r e l a t i v e l y  low, and t h a t  the  
inc idence o f  pover ty  i s  o f t e n  considerably h igher  i n  r u r a l  than i n  urban areas. 
This  l a t t e r  p o i n t  i s  por t rayed i n  Table 2 ,  which shows, f o r  example, t h a t  the  
inc idence o f  pover ty  i n  Abidjan i s  on ly  s i x  percent, r i s i n g  t o  44 percent i n  
r u r a l  areas o f  CBte d Y I v o i r e .  I n  Ghana, t h e  pover ty  inc idence increases 
e l  evenfo l  d  between Accra and t h e  countrys ide .6  

There i s  1 i t t l e  doubt t h a t  the  r a p i d  r a t e s  o f  r u r a l  t o  urban migra t ion  w i l l  
a l t e r  t h i s  pover ty  p r o f i l e  i n  t he  years ahead. Our concern about t h e  impact o f  
adjustment on pover ty ,  however, s t i l l  remains most ly  a s t o r y  about what happens 

6 While these data are accurate comparisons o f  t h e  pover ty  inc idence across 
regions w i t h i n  a country, i t  would n o t  be va l  i d  t o  compare t h e  pover ty  incidence 
across count r ies .  Across count ry  pover ty  comparisons r e q u i r e  data t h a t  were no t  
avai 1 able. 



Table 1 - Regional Dis t r ibut ion  of Poor Households f o r  Selected Countries 

Share of the National Poverty 

UrbanILarge Ur ban/Smal 1 Rural 

(Percent) 

Cameroon" 12.5 0.0 87.5 
CGte d ' Ivoi reb  3.5 10.8 85.7 
Ghanac 0.9 19.8 79.3 
Lesothod 7.5 2.5 90.0 
Madagascar' 7.3 4.4 88.2 
Ma1 awif 2.0 0.0 98.0 
Tanzani ag 2.9 7.3 89.8 
Ugandah 8.0' - 92.0 

A l l  urban i s  included under Urban/Large, as  no breakdown between l a rge  and 
small c i t i e s  i s  ava i l ab le  

Sources : a 

b 

c 

d 

0 

f 

9 

h 

Lynch (1991) 
CGte d' Ivo i re  Living Standards Survey da ta  tapes  (1985) 
Ghana Living Standards Survey da ta  tapes  (1987) 
World Bank (1994) 
Dorosh e t  a1 (1990) 
World Bank (1990) 
Tin ios  e t  a1 (1994) 
World Bank (1993) 



Table 2 - Incidence of Households which a r e  Poor by Region in  Se lec ted  African 
Countr ies  

Percent  o f  Households t h a t  a r e  Poor by Region 

Country Ur ban/Large Urbanpmal 1 Rural 

(Percent)  

Cameroon" 1.5 29.5 48.7 
Cdte d'  I vo i r eb  5.6 14.5 43.7 
Ghanac 4.0 14.5 43.7 
Lesothod 28.1 26.8 54.0 
Madagascare 18.0 26.0 37.0 
Ma1 awi 10.0 - 63.0 
Tanzan i a' 26.5 34.6 59.3 
Ugandah 38.0' - 57.0 
Zaire '  32.1 - 75.6 

' All urban i s  included under Urban/Large, a s  no breakdown of  l a r g e  and small 
c i t i e s  is  ava i l ab l e .  

Sources : " 
b 

C 

d 

l 

f 

n 
h 

f 

Lynch (1991) 
Cdte d ' I v o i r e  Living Standards Survey d a t a  t a p e s  (1985) 
Ghana Living Standards Survey d a t a  t apes  (1987) 
World Bank (1994) 
Dorosh e t  a1 (1990) 
World Bank (1990) 
Tin ios  e t  a1 (1994) 
World Bank (1993) 
Tabatabai (1993) 



to rural small holders and rural self-employed outside of agriculture, the 1 atter 
group whose we1 fare is 1 inked closely with the performance of, and incentive 
structure, in agriculture. This is not to say that urban areas are not worth 
worrying about. In fact, political economy factors would dictate that 
governments and donors cannot ignore a decline in urban income as a result of 
reforms. This is true even if the needs of the urban population, relative to the 
vast majority of the rural dwellers, are small. 

Returning to the rural poor, there are a few particularly important 
characteristics that determine how pol icies associated with adjustment programs 
will affect their welfare. First is that the predominance of rural incomes among 
the poor, particularly rural incomes among female-headed households, still come 
di rectly from agriculture. Besides agricultural earnings, income from wages and 
self-employment are also of considerable importance and are becoming more so as 
1 i beral i zat i on increases commerci a1 i zat i on and popul at i on pressures mount. Of 
particular importance is the involvement of the rural poor in agro-processing and 
marketing of agricultural products, especially for women. So while we will 
discuss below the re1 atively more important role for microenterpri ses in urban 
areas, the fact remains that in absolute terms, microenterprise employment is 
still greater in rural than urban areas, and this source of employment is 
part i cul arly important for women and di sadvantaged groups. Furthermore, 
indications are that in countries such as Tanzania, where formal wage employment 
opportunities are scarce and official regulations that govern activities such as 
marketing and transforming agricultural products are being re1 axed, there has 
been considerabl e growth of the mi croenterpri se sector (Bagachwa, forthcoming). 

The second major characteristic of the rural poor is that they remain 
heavily engaged in subsistence agriculture. Table 3 shows the share of food 
consumption, which comprises on average around two-thirds of total expenditures, 
that is. in the form of consumption of own-produced products. These figures imply 
that many of the poor are insulated to a large extent from the market in their 
role as consumers. The potential deleterious consequences of fluctuations, as 
well as secular changes in real consumer prices, are thus mitigated for this 
group. 

Despite this high degree of self-sufficiency, the poor are active 
participants in markets as sellers of their labor, but even more important, as 
agricultural producers. Results of household surveys indicate that not only do 
the poor sell agricultural output, but that tradable products, both export crops 
and food crops, comprise a significant share of marketings (Table 4). In some 
cases the poor are net purchasers of food grains, although in many instances, 
even the poor sell more than they purchase. The implication is that increases 
in the price of export crops will usually raise incomes of the rural poor, and 
this is the case in many instances for food crops as we1 1. Even where the poor 
are net purchasers of certain agricul tural products, increased demand for off- 
farm labor and higher wages that generally follow improved producer incentives 
will often contribute to higher overall incomes for the rural poor. The supply 
of labor, however, may be predominately male as females take on the 
responsi bil i ty for household food production. We will be discussing this issue 
in some detail in the section on reforms in agriculture and food markets. 





Table 4 - Agriculture Income Shares of Poor Rural Households Disaggregated in to  
Tradeabl es and Non-tradeabl es in Selected Countries 

Share of Agricultural Income 

CountryIRegi on Non-traded Food Traded Food Export Crops Total 

(Percent) 

Ghana 
Forest 
Savannah 

Tanzania 
A1 1 

CBte d Y I v o i r e  
Forest 
Savannah 

Ma1 awi 
South 

Madagascar 
Coast 
Pl ateau 
South 

Source: Dorosh and Sahn (1993) 



Whi 1 e many o f  t he  r u r a l  poor are engaged a c t i v e l y  as producers and s e l l  ers 
o f  a g r i c u l t u r a l  products, they a1 so tend not t o  be users o f  improved techno1 ogy, 
and use l i t t l e  i f  any modern inputs.  This  i s  e s p e c i a l l y  t r u e  f o r  poor women 
farmers. The i m p l i c a t i o n  i s  t h a t  subsid ies on i npu ts  such as f e r t i l i z e r  are 
d i s t r i b u t i o n a l  l y  skewed t o  t h e  non-poor (see, f o r  example, Sahn, Aru l  pragasam, 
and Mer id 1990; Le le  1992; Blandford, e t  a l .  1993), though we have noted 
except ions such as t h e  f e r t i l  i z e r  subsidy i n  Ghana, where t h e  d i s t r i b u t i o n  o f  t he  
b e n e f i t s  from the  subsidy was re1  a t i v e l y  evenly d i s t r i b u t e d  among farmers (Jebuni 
and Se in i  1992). 

The r u r a l  poor, i n  a d d i t i o n  t o  having l i m i t e d  access t o  a g r i c u l t u r a l  
inputs ,  p a r t i c u l a r l y  when p r i c e s  are  subsid ized and rat ioned,  a l so  f a i l  t o  ga in  
access t o  o the r  products t h a t  a re  charac ter ized by dual p r i c e  regimes. This  i s  
e s p e c i a l l y  t r u e  i n  t h e  case o f  food subsidies, as w i l l  be discussed i n  g reater  
d e t a i l  among the  coun t r i es  i n  Sect ion 5 on a g r i c u l t u r e  and food markets. Even 
worse, t he re  were costs t o  the  r u r a l  poor o f  the  cheap food p o l i c i e s  pursued t o  
the  b e n e f i t  o f  urban households. Simply, farmers were c h a r a c t e r i s t i c a l l y  taxed 
so t h a t  urban consumers cou ld  ge t  access t o  low cost  f oods tu f f s .  

The f i n a l  two p o i n t s  t o  be made about t h e  r u r a l  poor i s  t h a t  they are 
predominant ly self-employed and, as such, do n o t  r e l y  i n  any meaningful way on 
publ i c  sec tor  employment. Th is  i s  shown i n  Tables 5 and 6 f o r  Cate d Y I v o i r e  and 
Ghana, where, d i  saggregated by per  c a p i t a  expenditure q u i n t i  1 e, we present the  
share o f  persons engaged as publ i c  sector  workers, p r i v a t e  wage employees, and 
t h e  self-employed. The r e s u l t s  i n d i c a t e  t h a t  t he  vast  preponderance o f  workers 
are self-employed, r e f 1  e c t i n g  the  dominance o f  own account ag r i cu l t u re ,  and t o  
a l e s s e r  extent ,  small and microenterpr ises i n  t he  serv ice  sec tor  and 
manufacturing. Pub1 i c  sec tor  employment i s  v i r t u a l l y  non-exi s t e n t  among the  
r u r a l  poor and i s  negl i g i  b l  e among workers from b e t t e r - o f f  r u r a l  households, 
especia l  l y  women. 

Furthermore, t he  poor have on ly  l i m i t e d  access t o  subsidized soc ia l  
serv ices,  i n c l u d i n g  publ i c  hea l th  and education serv ices.  The 1 im i ted  access t o  
hea l th  care serv ices  and p u b l i c  educat ion r e f l e c t s  t he  f a c t  t h a t  t he  s t a t e  
h i s t o r i c a l l y  f a i l e d  t o  g i v e  p r i o r i t y  t o  the  types o f  pr imary hea l th  and education 
a c t i v i t i e s  t h a t  a re  most meaningful f o r  t he  poor, male and female a l i k e .  
Instead, resources were m i  sa l  l oca ted  t o  c u r a t i v e  care, hosp i ta l  cons t ruc t i on  and 
h igher  education, as discussed f u r t h e r  i n  Sect ion 4. This, coupled w i t h  poor 
management, l a c k  o f  phys ica l  i n f r a s t r u c t u r e ,  and shortage o f  key commodities t h a t  
r e l y  on scarce f o r e i g n  exchange, has impeded the  development o f  e f f i c i e n t  soc ia l  
serv ices i n  r u r a l  A f r i c a .  

Turn ing nex t  t o  t h e  urban poor, we f i n d  t h a t  even though pover ty  i s  l e s s  
severe than i n  r u r a l  areas, i t  nonetheless i s  a burgeoning problem, espec ia l l y  
as t h e  urban centers swe l l  . Urban poor a re  a1 so more vu lnerab le  t o  ex terna l  and 
po l  i c y  shocks. The cushioning e f f e c t s  o f  consumption from own a g r i c u l t u r a l  
p roduct ion  are  much less ,  j u s t  as re1  iance on markets f o r  consumption i s  greater .  
Likewise, a1 though n o t  u n i v e r s a l l y  t rue ,  i n  some pre-ad jus t ing  economies (e.g., 







Madagascar) the urban poor, unlike the rural poor, did get access to food 
subsidies. To the extent that reforms eliminated poorly targeted entitlements 
without installing new initiatives with improved targeting, the urban poor stood 
to lose. However, for the most part, the poor in the cities were reliant on 
parallel market prices so that any change in official prices, including 
elimination of implicit subsidies, did not harm them. The poor's inability to 
extract rents in the form of access to official food prices was also 
characteristic of their not enjoying the rents from foreign exchange rationing, 
subsidized credit, and other such distortions that exist prior to reform. 

Regarding employment, urban workers were more likely to be engaged in 
public sector enterprises or as civil service workers than the rural household. 
This is shown in Tables 5 and 6. Twenty percent of the workers in Abidjan are 
on the public sector payroll, while 24 percent of the labor force in Accra are 
engaged in the public sector. Relative to rural areas, other cities also have 
a large share of public sector workers, but still the share is around one-third 
less than in the capital city in both Abidjan and Accra. 

Di saggregating by gender shows another interesting aspect to the urban 
story. In particular, there is a large concentration of women among the self- 
employed in the cities (Table 7). More specifically, in Maputo and Conakry, 
approximately 80 percent of women workers are self-employed, in contrast to men 
- where in the case of Maputo, it is 27 percent, and 35 percent in Conakry. A 
similar story is found for Abidjan and Accra. 

Interestingly, when we di saggregate sectoral employment in the capital 
cities, based on the expenditure distribution within the cities, we find that 
there are again some important gender distinctions in terms of sector of 
employment (Table 7) .7 The basic message that emerges is that male public 
sector workers are distributed relatively evenly across the urban-only 
expenditure quintiles in Maputo, Conakry and Accra, although less so in Abidjan. 
In contrast, female public sector workers are concentrated in the upper end of 
the expenditure distribution. At the same time, the vast majority of women 
engaged in self-employment are among the relative poor in the capitals, again a 
pattern that does not apply to self-employed men who are distributed relatively 
evenly across the expenditure categories. It should be pointed out that this 
1 atter finding ref1 ects that femal e-headed enterprises tend to be heavily 
concentrated in retail commerce, with lower use of capital inputs and credit, and 
lower gross and net revenues, as illustrated in Table 8 for Conakry (Mills and 
Sahn 1993). Again, this pattern has been observed in a range of environments, 
incl udi ng Dar es Salaam, where the current asset value of femal e-headed 
enterprises was Tsh 208,000, versus Tsh 730,700 for ma1 e-headed enterprises in 
1991; and where the male-headed firms are nearly four times more profitable than 
female-headed firms (Bagachwa, Sarris, and Tinios 1993). 

7 In the previous tables, we compare sector of employment in different 
regions using the national expenditure quintiles. In the case of Table 7, the 
expenditure distribution is specific to the capital city. This allows us to look 
at relative welfare within the major urban areas. 







In combination, we find that one of the key elements to the well-being of 
the poor is reform which fosters an environment where commerce and 
microenterprises in both rural and urban areas are able to flourish. 
Conversely, the poor are unlikely to lose significantly from pub1 ic or formal 
wage sector layoffs. This is particularly true for women living in poor 
households since they are virtually always engaged as self-employed workers. 
However, this is not to say that those who are redeployed do not become a new 
class of poor, an issue we will be discussing in Section 4 of this paper. 

While these generalizations are useful in gaining some insight into the 
poor's role in the economy as producers, consumers and beneficiaries of 
government spending, the fact remains that the poor are a 1 arge and diverse group 
in Africa. There also is the need to explore in greater detail the impact of 
specific policies on the poor, moving beyond the empirically based, albeit 
sty1 ized, facts presented above. It is to the specifics of pol icy change and the 
implications for growth and income distribution that we now turn. 



3. TRADE AND EXCHANGE RATE POLICY REFORMS 

Trade and exchange r a t e  po l i cy  reforms a r e  probably t h e  most con t rove r s i a l  
a spec t  o f  s t r u c t u r a l  adjustment  programs i n  sub-saharan Af r i ca .  In p a r t ,  t h e  
cont roversy  a r i s e s  because t h e s e  po l i cy  reforms have l a r g e  e f f e c t s  on t h e  economy 
and, i n  p a r t  i cul  a r ,  on income d i  s t r i  but I on. Moreover, f o r  many government 
dec i  s i  on-makers, t h e  deba te  regard ing  t h e  app rop r i a t e  1 ong term development 
s t r a t e g y -  import s u b s t i t u t i o n  versus  outward-ori ented t r a d e  pol icy-remai ns 
u n s e t t l e d .  B u t  perhaps t h e  most important reason why t r a d e  and exchange r a t e  
po l i cy  reforms a rouse  such heated deba te  i s  t h a t  t h e s e  po l i cy  changes o f t en  
appear t o  be imposed from o u t s i d e ,  a s  cond i t i ons  f o r  needed fo re ign  f inanc ing  by 
t h e  World Bank, t h e  I n t e r n a t i o n a l  Monetary Fund o r  o t h e r  donors. 

This  s e c t i o n  ana lyzes  t h e  impacts o f  t r a d e  and exchange r a t e  pol i cy  reforms 
on economic performance and income d i s t r i b u t i o n .  The s t a r t i n g  po in t  f o r  t h e  
a n a l y s i s  i s  a d i s cus s ion  of  t h e  major goa l s  of  t r a d e  and exchange r a t e  pol i c y  
reform i n  sub-saharan Af r i ca .  The e f f e c t i v e n e s s  of po l i cy  reforms i n  terms o f  
major macro-economic o b j e c t i v e s ,  r e a l  exchange r a t e  dep rec i a t i on  and l e v e l s  of  
expor t s ,  i s  then  explored.  

Given t h e  b r i e f  overview of t h e  macro-economic impacts of  t r a d e  and 
exchange r a t e  pol i c y  reform, t h e  main p a r t  o f  t h i s  s e c t i o n  o f  t h e  paper i s  
devoted t o  an a n a l y s i s  of  t h e  impacts o f  t r a d e  and exchange po l i cy  reform on 
household income d i s t r i b u t i o n  using e s t ima te s  of  economic r e n t s  a s soc i a t ed  with 
r e s t r i c t i o n s  on f o r e i g n  exchange and a s e t  of  counter fac tua l  s imula t ions  using 
Computable General Equilibrium (CGE) models. Here i t  i s  argued t h a t  pol i c y  
reforms l ead ing  t o  r e a l  exchange r a t e  dep rec i a t i on  tend  t o  have p o s i t i v e  impacts 
on r e a l  incomes o f  t h e  poor, e s p e c i a l l y  t h e  r u r a l  poor. A b r i e f  summary 
concludes t h i s  s e c t i o n .  

GOALS OF TRADE AND EXCHANGE RATE POLICY REFORM 

During t h e  1970s and e a r l y  1980s, most c o u n t r i e s  i n  sub-saharan Afr ica  
adopted i nward-oriented development s t r a t e g i e s ,  a t tempting t o  encourage 
i n d u s t r i a l i z a t i o n  through import s u b s t i t u t i o n .  Import t a r i f f s  p ro t ec t ed  domestic 
i ndus t ry  from f o r e i g n  compet i to rs  and a g r i c u l t u r a l  expor t s  were o f t e n  heavi ly  
taxed .  Nominal exchange r a t e s  t y p i c a l l y  were f i x e d  r e l a t i v e  t o  a major 
i n t e r n a t i o n a l  cur rency  (e .g .  t h e  U.S. d o l l a r  o r  French f r a n c )  f o r  long per iods  
of  t ime.  For many c o u n t r i e s  o u t s i d e  t h e  CFA f r a n c  zone, government budget 
d e f i c i t s  1 ed t o  increased  domestic money suppl i es and general  i n f l a t i o n .  

P r i c e s  o f  t r a d a b l e  goods (espec i  a1 l y  expor t  goods) tended not  t o  r i s e  a1 ong 
with t h e  genera l  p r i c e  l e v e l ,  however, s i n c e  t h e  border p r i c e ,  eva lua ted  using 
t h e  o f f i c i a l  exchange r a t e ,  remained t i e d  t o  world p r i c e s .  Thus, t h e  r e l a t i v e  



price of non-tradable goods to tradable goods rose, i.e. the real exchange rate 
appreciated. With decl ining real prices of export goods reducing export 
incentives, foreign exchange earnings were diminished. At the same time, demand 
for imported goods in official markets, priced using the official exchange rate, 
increased. This imbalance between foreign exchange supply from export earnings 
and foreign exchange demand for imports was often resolved through rationing of 
foreign exchange, stricter import licensing requirements and higher import 
tariffs.' 

The commodity boom of the late 1970s raised world prices of coffee, cocoa 
and other export commodities and mitigated the adverse effects of the real 
exchange rate appreciation for many sub-Saharan African countries. The 
subsequent fa1 1 of agricultural commodity prices in the early 1980s, together 
with a rise in oil prices and tighter world credit markets, aggravated the 
adverse effects of real exchange rate appreciation on the trade bal ance, however, 
and were major factors in balance of payments crises in most countries of sub- 
Saharan Africa outside the CFA zone. 

Trade 1 i beral i zati on (including 1 owering of import tariffs and export 
taxes, and el imi nation of import quotas) and exchange rate reforms (devaluation 
and no rationing of foreign exchange) were advocated by the World Bank and others 
as necessarf to promote growth and solve the balance of payments crisis (World 
Bank 1981). By improving producer incentives for tradables (both exports and 
competitive import-substitutes), it was expected that domestic factor resources 
(land, labor and capital) would be increasingly allocated to these sectors, 
enabling a growth in exports and real incomes. 

Thus the major goals of trade and exchange rate policy reform are 
macroeconomic in nature: to increase economic openness and in so doing promote 
domestic production of tradables and economic growth. Apart from short-term 
efforts at stabilization aimed at easing balance of payments crises in the 
ini ti a1 stages of pol icy reform, the aim of trade and exchange rate pol icy reform 
was not to reduce unsustainable current account deficits in the short to medium 
run. In fact, reform was often accompanied by increased foreign capital inflows, 
mainly through official grants and loans, implying a widening of the current 
account deficit, as discussed below.1° 

8 Coll ier (1991) points out that African countries avoided trade retal iation 
from developing countries in spite of the trade restrictions imposed, in part 
because of their use of foreign exchange rationing to control imports rather than 
tariffs which are easily quantifiable. 

9 The 1981 report, Accelerated Development in Sub-Saharan Africa, often 
referred to as the Berg report, after its major author, generated considerable 
debate especially in regard to its call for large exchange rate devaluations. 
See Edwards (1993) for a summary of the debate and Wilson (1993) for a discussion 
of French support and recommendations for adjustment policies. 

lo Note that the African experience contrasts sharply with that of most Latin 
American countries, where in fact reductions in the current account deficit were 
a major goal of trade and exchange rate policy reform. 



Despi te t h e  f a c t  t h a t  t h e  ob jec t i ves  o f  t rade  and exchange r a t e  p o l i c y  
reforms are p r imar i  l y  macroeconomic i n  nature, these po l  i c y  reforms had l a rge  
impacts on income d i s t r i b u t i o n  i n  count r ies  t h a t  e f f e c t i v e l y  implemented them. 
Before eva lua t i ng  these p o l i c y  reforms i n  terms o f  t h e i r  consequences on 
household incomes, though, i t  i s  important  f i r s t  t o  examine t o  what ex ten t  these 
p o l i c i e s  achieved t h e i r  macro-economic ob jec t ives .  

MACRO-ECONOMIC IMPACT OF POLICY REFORMS 

The evidence from t h e  e i g h t  non-CFA zone count r ies  o f  t he  Cornel l  sample 
suggests t h a t  t rade  and exchange r a t e  p o l i c y  reforms have enjoyed l i m i t e d  
success. Although f o r  one country  (Ghana), these reforms were associated w i t h  
s i g n i f i c a n t  improvements i n  the  macroeconomy, the  performance of o ther  reforming 
economies has been somewhat d isappo in t ing .  

Two measures are  used t o  evaluate t h e  impact of t r ade  and exchange r a t e  
pol  i c y  reforms i n  the  e i g h t  non-CFA zone count r ies  dur ing  the  1980s. The extent  
o f  r e a l  exchange r a t e  deprec ia t ion  achieved as measured by t h e  o f f i c i a l  nominal 
exchange r a t e  d e f l a t e d  by changes i n  the  domestic p r i c e  l e v e l  shows the  degree 
t o  which changes i n  t rade  and exchange r a t e  p o l i c y  a c t u a l l y  changed r e l a t i v e  
p r i c e s  i n  t h e  economy, a t  l e a s t  i n  the  o f f i c i a l  market f o r  f o r e i g n  exchange. 
Real exchange r a t e  deprec ia t ion  i s  on l y  an in termediate measure o f  the  
e f fec t i veness  o f  po l  i c y  reform, however. The second measure used, the  change i n  
r e a l  exports,  g ives  an i n d i c a t i o n  o f  whether the  u l t i m a t e  macro-economic goals 
o f  t h e  reforms are  achieved. 

Table 9 summarizes episodes o f  t rade  and exchange r a t e  p o l i c y  reform i n  
e i g h t  non-CFA zone count r ies  dur ing  the  1980s. The per iods o f  reform are def ined 
by a  sharp change i n  nominal exchange r a t e s  (exchange r a t e  devaluat ions) over a  
pe r iod  o f  one (e.g. i n  The Gambia, Guinea, Malawi and Za i re )  t o  f i v e  (e.g. i n  
Ghana) years. Note t h a t  t rade  and exchange r a t e  reforms which were no t  f u l l y  
implemented a l so  took  p lace i n  o ther  years i n  many o f  these count r ies .  For the  
e i g h t  count r ies ,  nominal exchange r a t e  depreciat ions,  measured by t h e  change i n  
the  o f f i c i a l  exchange r a t e  between the  year immediately p r i o r  t o  the  reform and 
the  year  immediately a f t e r  t he  reform, averaged 1441 percent.  For th ree  
countr ies,  Ghana, Guinea and Mozambique, nominal depreciat ions exceeded 1000 
percent.  

Domestic i n f l a t i o n  du r ing  these per iods o f  adjustment was high, so t h a t  the  
change i n  nominal exchange r a t e s  d i d  no t  lead t o  a  correspondingly l a r g e  r e a l  
exchange r a t e  deprec ia t ion .  The domestic p r i c e  o f  non-tradables (as prox ied  by 
the  consumer p r i c e  index),ll rose along w i t h  the  p r i c e  o f  t radables (as 
r e f l e c t e d  i n  t h e  change i n  t h e  nominal exchange r a t e ) .  Econometric evidence from 
Ghana (Younger 1992) suggests t h a t  exchange r a t e  devaluat ion d i d  no t  cause much 
domestic i n f l a t i o n .  Based on t ime ser ies  data, Younger f i n d s  t h a t  domestic 
p r i c e s  increase on l y  5 t o  10 percent i n  response t o  a  100 percent devaluat ion o f  

l1 A1 though the  consumer p r i c e  index conta ins t radeable goods, t he  re1  a t i v e l y  
h igh  weight  o f  non-tradeable goods and the  i n c l u s i o n  o f  market ing margins makes 
i t  a usefu l  proxy f o r  t he  p r i c e  o f  non-tradeables. 





the o f f i c i a l  exchange r a t e .  In a s imi lar  model, Zinnes (1993) f inds  a 25 t o  30 
percent increase in pr ices  following a 100 percent devaluation in Zambia. In 
each country, government budget d e f i c i t s  financed by domestic money creation were 
responsible f o r  most of the rapid increase in domestic pr ices .  

In s p i t e  of domestic in f la t ion ,  however, real exchange r a t e  depreciation 
in excess of 20 percent was achieved in a l l  s i x  of the countries with nominal 
exchange r a t e  depreciat ions of more than 100 percent.I2 For the eight  country 
sample, rea l  exchange r a t e  depreciation averaged 157 percent, indicating a 
substant ia l  change in the real  price of foreign exchange in the o f f i c i a l  market. 

Econometric evidence from a sample of sub-saharan African country data  from 
1972 t o  1987 suggests t ha t  over the period a one percent misal ignment of the  real  
exchange r a t e  (defined as the difference between the actual real exchange r a t e  
and an estimated equil ibrium real exchange r a t e )  was associated with a .025 
percent reduction in real  GDP growth and a 0.096 t o  0.112 percent reduction in 
real exports as a share of GDP (Ghura and Grennes 1993). Similarly,  Balassa 
(1990) showed a negative correl at ion between real exchange r a t e  appreciation and 
exports in sub-saharan Africa. Numerous other s tudies  using samples of 
developing countries outside of Africa have a1 so shown negative re1 at ionships 
between real exchange r a t e  appreciation and both real exports and growth.13 

For the s i x  countries in the  sample shown in Table 9 t ha t  achieved real 
1 4  exchange r a t e  depreciat ion,  the average gain in real  exports of goods and non- 

fac to r  services1 was 8.3 percent per year.  Of course, such a comparison of 
"before" and " a f t e r "  misses important f ac to rs  influencing the real  exchange r a t e  
and real  exports (such as terms of t rade ,  t rade taxes and c l imat ic  conditions) 
which a lso  changed during the reform periods. The changes in exports only 
describe h i s to r ica l  changes, but do not necessari ly show causal i ty.  Indeed, the 
1 argest  gain in real  exports was achieved by The Gambia (42 percent between 1985 
and 1987) in s p i t e  of a real exchange r a t e  appreciation ( re f lec t ing  inadequate 

l2 The real  exchange r a t e  i s  calculated here as  the  o f f i c i a l  nominal exchange 
r a t e  mu1 t ip1 ied by the do1 1 ar-denominated import pr ice  index f o r  developing 
countries (IMF, various years ) ,  and divided by the domestic consumer pr ice  index. 

l3 See Do1 1 a r  (1992), Edwards (1988) and Frenkel and Khan (1990). Comparing 
average performance fo r  various groups of African countries,  Moseley and Weeks 
(1993) a lso  f ind t ha t  real  exchange r a t e  depreciation was associated with higher 
investment, export growth and real  GDP growth from 1980 t o  1990. 

1 4  In addition t o  Ghana, the f i ve  countries f o r  which the real exchange r a t e  
in the  year immediately a f t e r  the  reforms had depreciated r e l a t i ve  t o  i t s  value 
in the  year j u s t  p r io r  t o  the  reforms are  Guinea (comparing 1985 t o  1987), 
Madagascar, Mozambique and Tanzania ( a l l  comparing 1986 t o  1989), and Zaire (1983 
t o  1985). 

Dollar exports of goods and non-factor services deflated by the IMF import 
pr ice  index fo r  developing countries (IMF, various years) .  



implementation of reforms), mainly because of higher world groundnut prices in 
this period.16 

Closer examination of two contrast ing case h i  s t o r i e s ,  those of Ghana and 
Madagascar, sheds 1 ight  on the  variat ion of country experience. In Ghana, the  
reforms were implemented over a period of f i ve  years (1983 t o  1987). As shown 
in Figure 1, Ghana's real  exports f e l l  sharply from 1977 t o  1983, par t i cu la r ly  
a f t e r  world cocoa prices f e l l  in 1981. Trade and exchange r a t e  pol icy reform 
took place over several years, between 1983 and 1987, during which time the 
nominal exchange r a t e  (cedi ldol lar)  was devalued by 7258 percent, from 2.75 
ced is ldo l la r  in 1982 t o  154 cedis ldol lar  in 1987. Real exports reached t h e i r  
nadir  in  1983, the  year the  reforms began, before recovering t o  t h e i r  1982 level 
in  1985. 

Comparing the  year p r io r  t o  reforms (1982) w i t h  t he  year a f t e r  reforms 
(1988), real  exports increased by 48 percent, an average of 6.7 percent per year 
over the  period. By 1988, real  exports were 34 percent higher than in  1982. 
A1 though the  value of cocoa exports decl ined a f t e r  1987 due t o  a decl ine in  world 
prices,"  other exports increased t o  allow to t a l  exports t o  remain constant. 
Non-cocoa exports increased by 221 mi 11 ion (1980) do1 1 a r s  between 1987 and 1990. 
Gold exports accounted fo r  28 percent of the  increase (61 million [1980] 
do1 1 a r s )  , with the  remainder coming from other diverse exports. 

More typical  of the  somewhat muted response of real  exports t o  changes in 
t rade policy is t he  case of Madagascar, a country which undertook s ignif icant  
t rade and exchange r a t e  pol icy reforms i n  1987 and 1988. In the  l a t e  seventies, 
Madagascar benefited from high world pr ices  of i t s  major agr icul tura l  exports: 
coffee,  cocoa and vani l l  a. During t h i s  time the  Malagasy government launched an 
ambitious investment program funded mainly by foreign commercial borrowing. 
Imports of capi ta l  goods soared in 1979 and 1980 (Figure 2). Unfortunately, 
export earnings f e l l  sharply during the  investment boom as world coffee prices 
f e l l  and as  an appreciating real  exchange r a t e  (caused in par t  by the  surge in 
foreign capi ta l  inflows) reduced export incentives. World c r ed i t  markets 
tightened in the  ear ly  1980s and Madagascar's short-term loans came due, forcing 
an abrupt ha l t  t o  t he  investment boom and the  adoption of an IMF-sponsored 
s t ab i l  iza t ion in 1982. 

Major pol icy reforms, including 1 i beral iza t ion of domestic r i c e  marketing, 
decontrol of pr ices ,  reductions in government spending and exchange r a t e  
deval uations, were undertaken gradually beginning in 1982; but major t rade 
reforms, in par t i cu la r ,  1 i beral iza t ion of the  import 1 icensing system, were not 
implemented unt i l  1987 and 1988. In the  aftermath of these reforms, which 

l6 See Jabara (1994) and Dorosh and Lundberg (1993) fo r  d e t a i l s  on The Gambia 
economy and the  impacts of changes in world groundnut prices.  

l7 The volume of cocoa exports actual ly  increased during this' period, 
mitigating the e f f ec t s  of the  decline in world pr ices  on t he  value of cocoa 
exports. 







included a 137 percent nominal devaluation (and a 57 percent real  devaluation) 
of the  Malagasy franc r e l a t i ve  t o  the  do l la r  i n  1987 and 1988, real  exports 
increased by 14 percent between 1986 and 1989 (an average of jus t  2.7 percent per 
year) .  More important, growth in real  GDP per capi ta  was posi t ive  i n  both 1989 
and 1990, the  f i r s t  increases in real  per capi ta  incomes since the  unsustainable 
investment boom of 1978 t o  1980." 

The decline in both exports and imports in the  ear ly  1980s followed by a 
recovery beginning in the  mid-eighties as experienced by Ghana and Madagascar i s  
s imilar  t o  the  pattern observed f o r  the  Cornell study's 10 country sample as a 
whole (Figure 3).  For most countries,  nei ther  the  decline in real  exports in the  
pre-reform period, nor the  increase i n  real  exports a f t e r  pol icy reform, was as  
pronounced as t h a t  in Ghana.lg 

Finally,  i t  i s  worth emphasizing t ha t  the  t rade and exchange r a t e  policy 
reform did not lead t o  a long term decline i n  t rade de f i c i t s .  Foreign capital  
inflows increased, and t he  t rade d e f i c i t  widened f o r  most countries a f t e r  reforms 
were i n i t i a t e d ,  as  1 oans from bi 1 a te ra l  and mu1 t i-1 a te ra l  donors increased t o  
support the  pol icy changes. For some countries,  such as Madagascar, the  increase 
in o f f i c i a l  foreign capi ta l  inflows came only a f t e r  s t ab i l  iza t ion programs. 
These s tab i  1 iza t ion programs involved sharp cutbacks in imports previously 
financed by commercial borrowing. Nevertheless, beginning i n  the  mid-1980s, 
o f f i c i a l  foreign capi ta l  inflows (and foreign debt) rose sharply, more than 
of f se t t ing  the  reversal of pr ivate  capi ta l  flows (Figure 4).  Unlike in Latin 
America, adjustment in sub-saharan Africa has n o t  involved a net outflow of 
capi ta l  . 

IMPLICATIONS OF REFORM FOR INCOME DISTRIBUTION 

A major concern of c r i t i c s  of adjustment i n  sub-saharan Africa has been the 
dele ter ious  impact of exchange r a t e  devaluations on the  poor. How various 
household groups have been affected by these policy reforms depends t o  a large  
extent on whether they had access t o  foreign exchange and imported goods a t  
o f f i c i a l  pr ices  p r io r  t o  the  policy changes. In general,  access t o  o f f i c i a l  
markets by the  poor was extremely 1 imi ted,  and, as  i s  argued be1 ow, the  poor were 
l i k e l y  be t t e r  o f f  with t rade and exchange r a t e  policy reform than without the 
reforms. In con t ras t ,  households t h a t  did have access t o  foreign exchange and 

'' Beginning in 1991, economic growth fa l t e red  as po l i t i ca l  turmoil re la ted 
t o  an eventual t r ans i t i on  t o  a new government led t o  s t r i ke s ,  disruptions in aid 
flows and reversal s of ear l  i e r  pol icy changes. In par t i cu la r ,  t r ade  and exchange 
r a t e  policy reforms were reversed, and controls on foreign exchange were 
reimposed. 

l9 Note t h a t  the  10 country sample includes two countries,  Cameroon and Niger, 
which a s  members of the  CFA franc zone undertook s t ructural  adjustment programs 
without devaluation of the  exchange ra te .  







imported goods at official markets, generally a small urban elite, suffered 
significant losses of income, a major reason behind their opposition to policy 
reform. 

As described above, prior to trade and exchange rate policy reforms in the 
mid-eighties, demand for foreign exchange (for imports of goods and services or 
for capital transactions) exceeded supply of foreign exchange (derived from 
export earnings and foreign capital inflows). Rather than devaluing the 
currency, so as to encourage production of tradables and reduce demand for 
foreign exchange, many countries in sub-saharan Africa re1 ied on quantitative 
controls to ration scarce foreign exchange. These controls took various forms, 
including import 1 i censi ng requirements, 1 imi ted access to foreign exchange for 
travel abroad, and 1 ong admini strati ve procedures to acquire foreign exchange for 
imports. Parallel markets for foreign exchange and imported goods developed, 
where excess demand, unmet in official markets, was met by foreign exchange and 
imported goods diverted from official markets. The premium paid in the parallel 
markets (the price in excess of the official price), enabled those who controlled 
access to foreign exchang and imports at official prices to capture excess 
profits (economic rents). 

Excess profits associated with foreign exchange control s and trade 
restrictions in sub-saharan Africa prior to pol icy reforms were enormous (Table 
10). In the year immediately preceding reforms, premiums on foreign exchange in 
the parallel markets exceeded 100 percent (i .e. the parallel exchange rate was 
more than double the offici a1 exchange rate) in Zaire and Tanzania, and more than 
1000 percent in Guinea, Ghana and Mozambique. Devaluations and trade pol icy 
reforms that lessened import restrictions reduced these premiums from an average 
of 1004 percent in the year preceding the reforms to only 25 percent in the year 
after the reforms. 

The difference between the value of imports as measured at parallel prices 
and the value of imports measured at official prices provides a rough measure of 
the size of the excess profits associated with trade and exchange rate 
restrictions. These impl ici t rents (converted to dollars using the parallel 
exchange rate) averaged 460 mil 1 ion do1 1 ars for the eight country sample in Table 
10, equivalent to 34 dollars per person. 

Of course, these impl ici t rents were not distributed equally throughout the 
population. Some of these impl ici t rents accrued to government agencies that 
received import licenses and scarce foreign exchange to import capital goods and 
pay other foreign exchange costs of development projects. Much of the rents, 
however, went to the small minority of households that obtained imported goods 
and foreign exchange at official prices for home consumption or for resale in 

20 See Krueger (1974) for a discussion of the costs associated with rent- 
seeking. 





para1 l e l  markets ." For these households, t rade and exchange r a t e  pol icy 
reforms represented huge losses  of income. Other non-favored households 
generally purchased t h e i r  goods in paral le l  markets and so were n o t  d i r ec t l y  
affected by t he  elimination of rents.  

How did the  changes i n  the  economy associated w i t h  pol icy reforms a f fec t  
these households t h a t  did n o t  have access t o  foreign exchange and imported goods 
a t  low o f f i c i a l  prices? Answering t h i s  question requires a framework t ha t  t races  
the  e f f ec t s  of changes i n  pol icy on prices throughout the  economy, production of 
goods, re turns  t o  labor and cap i t a l ,  household incomes and consumption. Here, 
counterfactual simulations using computable general equil i brium (CGE)  models of 
four economies (Cameroon, The Gambia, Madagascar and Niger) are  presented t o  
highlight  t he  impacts of policy changes on poor households. 

The four CGE model s are  neo-cl ass ical  in s t ruc ture ,  following Dervis, 
deMelo, and Robinson (1982). All a re  based on deta i led social accounting 
matrices (SAMs) , constructed from data from the  national accounts ( incl  uding 
input-output tab1 es )  , household expenditure surveys, and agr icul tura l  censuses 
and other surveys .22 Household groups are  defined according t o  charac te r i s t i cs  
of asse t  ownership (land and c a t t l e )  and labor s k i l l s  of the  head of household, 
charac te r i s t i cs  which correspond generally w i t h  income 1 eve1 (Tab1 e 11). By 
defining re1 a t ive ly  homogeneous household groups sharing s imilar  incon~e sources 
and consumption pat terns  in t h i s  way, i t  i s  possible t o  simulate the e f f ec t s  of 
policy and external shocks on average welfare of major sub-groups of the  poor and 
non-poor . 

The equations of the  models specify production of each ac t i v i t y  as a 
function of 1 and, 1 abor and capi ta l  . Household incomes are  determined according 
t o  t h e i r  ownership of these fac tors  of production, and household consumption i s  
a function of both prices and incomes. Investment demand is  determined by t o t a l  
savings in the  economy. In general,  prices and wage r a t e s  adjust  t o  c lea r  
markets. No monetary or  financi a1 variables are  model ed.23 

21 Absence of consumer goods a t  o f f i c i a l  prices in rural  markets (one evidence 
t h a t  the  rural  poor do not receive t he  ren t s  associated w i t h  foreign exchange 
r e s t r i c t i ons )  i s  a common feature  of African economies w i t h  pr ice  and import 
control s .  The resu l t ing  adverse consequences on agr icul tura l  growth are  explored 
by Bevan, Col l i e r ,  and Gunning (1990) fo r  Tanzania, Berthelemy (1988) fo r  
Madagascar and Azam and Faucher (1988) f o r  Mozambique. 
22 See Dorosh and Essama Nssah (1991), Dorosh, Bernier, e t  a l .  (1991), 
Gauthier and Kyle (1991), Subramanian (forthcoming), and Jabara, Lundberg, and 
Sireh J a l l  ow (1992) f o r  complete descriptions of the  social  accounting matrices 
and data  sources. 
23 Further d e t a i l s  of t he  models are  found in Benjamin (1993), Subramanian 
(forthcoming), Dorosh and Lundberg (1993), Dorosh (1994) and Dorosh and Essama 
Nssah (1993). 





To ill u s t r a t e  t h e  income d i s t r i b u t i o n  imp1 i c a t i o n s  o f  t rade  and exchange 
r a t e  p o l i c y  reform, Table 12 compares the  r e s u l t s  o f  s imu la t ions  o f  two 
a l t e r n a t i v e  p o l i c y  responses t o  a  terms o f  t rade  shock i n  Niger.*' The f i r s t  
s imu la t i on  shows the  e f f e c t s  of a  dec l i ne  i n  t he  wor ld p r i c e  o f  uranium exports  
when f o r e i g n  exchange f o r  imports  i s  r a t i o n e d  and t h e  r e a l  exchange r a t e  i s  he ld  
fixed.'= The second s imu la t i on  shows t h e  e f f e c t s  o f  t he  same terms o f  t rade 
shock, bu t  w i t h  a  f r e e l y  ad jus t i ng  r e a l  exchange ra te .  

Under bo th  scenarios, r e a l  GDP decl  ines  as the  economy s u f f e r s  t h e  e f f e c t s  
o f  t h e  terms o f  t r a d e  shock. However, w i t h  r e a l  exchange r a t e  adjustment (a r e a l  
exchange r a t e  dep rec ia t i on  o f  9.7 percent) ,  t he  decl i ne i n  expor ts  i s  small e r  
because t h e  r e a l  exchange r a t e  depreci a t  i on improves i ncen t i ves  f o r  expor t  
product ion.  Moreover, f o r  t he  economy as a  whole, household incomes are  higher,  
r e s u l t i n g  i n  more savings and investment. Poor households a1 so f a r e  b e t t e r  under 
r e a l  exchange r a t e  adjustment t o  a  terms o f  t rade shock than under fo re ign  
exchange r a t i o n i n g .  Real incomes o f  t he  r u r a l  poor decl i n e  by 1.8 t o  2.4 percent 
under adjustment compared t o  4.3 t o  5.2 percent  w i thou t  r e a l  exchange r a t e  
adjustment, s ince  p r i c e s  o f  expor t  goods such as c a t t l e  and cowpeas r i s e ,  
spu r r i ng  product ion  and l a b o r  demand. The urban poor b e n e f i t  due t o  h igher  
investment spending lead ing  t o  increased demand f o r  l a b o r  and h igher  re tu rns  t o  
in fo rmal  sec tor  c a p i t a l .  The urban non-poor, as a  group, s u f f e r  more under 
adjustment, however, s ince  these households l o s e  t h e  excess p r o f i t s  (economic 
r e n t s )  associated w i t h  r a t i o n i n g .  

A  CGE ana lys i s  o f  t he  impacts o f  Madagascar's t rade  1 i b e r a l  i z a t i o n  i n  1987- 
1988 produces s i m i l  a r  r e s u l t s  (Table 13). Compared w i t h  a  po l  i c y  o f  ma in ta in ing  
f o r e i g n  exchange r e s t r i c t i o n s  f o r  imports, t r ade  l i b e r a l i z a t i o n  r e s u l t s  i n  an 
11.8 percent  dep rec ia t i on  o f  t h e  r e a l  exchange r a t e  i n  t he  f i r s t  year  o f  t he  
simul a t i  on, 1 eadi ng t o  a  7.0 percent increase i n  exports.  Increased economic 
e f f i c i e n c y  and output  r e s u l t s  i n  a  2.8 percent  increase i n  r e a l  GDP and a  19.0 
percent  increase i n  investment. The h igher  investment, i n  tu rn ,  leads t o  an even 
l a r g e r  g a i n  i n  r e a l  GDP (6.6 percent) by year  s i x  o f  t h e  s imulat ion.  

Again, both urban and r u r a l  poor ga in  from the  1  i beral  i z a t i o n .  The r e a l  
exchange r a t e  dep rec ia t i on  improves product ion  i ncen t i ves  f o r  t radab le  goods; 
a g r i  c u l  t u r a l  ou tpu t  r i s e s ,  1 eadi ng t o  increased 1 abor demand and h igher  r e a l  
incomes o f  t he  poor. Producers o f  expor t  crops, i n c l u d i n g  small farmers on 
Madagascar's east  coast,  numbered among the  poor, ga in  s l i g h t l y  more from the  
r e l a t i v e  p r i c e  changes than do o ther  r u r a l  poor. Nevertheless, t h e  o v e r a l l  
increase i n  economic a c t i v i t y  a1 so 1 eads t o  increased demand f o r  a g r i c u l t u r a l  

24 The s imu la t i on  models t h e  e f f e c t s  o f  a  25.9 b i l l  i o n  CFA f ranc  dec l i ne  i n  
u ran i  um revenues (equal t o  3.9 percent  o f  GDP i n  l987),  r e f 1  e c t i  ng t h e  fa1 1  i n  
uranium expor t  revenues from 1987 t o  1990. 

25 Rat ion ing  o f  f o r e i g n  exchange i s  modeled by p u t t i n g  a  un i fo rm i m p l i c i t  
t a r i f f  on a l l  imports, w i t h  r e n t s  from t h e  i m p l i c i t  t a r i f f  accru ing t o  t h e  urban 
non-poor households. 







goods employing r u r a l  unski 11 ed 1 abor and f o r  construct ion,  t ranspor t  and 
market ing serv ices  employing urban u n s k i l l e d  labor ,  thus extending the  bene f i t s  
o f  t h e  l i b e r a l i z a t i o n  beyond simply expor t  crop producers. 

As t h e  above two examples suggest, t he  ex ten t  t o  which the  poor b e n e f i t  
f rom t r a d e  and exchange r a t e  pol  i c y  reform var ies  according t o  country. I n  order  
t o  h i g h l i g h t  t h e  r o l e  of i n d i v i d u a l  country  c h a r a c t e r i s t i c s ,  Tables 14 and 15 
compare t h e  outcomes o f  two a1 t e r n a t  i ve po l  i c y  responses t o  a negat ive terms o f  
t rade  shock: a1 lowing a f u l l  adjustment o f  t h e  r e a l  exchange r a t e  versus imposing 
quotas on imports  t o  reduce f o r e i g n  exchange demand ( the  p r a c t i c e  o f  most 
economies p r i o r  t o  reform). I n  each country, t he  terms o f  t rade shock i s  
s p e c i f i e d  as a ten  percent reduc t ion  i n  the  wor ld p r i c e  o f  t he  major export  
goodyz6 combined w i t h  a dec l i ne  i n  ne t  f o r e i g n  c a p i t a l  i n f l ows  equal t o  10 
percent  of i n i t i a l  exports.  

Imposing quotas i n  response t o  a terms o f  shock r e s u l t s  i n  a sharp decl i n e  
i n  expor t  earnings and r e a l  incomes i n  a1 1 f o u r  countr ies.  I n  t he  absence o f  
adjustment o f  t he  r e a l  exchange r a t e ,  t he  imp1 i c i t  t a r i f f  on imports (equivalent  
t o  t h e  premium on f o r e i g n  exchange fo r  imports i n  t he  p a r a l l e l  market) helps 
reduce import  demand and b r i n g  i n t o  balance supply and demand f o r  f o re ign  
exchange. Rents created as a r e s u l t  o f  the  premium on f o r e i g n  exchange (which 
ranges f rom 14.2 percent  i n  Niger  t o  35.1 percent i n  Madagascar), a l l ow  r e a l  
incomes o f  t h e  urban non-poor t o  r i s e  w h i l e  r e a l  incomes o f  a1 1 o the r  household 
groups decl i ne. 

With a f r e e l y  ad jus t i ng  r e a l  exchange r a t e ,  al though r e a l  GDP s t i l l  
decl  ines,  t he  fa1 1 i s  no t  as steep as i n  t he  case o f  import  quotas. For example, 
i n  Madagascar, t h e  r e a l  exchange r a t e  depreciates by 11.5 percent and r e a l  
expor ts  as a share o f  GDP increase s l i g h t l y  (0.2 percent),  compared w i t h  dec l ines  
i n  r e a l  GDP and t h e  expor t  share o f  2.3 and 1.0 percent,  respect ive ly ,  i n  t he  
import  quota scenario. The urban non-poor f a r e  much worse under a l i b e r a l i z e d  
t rade  and exchange r a t e  regime, however, s ince the re  are no quota r e n t s  t o  boost 
t h e i r  incomes. 

Comparing r e s u l t s  o f  t he  l i b e r a l i z e d  t rade and exchange r a t e  regime w i t h  
r e s u l t s  under a regime o f  t rade  and f o r e i g n  exchange c o n t r o l s  shows the  extent  
t o  which t h e  poor b e n e f i t  from t rade  and exchange r a t e  p o l i c y  reforms. For a l l  
f o u r  count ry  s imulat ions,  both the  urban and r u r a l  poor enjoy h igher  incomes. 
Two f a c t o r s  expl a i  n  t h i s  r e s u l t  . F i r s t ,  a1 though these f o u r  A f r i c a n  economies 
d i f f e r  i n  terms o f  re1 a t  i ve importance o f  a g r i c u l t u r e ,  economic openness and 
o the r  f ac to rs ,  they  genera l l y  share key c h a r a c t e r i s t i c s :  concentrat ion o f  
pover ty  i n  r u r a l  areas, importance o f  a g r i c u l t u r e  and 1 abor incomes f o r  t he  r u r a l  
poor, and re1  a t i v e l y  small manufactur ing sectors. I n  t he  s imulat ions,  as ren ts  

z6 Reductions i n  wor ld p r i c e s  o f  t he  f o l l o w i n g  commodities are modeled: 
Cameroon (expor t  crops - mainly  cocoa and co f fee) ,  The Gambia (groundnuts and 
groundnut products) ,  Madagascar (expor t  crops - mainly  cof fee,  v a n i l l a  and 
c l  oves) , and N iger  (uran i urn) . 







formerly acquired by the urban non-poor are eliminated, costs of importable goods 
are reduced, leading to a more efficient allocation of resources so that demand 
for unskilled 1 abor (and real wages) rise. Second, because some of the poor are 
net producers of tradables, the real exchange rate depreciation directly 
increases their real incomes (e.g. of small farmers producing export crops in 
Cameroon and Madagascar). Thus, trade and exchange rate liberalization involving 
el imination of quotas and real exchange rate depreciation improves both macro- 
economic performance and leads to marginal increases in real incomes for poor 
households ." 

OTHER FACTORS DETERMINING EXPORT RESPONSE 

The rosy scenario presented above in the model simulations suggests that 
trade and exchange rate pol icy reform, where imp1 emented, benefited the rural 
poor, who constitute the large majority of Africa's poor, at least in comparison 
with a continuation of earl ier pol icies involving trade restrictions and 
rationing of foreign exchange. However, these pol icy simulations by design do 
not attempt to include the effects of changes in the external environment or 
changes in other government policies coincidental with trade and exchange rate 
policy reform, such as droughts, terms of trade shocks, cutbacks in government 
expenditures and changes in capital flows. For the rural poor, two factors are 
of particular importance and are discussed further in Section 5: world prices 
of agricultural exports and domestic agricultural trade and price pol icy. 

Outside of traditional agricultural exports, increasing exports may require 
administrative reforms. For example, in Tanzania, despite significant 
depreciation of the real exchange, numerous admini strati ve procedures hindered 
exports, incl uding requirements for export permits, export 1 icensi ng by the Board 
of External Trade, export registration by the central bank and annual renewal of 
a business 1 icense from the Ministry of Industry and Trade (Lipumba 1993). 
Inadequate port, transport and communication facil i ties a1 so hinder expansion of 
exports in many countries. Finally, the establishment of associations of traders 
and firms to facil i tate contacts with potenti a1 importers, provide market 
information and assist in other trading arrangements can help spur exports in the 
context of an environment of improved price incentives (Thomas and Nash 1991). 

'' The result that real exchange rate depreciation tends to benefit the poor 
is consistent with findings by Schneider, et al. (1992) using a CGE model for 
C6te d' Ivoire with both real and financi a1 variables developed by Bourguignon, 
Branson, and de Melo (1989a, 1989b). Model simulations show that a 22 percent 
real devaluation of the CFA franc in 1981 spurs exports, increases employment and 
reduces poverty in both urban and rural areas. 



CONCLUSIONS 

Changes in trade and exchange ra te  policies have important consequences 
both for  the macroeconomy and for  household incomes. In terms of macro-economic 
objectives (improving incentives for  tradable goods sectors, increasing exports 
and ef f ic ien t  import substi tution, and sustaining GDP growth), these pol icy 
reforms have enjoyed only 1 imited success in most countries. A1 though real 
exchange ra te  depreciation has been achieved, there has been a limited response 
of exports and G D P  growth. 

The primary losers due t o  trade and exchange ra te  policy reform are 
households and ins t i tu t ions  t h a t  previously had access t o  foreign exchange or 
imports priced a t  the of f ic i  a1 exchange rate .  Model simul ations suggest that  
other household groups, including the rural poor, tended t o  benefit from trade 
and exchange ra te  reforms as rents were redistributed throughout the economy, 
price incentives for  production of many tradables improved and payments to  
unskilled 1 abor, 1 and and informal sector capital rose. 

Given tha t  the anticipated rewards of policy reform and economic openness 
on the macro-economic level have been small in most countries, i t  i s  not 
surprising that  gains in real income for  the poor, i f  achieved a t  a l l ,  have been 
small - f a r  from enough to  l i f t  significant numbers of people out of poverty. 
In part the piecemeal nature of reforms and the 1 ack of insti tutional and market 
1 i nkages fo r  export goods expl ai n the meager macro-economi c response. In 
addition, adverse terms of trade shocks and perverse agricultural pricing 
policies (discussed in Section 5) have offset  the potential gains from policy 
reform, . part icular ly for  rural households. 

Contrary t o  much conventional wisdom, the evidence suggests that  trade and 
exchange ra te  pol icy reforms in themselves do n o t  harm the poor, but instead tend 
to  r a i se  t h e i r  real incomes. While these reforms are insufficient in themselves 
to  achieve sustained economic growth with significant reductions in poverty, 
combined with sui tab1 e f iscal  and sectoral pol ic ies ,  complementary investments 
in infrastructure,  development of market linkages and favorable terms of trade, 
and trade and foreign exchange 1 i beral i zation may resul t  in more significant 
improvements in the welfare of the poor in sub-Saharan Africa. 



4. FISCAL POLICY, ADJUSTMENT, AND POVERTY I N  AFRICA 

Second t o  exchange r a t e  p o l i c y ,  t h e  most c o n t r o v e r s i a l  aspect o f  adjustment 
programs i s  f i s c a l  p o l  i c y .  Attempts t o  s t a b i l  i z e  A f r i c a n  economies w i t h  balance 
o f  payments problems u s u a l l y  i d e n t i f y  t h e  l a r g e  government d e f i c i t s  as a key 
source o f  macroeconomic i n s t a b i l  i t y .  I n  response, lenders,  p r i m a r i l y  t h e  IMF and 
The World Bank, o f t e n  i n s i s t  on f i s c a l  " b e l t - t i g h t e n i n g "  as a c o n d i t i o n  f o r  
balance o f  payments ass is tance.  Whi le these cond i t i ons  are obv ious l y  unpopular 
w i t h  t h e  a f f e c t e d  governments, they  a l so  have generated a s i g n i f i c a n t  amount o f  
c r i t i c i s m  i n  i n t e r n a t i o n a l  c i r c l e s .  E a r l y  c r i t i c s  o f  adjustment 1 ending claimed 
t h a t  d r a s t i c  c u t s  i n  government expend i tu re  had a d i s p r o p o r t i o n a t e  impact on poor 
households, w i thdrawing  va luab le  soc i  a1 se rv i ces  f rom those who most need them. 
Most o f  t h e  l i t e r a t u r e  i s  based on exper iences i n  middle-income L a t i n  American 
and As ian n a t i o n s  (Pinstrup-Andersen 1989; Cornia,  J o l l y ,  and Stewar t  1987; 
Musgrove 1987; H e l l e i n e r  1985, 1986), b u t  t h e  A f r i c a n  exper ience o f t e n  has been 
q u i t e  d i f f e r e n t .  Th i s  s e c t i o n  presents  evidence f rom A f r i c a  t h a t  c o n t r a d i c t s  t he  
w i d e l y  accepted p r o p o s i t i o n  t h a t  t h e  poor i n  A f r i c a  have s u f f e r e d  from 
s u b s t a n t i a l  c u t s  i n  government expendi ture due t o  adjustment programs. 

We f i r s t  show t h a t  i n  A f r i c a  t h e r e  has n o t  been t h e  s o r t  o f  compulsive 
i n s i s t e n c e  on decreas ing government expendi tures t h a t  i s  o f t e n  a t t r i b u t e d  t o  The 
World Bank and t h e  IMF. Th i s  i s  f o l l owed  by an examinat ion o f  t h e  inc idence  o f  
government expendi tures,  i n c l u d i n g  severa l  ca tego r i es  o f  soc i  a1 serv ices .  We 
then  address t h e  f i s c a l  dilemma faced by many A f r i c a n  p o l i c y  makers who would 
1 i ke t o  reduce t h e  pub1 i c  sec to r  wage b i  11 as p a r t  o f  t h e i r  f i s c a l  reforms. That 
t h e r e  a re  t o o  many p u b l i c  sec to r  employees i s  w ide l y  accepted; t h a t  they  should 
be re t renched i s  no t ,  w i t h  t h e  s o c i a l  cos ts  be ing p u t  f o r t h  as t h e  j u s t i f i c a t i o n  
f o r  m a i n t a i n i n g  t h e  s t a t u s  quo. To he lp  shed l i g h t  on t h i s  issue,  we d iscuss t he  
w e l f a r e  e f f e c t s  o f  retrenchment based on household surveys o f  re t renched p u b l i c  
sec to r  employees i n  Guinea and Ghana, where p o l i c y  makers d i d  pursue subs tan t i a l  
c u t s  i n  p u b l i c  employment as p a r t  o f  t h e i r  adjustment p o l i c i e s .  We end our  
d i scuss ion  o f  f i s c a l  p o l i c y  by addressing t he  o the r  s i de  o f  t h e  f i s c a l  ledger ,  
t h a t  i s :  who pays t h e  taxes? The burden o f  p u b l i c  spending thereby come i n t o  
c l  ea re r  view. 

THE PATTERN OF GOVERNMENT EXPENDITURES I N  AFRICA 

T o t a l  Expendi tures 

I t  goes w i t h o u t  say ing t h a t  f i s c a l  d e f i c i t s  are unusua l l y  l a r g e  i n  A f r i c a .  
But as F igu re  5 shows, t he  n o t i o n  t h a t  A f r i c a n  economies have been subjected t o  
r a d i c a l  changes i n  f i s c a l  po l  i c y  i s  exaggerated. On average, government d e f i c i t s  
i n  A f r i c a  inc reased  around t h e  beginn ing o f  t he  1980s, b r i e f l y  r e tu rned  t o  l e v e l s  
t h a t  p r e v a i l e d  be fo re  t h a t  increase,  and increased again l a t e  i n  t he  decade. I n  
most cases, t h i s  behav io r  o f  t h e  d e f i c i t  i s  m i r r o r e d  i n  an inc rease  and 
subsequent dec l  i n e  i n  expendi tures.  Fur ther ,  as we have noted, expend i tu re  





reductions are far more controversial than tax increases, so we will concentrate 
on the behavior of expenditures here, returning to taxes later in the section. 

If we take the early 1950s as a point of reference, it is true that there 
has been some reduction in government expenditures in Africa (Figure 6). But 
those reductions have hardly been drastic-two percent of GDP on average-nor 
have they been sufficient to eliminate existing deficits. Further, taking the 
early 1980s as a point of reference, a practice that is common in the 1 iterature 
on adjustment and poverty, is misleading. Government expenditures in these years 
were unusually high by historical standards. Compared with expenditures in the 
mid-70's, fiscal contraction in the 1980s has done little more than deflate the 
bubble at the beginning of the decade. 

The surge in government expenditures observed in Figure 6 often came from 
temporary access to additional financing (Nashashibi and Bazzoni 1993). In some 
countries, this had to do with commodity price booms (in coffee, cocoa, tea, and 
petroleum) during the late 1970s. These booms temporarily increased government 
revenues and thus encouraged governments to overextend their expenditures. Once 
international prices returned to more normal levels (or coll apsed as in the case 
of coffee, cocoa, and petroleum), governments found it difficult to curtail 
spending and thus ran larger deficits. In other cases, particularly the more 
credit-worthy economies, the easy availability of international borrowing prior 
to the debt crisis made it easier to run deficits, and many countries did so. 
Yet, that source also proved to be short-lived. 

Table 16 considers the variance of experience of African countries showing 
changes in government expenditure per capita net of debt service from the period 
1975-1977 to 1986-1988. Of the 30 cases for which we have data, 10 have decl ines 
of net spending greater than 10 percent on average during this period. Four, 
Liberia (-14%), Mauritania (-26%), Sudan (-46%), and Uganda (-24%), ref1 ect 
serious civil conflict and a fourth, Nigeria (-45%), evidently reflects a shift 
of expenditures to the states. Of the rest, declines in government spending 
usual ly occurred we1 1 before the country began any serious attempt at adjustment 
(Ghana (-11%), Sierra Leone (-18%), Tanzania (-25%), and Zambia (-22%)). Only 
Senegal (-29%) appears to be a case where expenditures fell sharply as part of 
an extended adjustment effort. 

Within this broad characterization of government spending, it is useful to 
distinguish three archetypes of fiscal policy reform in Africa. The first is a 
country in which, after a strong increase in expenditures, the government has 
been forced to reduce its fiscal deficit through expenditure cuts. As we have 
seen, the cause has often been an unsustainable increase in expenditures financed 
by the temporary availability of foreign exchange from a commodity boom and/or 
foreign borrowing. Examples include Madagascar and Niger. In some sense, this 
is the type that most analysts have in mind when they think about adjustment 
programs, 1 argely because the Latin American countries which have dominated the 
adjustment literature fall into this group. A second group includes economies 
that have managed their macroeconomic affairs reasonably we1 1, but have suffered 







unusually large negative shocks. This type is 1 ess common outside Africa because 
most other economies are not exposed to the same degree of risk of supply shocks 
and terms-of-trade shocks as African economies. Examples include Ma1 awi and 
Cameroon. Finally, there is a type that is almost uniquely African, These are 
economies that had deteriorated so badly before an adjustment effort began that 
the public sector actually collapsed. Thus, during the course of the adjustment 
process, we find that public expenditure is often rising. Examples include 
Ghana, Uganda, and to a lesser extent, Tanzania. 

As an example of the first archetype, consider the expenditure history of 
Madagascar. Through the mid-1970s, Madagascar had maintained rather conservative 
macroeconomic policies, with limited fiscal deficits and modest monetary growth 
and inflation. Beginning in 1979, however, the government decided that a "big 
push" was necessary to jump start economic growth. Thus, it adopted a program 
to "invest to the limit" (investir B l'outrance), with the investment 
concentrated in pub1 ic services and state-owned enterprises .27 The government 
financed this effort through foreign borrowing-tax revenues changed little. 
Further, most of the borrowing was through commercial creditors at market rates 
of interest. While this borrowing produced a boom in GDP growth (and more rapid 
inflation), the amounts in question, 631 million dollars in 1979 and 1980, equal 
to 8.4 percent of GDP and 60 percent of exports, were clearly unsustainable. 
Even before the debt crisis hit most developing countries in 1982, commercial 
creditors had begun to shy away from Madagascar. Thus, as credit dried up, the 
government was forced to reduce its spending, reversing the impact of the 
preceding expansion. 

The size of the contraction is substantial : total spending per capita (net 
of debt service) decl ined by 8 percent of GDP from the peak in 1980 to 1983, when 
spending stabilized. At the same time, the current account of the balance of 
payments, which had ballooned to huge deficits during the investment push, 
gradually returned to its pre-boom levels, though this adjustment was drawn out 
over several years (in part, thanks to external finance from the IMF and World 
Bank). With the exception of the current account, which has never turned 
positive, Madagascar looks very much like a Latin American case, and the 
stereotypical case of an economy that, as a result of the debt crisis, was forced 
to contract spending substantially. Nevertheless, the interpretation of these 
events depends on one's point of departure. Taking 1980 as a base, the 
stabilization program looks extraordinarily severe, with draconian cuts in 
expenditures, including social services. Yet one must recognize that 1980 was 
neither a "typical" pre-adjustment year nor a state of equilibrium. Spending at 
those levels was clearly unsustainable, and the subsequent retrenchment has only 
returned spending to levels that prevailed before the debt-driven boom. 

27 Dorosh, Bernier, and Sarris (1990) present a more in-depth discussion of 
Madagascar's i 11-fated development push and the subsequent stabi 1 ization and 
adjustment measures,. 



As an example o f  t he  second s o r t  o f  economy, those s u f f e r i n g  ex t raord inary  
bad l uck ,  we consider Malawi. During the  1970s, Malawi enjoyed unusual ly r a p i d  
economic growth, w i t h  moderate i n f l  a t i o n  and small cu r ren t  account d e f i c i t s .  
While i t  i s  t r u e  t h a t  t h e  government d i d  take  advantage o f  t h e  easy c r e d i t  
cond i t i ons  o f  the  l a t e  1970s t o  run  s i g n i f i c a n t l y  l a r g e r  cu r ren t  account d e f i c i t s  
( p a r t l y  i n  response t o  drought), recourse t o  such f i nanc ing  was no t  as 
exaggerated as i n  o ther  count r ies .  I n  the e a r l y  1980s, the war i n  Mozambique cu t  
o f f  Malawi's p r i n c i p a l  t r anspor t  rou te .  The c . i  .f. margin as a  percent o f  t o t a l  
import  value increased from 22 percent i n  1979 t o  40 percent i n  1984. I n  1983, 
i t  was est imated t h a t  t he  economic cos t  o f  the t ranspor t  shock was US 30 m i l  1  i o n  
d o l l a r s ,  over 2  percent  o f  GDP. This shock l a s t e d  several years and occurred 
simultaneously w i t h  a  drought, a  massive i n f l u x  o f  refugees from Mozambique, and 
a  growing debt  burden. The d e t e r i o r a t i n g  economic circumstances necessi tated a  
subs tan t i a l  adjustment, which the  government undertook. Nevertheless, as i n  the  
case o f  Madagascar, t h e  reduct ion  i n  t he  cu r ren t  account d e f i c i t  was q u i t e  
p r o l  onged, which was helped by lend ing  from the  i n t e r n a t i o n a l  i n s t i t u t i o n s .  
S i m i l a r l y ,  wh i l e  government spending ne t  o f  debt serv ice  decl ined from i t s  peak 
i n  t he  e a r l y  1980s, i t  remained above the  l e v e l s  o f  t he  1970s f o r  several years. 

F i n a l l y  we consider  t h e  case o f  Ghana, an archetype which un for tunate ly  i s  
more common i n  A f r i c a  than e l ~ e w h e r e . ~ '  Despite ser ious macroeconomic 
imbalances, Ghana b a s i c a l l y  refused t o  undertake e i t h e r  orthodox s t a b i l i z a t i o n  
o r  adjustment p o l i c i e s  from the  e a r l y  1970s t o  1983. As a  r e s u l t ,  the  economy 
su f fe red  a  p r o l  onged decl i ne i n  GDP, w i t h  r a d i c a l  l y  m i  sal  i gned p r i ces  and 
incent ives .  These d i s t o r t i o n s  forced a subs tant ia l  con t rac t i on  o f  government 
revenues (most o f  which were based on the  hopelessly overvalued exchange r a t e )  
and a  consequent reduc t ion  i n  expenditures. A t  i t s  nad i r ,  government spending 
was on l y  8.3 percent  o f  GDP, w i t h  revenues o f  5.6 percent.  Spending on soc ia l  
serv ices was i n  no sense protected,  r e g i s t e r i n g  severe dec l ines  t h a t  probably 
understate the  depth o f  t h e  col lapse:  by 1983 these budgets were dominated by 
s a l a r i e s  f o r  u n s k i l l e d  employees who had no mater ia ls  w i t h  which t o  work. The 
main p o i n t  o f  t h i s  case i s  t ha t ,  i n  A f r i ca ,  r a d i c a l  dec l ines  i n  government 
expenditure are n o t  t he  unique consequence o f  adjustment programs; several 
count r ies  managed t o  con t rac t  spending i n  a  chaot ic  fashion t h a t  was more 
damaging t o  the  economy and soc ia l  sec tor  budgets than any orthodox adjustment 
program. While t h i s  i s  espec ia l l y  discouraging, i t  i s  a lso important t o  note 
t h a t  government spending increased s u b s t a n t i a l l y  dur ing  the  course o f  Ghana's 
adjustment program, from 8  t o  20 percent o f  GDP, w i t h  f u l l  approval o f  the  IMF 
and World Bank. Fur ther ,  soc ia l  spending grew more r a p i d l y  and s t a b i l i z e d  a t  
h igher  1  eve1 s  than o v e r a l l  spending. 

To summarize, A f r i c a n  coun t r i  es ' experience w i  t h  government spending has 
been more mixed than i s  genera l l y  be1 ieved. Many "ad jus t ing"  economies have 
su f fe red  minor dec l ines  i n  spending desp i te  t h e i r  agreements w i t h  i n t e r n a t i o n a l  
c r e d i t o r s ,  whi1 e o ther  "non-adjust ing" count r ies  have su f fe red  ser ious reduct ions 
as a  r e s u l t  o f  economic co l lapse due t o  a  re fusa l  t o  ad jus t .  The no t i on  t h a t  

28 See Alderman (1991) and Younger (1991) f o r  d e t a i l e d  ana lys is  o f  Ghana's 
c r i  s  i s  and recovery. 



signing an agreement with the Fund condemns a government to reduce its spending 
in general and social services in particular is clearly inconsistent with these 
data. What is more, the idea that donors get off the plane with a canned 
adjustment package for every country regardless of its initial conditions a1 so 
rings hollow. Indeed, the sustained adjustment efforts in the il l  ustrative cases 
of Madagascar, Ma1 awi , and Ghana appear to have been sensitive to each countryy s 
initial conditions. In Madagascar, which indulged in a debt-financed boom in 
expenditures, the program required and obtained a roll-back ofthose expenditures 
to previous levels. In Malawi, which suffered severe exogenous shocks, the 
program maintained expenditures at a reasonably constant level despite their run- 
up in the late 1970s, and helped to finance those expenditures with sustained 
adjustment financing .29 And in Ghana, where expenditures had a1 ready decl ined 
to unreasonably low levels, the program called for increases financed by both 
sustained adjustment lending and, as we will discuss below, a major tax reform. 

Soci a1 Services 

There are good arguments in favor of public expenditures on social services, 
in terms of both equity and economic efficiency. Thus, one of the strongest 
criticisms voiced of adjustment programs is that they have forced governments to 
reduce their role as providers of social services, an issue we address here. 
But, as with overall government expenditures, the gap between the common 
perception and reality is considerable. On average in Africa, education 
expenditures experienced a sharp increase early in the 1980s, but unl i ke total 
expenditures, they remain well above the levels of the 1970s despite having 
declined from their peak (Figure 7). Health expenditures, on the other hand, 
remained much more stable, both during the bubble and during the subsequent 
stabilization. In neither case, however, have average expenditures on these 
soci a1 services decl ined to the degree that is commonly presumed. In fact, both 
health and education expenditures appear to have been protected during the 
stabilization in the mid-1980s, at least on average. 

To consider the variance in countries' experiences, Table 16 shows the 
percent change in government spending on health and education expressed in 
constant US dollars per capita, from the period 1975-1977 to 1986-1988. These 
amounts vary by much more than government spending in general, mostly because the 
base amounts are so small (often no more than one or two do1 lars per capita). 
Nevertheless, the story is similar to that for total spending. A few countries 
with significant civil conflict (Liberia, Mauritania, Somalia, Sudan, and Uganda) 
have sharp declines, as do a few other economies that fell apart in the early 
1980s (Ghana, Sierra Leone, Zambia, and Zaire). But with the exception of 
Senegal (for total expenditures net of debt service), the Gambia (in education), 
and arguably Zambia (in total expenditures and health), the decl ines are not part 
of an adjustment program. 

29 The same could not be said for larger and wealthier economies like Cameroon, 
however. 





THE INCIDENCE OF PUBLIC EXPENDITURES 

The Incidence of Social Sector Spending 

Even though the  da ta  on expenditures are more hear tening than i s  genera l l y  
supposed, a t  l e a s t  i f  one i s  disposed t o  view p u b l i c  expenditures as a  good 
th ing ,  t h i s  does no t  necessar i l y  imply t h a t  maintenance o f  those expenditures i s  
a  good t h i n g  f o r  poor households i n  A f r i c a .  Whether o r  no t  publ i c  expenditures 
i n  general, s o c i a l  serv ices  i n  p a r t i c u l a r ,  are good f o r  the  poor depends on the 
" inc idence" o f  those expenditures; t h a t  i s ,  who a c t u a l l y  b e n e f i t s  from them.30 
I n  general,  t h a t  i s  d i f f i c u l t  t o  determine. Many publ i c  services-defense, 
maintenance o f  law and order,  es tab l i sh ing  and enforc ing  the  r u l e s  o f  the  game 
i n  commerce, e t c . -  do no t  have e a s i l y  i d e n t i f i a b l e  bene f i c i a r i es .  I n  the  
area o f  soci  a1 services, however, we can augment our use o f  sec tora l  budget data 
w i t h  household survey data t o  examine the  use o f  publ i c  services, schools and 
hea l th  f a c i l i t i e s .  We should note a t  t he  ou tse t  t h a t  t h i s  in fo rmat ion  t e l l s  us 
no th ing  about t he  e f f i c i e n c y  w i t h  which the  government provides these services, 
nor  does i t  consider  t he  q u a l i t y  o f  serv ice  t h a t  d i f f e r e n t  households receive. 
But examining households' repor ted  use o f  serv ices does g i v e  us some i n d i c a t i o n  
o f  who the  b e n e f i c i a r i e s  are and, o f  course, who would s u f f e r  i f  serv ices were 
cu t .  

Consider f i r s t  t h e  use o f  p u b l i c  hea l th  f a c i l i t i e s .  To begin, we note t h a t  
i n  most A f r i c a n  count r ies ,  the  m a j o r i t y  o f  p u b l i c  expenditures i n  the  hea l th  
sec tor  go e i t h e r  t o  h o s p i t a l s  o r  admin is t ra t ion ,  wh i l e  much l e s s  i s  dedicated t o  
pr imary and p reven ta t i ve  medicine, serv ices which are more l i k e l y  t o  reach the 
poor (Table 17). Thus, t he re  i s  no a  p r i o r i  reason t o  be l i eve  t h a t  t he  poor are 
major b e n e f i c i a r i e s  o f  p u b l i c  hea l th  expenditures. Tables 18 and 19 conf i rm 
t h i s .  It shows the  number o f  v i s i t s  t o  a  p u b l i c  hosp i ta l  o r  c l i n i c  dur ing  the 
past  month, by per  c a p i t a  expenditure q u i n t i l e  f o r  Cdte d ' I v o i r e  and Ghana, 
d i s t i n g u i s h i n g  between t h e  urban and r u r a l  areas. Overal l ,  use o f  p u b l i c  
h o s p i t a l s  i s  co r re la ted  w i t h  household expenditures i n  both Ghana and Cdte 
d' I v o i r e ,  w i t h  the  poor being much l e s s  1  i k e l y  t o  b e n e f i t  from these  service^.^' 
Much o f  t h i s  c o r r e l a t i o n  i s  due t o  the  urban b ias  o f  hosp i ta l  serv ices:  use i s  
h igher  f o r  urban than i t  i s  f o r  r u r a l  res idents  i n  every q u i n t i l e ,  and the  
d i f f e r e n c e  between use by lower versus upper q u i n t i l e s  i s  s t ronger i n  r u r a l  
areas, r e f l e c t i n g  the  d i f f i c u l t y  t h a t  poor people i n  r u r a l  areas have i n  ga in ing  
access t o  hosp i ta l  care. There i s  1  i t t l e  d i f f e r e n c e  between male and female use 
i n  each o f  these surveys. Use o f  o ther  p u b l i c  f a c i l i t i e s  (most ly c l i n i c s  and 
ma te rn i t y  f a c i l i t i e s )  i s  much more balanced, both w i t h i n  and between urban and 
r u r a l  areas, though these serv ices usua l l y  rece ive  a  much smal ler  share o f  
o v e r a l l  h e a l t h  sec tor  budgets. I n  both countr ies,  use o f  hosp i ta l s  and other  
p u b l i c  serv ices  i s  s i m i l a r  f o r  men and women, i n d i c a t i n g  l i t t l e  gender b ias  i n  

30 More broadly, i t  a lso  depends on the  incidence o f  the  taxes used t o  f inance 
those expenditures, an issue we address l a t e r .  

3' Dayton and Demery (1994) f i n d  s i m i l a r  r e s u l t s  f o r  Kenya. 









t h e  p r o v i s i o n  o f  these  serv ices .  F i n a l l y ,  we no te  t h a t  weal thy people ( u s u a l l y  
t h e  t o p  q u i n t i l e )  use p r i v a t e  h e a l t h  care  more i n t e n s i v e l y  than  t h e  poor, 
p robab ly  because o f  t h e  i n f e r i o r  qua1 i t y  o f  publ  i c  se rv ices .  Th i s  f a c t  does not 
imply ,  however, t h a t  o n l y  poor  people use publ  i c  h e a l t h  serv ices .  Rather, publ  i c  
h o s p i t a l  ca re  i s  n o t  w e l l - t a r g e t e d  t o  t h e  poor.  S i m i l a r  da ta  f o r  Maputo and 
Conakry us ing  o n l y  t h e  urban expend i tu re  d i s t r i b u t i o n  (owing t o  t h e  absence o f  
a  n a t i o n a l  da ta  s e t ) ,  show t h a t  t h e  poor use publ  i c  h e a l t h  f a c i l i t i e s  l e s s  than 
t h e  non-poor though t h e  d i f f e r e n c e s  a re  n o t  l a r g e  f o r  Maputo (Table 20). 
O v e r a l l ,  t h e  1  i m i t e d  use o f  a l l  se r v i ces  r e f l e c t s  t h e  s c a r c i t y  o f  h e a l t h  care  i n  
these  c i t i e s .  

Turn ing  our  a t t e n t i o n  t o  p u b l i c  educat ion, t h e  da ta  a re  more encouraging 
than  i n  t h e  h e a l t h  sec to r .  On average about h a l f  o f  t h e  educat ion budget goes 
t o  p r ima ry  schools  (Table 21), which a re  more l i k e l y  t o  b e n e f i t  t h e  poor.  On a  
pe r  p u p i l  bas i s ,  however, t h e r e  i s  an e x t r a o r d i n a r y  b i a s  i n  f a v o r  o f  secondary 
and e s p e c i a l l y  u n i v e r s i t y  s tudents .  For t h e  22 c o u n t r i e s  w i t h  a v a i l a b l e  data,  
p e r  p u p i l  expend i tu res  f o r  secondary s tudents  average almost 5  t imes  as much as 
those f o r  p r ima ry  s tudents .  For U n i v e r s i t y  s tudents ,  pe r  p u p i l  expendi tures are 
50 t imes  those  f o r  p r ima ry  s tudents .  

Based on household surveys, Tables 22 through 25 q i v e  t h e  r e s u l t s  f o r  t h e  
use o f  publ  i c  schools,  by l e v e l ,  f o r  e l i g i b l e  c h i l d r e n .  Use o f  publ  i c  p r imary  
schools  i s  f a i r l y  even ly  spread across t h e  expend i tu re  q u i n t i l e s  i n  t h e  n a t i o n a l  
samples f o r  C6te d ' I v o i r e  and Ghana, and even f avo rs  poorer  households i n  Ghana 
(because t h e  upper q u i n t i l e s  use p r i v a t e  schools) .  But f o r  secondary and post-  
secondary schools i t  becomes l e s s  1  i k e l y  t h a t  a  c h i l d  f rom a  poor  household w i l l  
i n  f a c t  a t t e n d  school ( p u b l i c  o r  p r i va te ) . 33  Note t h a t  t h i s  i s  i n v e r s e l y  
c o r r e l a t e d  w i t h  t h e  pe r  p u p i l  expendi tures discussed e a r l i e r .  

There i s  a  marked d i f f e r e n c e  i n  enro l lment  r a t e s  f o r  boys and g i r l s .  The 
gender b i a s  occurs i n  a l l  l e v e l s  o f  schoo l ing  i n  bo th  coun t r i es .  I n  C6te 
d ' I v o i r e ,  t h e  b i a s  i s  c o n s i s t e n t  across a l l  expend i tu re  q u i n t i l e s ,  w h i l e  i t  i s  
somewhat s t r onge r  f o r  poor households i n  Ghana. I n  add i t i on ,  t h e  d i f f e r e n c e s  
between boys' and g i r l s '  at tendance i s  g e n e r a l l y  g r e a t e r  a t  h i ghe r  l e v e l s  o f  
educa t ion  than  f o r  p r imary  school . Di s t i n c t i o n s  between urban and r u r a l  areas 
a re  l e s s  pronounced i n  t h e  case o f  school at tendance than  t hey  a re  f o r  h e a l t h  
care.  Wi th  t h e  excep t ion  o f  post-secondary educat ion, use o f  schools i s  
comparable between reg ions  i n  t h e  two coun t r ies ,  though t h i s  does n o t  account f o r  
d i f f e r e n c e s  i n  school q u a l i t y .  The evidence f o r  Conakry and Maputo (Table 24 and 
Table 25) shows a  s t r onge r  b i a s  aga ins t  t h e  poor  than  t h e  comparable da ta  f o r  
Accra and urban Ghana a t  t h e  p r imary  school l e v e l  w h i l e  t h e  secondary da ta  are 

32 Some r e s u l t s  do n o t  i nc l ude  post-secondary educat ion because o f  t h e  very  
smal l  sample s i z e s  i n  each survey. I n  add i t i on ,  we no te  t h a t  t h e  samples f o r  
Ab id jan  and Accra a re  smal l ,  which g i v e  r i s e  t o  a  more e r r a t i c  p a t t e r n  than  i n  
t h e  o t h e r  samples. 

33 Demery and Verghis  (1994) f i n d  s i m i l a r  p a t t e r n s  f o r  Kenya. 















q u i t e  s i m i l a r .  The gender b i a s  i s  p a r t i c u l a r l y  s t rong  i n  Guinea, e s p e c i a l l y  f o r  
non-primary educat ion,  but notably absent i n  Maputo (except f o r  post-secondary 
educa t ion ) .  

The broad conclusion from t h i s  ana lys i s  i s  t h a t  government spending on 
soc i a l  s e r v i c e s  i s  not we1 1- ta rge ted  t o  t he  poor and not we1 1 t a rge t ed  t o  improve 
enrollment r a t e s  of g i r l s .  I dea l ly ,  publ ic  expenditures ,  e s p e c i a l l y  on soc ia l  
s e r v i c e s ,  should d i sp ropor t iona te ly  bene f i t  t h e  poor, y e t  t h e r e  a r e  very few 
ins t ances  where poor households bene f i t  subs t an t i  a1 l y  more than t h e  middle c l a s s  
from pub l i c  s e r v i c e s .  A t  b e s t ,  a few publ ic  s e r v i c e s ,  e s p e c i a l l y  primary 
educat ion and non-hospital hea l th  s e r v i c e s ,  bene f i t  t h e  poor about a s  much a s  
middle and upper c l a s s e s ,  but those  a r e  p rec i se ly  t h e  a r eas  t h a t  g e t  s h o r t  s h r i f t  
i n  t h e  a l l o c a t i o n  of  education and hea l th  s e c t o r  budgets. Second, with t h e  
except ion o f  expenditures  f o r  primary education and non-hospi t a l  hea l th  s e rv i ces ,  
i f  publ i c  budgets f o r  soc i a l  s e rv i ces  were t o  be c u t ,  t h e  impact would f a l l  more 
on t h e  middle c l a s s  and t h e  wealthy than t h e  poor. This  i s  not t o  say t h a t  t he  
poor would not be hurt - some poor households do in  f a c t  bene f i t  from these  
s e r v i c e s  - but t h e  poor's l o s s e s  would be l e s s  than t h e  remainder of t he  
popul a t  i  on. 

While t h e  above f i g u r e s  a r e  f o r  t h e  most recent  year  t h a t  da t a  were 
a v a i l a b l e ,  gene ra l ly  in  t h e  l a t t e r  p a r t  of t h e  1980s, an equal ly  important 
quest ion i s  how t h e s e  p a t t e r n s  have evolved during t h e  pas t  decade, p a r t i c u l a r l y  
i n  ad jus t ing  c o u n t r i e s .  Unfortunately,  household survey d a t a  a r e  not ava i l ab l e  
over  t ime t o  examine t h i s  i s sue .  However, budget d a t a  over t ime can be examined. 
O u r  review o f  t h e  evidence on t h e  evolu t ion  of i n t r a s e c t o r a l  a l l o c a t i o n  of 
expendi tures  shows no t r e n d s  i n  spending p a t t e r n s  ac ros s  coun t r i e s  with 
adjustment programs, whether i t  be in  education o r  hea l th .  Indeed, some 
coun t r i e s  witnessed marginal r e a l  l o c a t i o n s  toward primary se rv i ces ,  but 
conversely,  o t h e r s  showed t h e  oppos i te ,  leading t o  t h e  conclusion t h a t  a s  of t h e  
e a r l y  1990s, t h e  process  of s t r u c t u r a l  adjustment had y e t  t o  con t r ibu te  in  a 
meaningful way t o  improved technica l  e f f i c i e n c y ,  o r  equi ty  of soc ia l  s e c t o r  
spending in  Afr ica  (Sahn and Bernier  1993). 

Likewise, o t h e r  problems beyond t h e  mix of s e rv i ces  provided, such a s  t he  
di  spropor t iona te  share  of budgets a1 loca ted  t o  wages and s a l a r i e s ,  p a r t i c u l a r l y  
of  admin i s t r a t i ve  workers, o r  t he  tendency t o  overemphasize development 
expenditures  ( e  .g. ,  bu i ld ings  t h a t  involve new and 1 uc ra t ive  cons t ruc t ion  
c o n t r a c t s )  a t  t h e  expense of r ecu r ren t  ones ( e - g . ,  maintenance, suppl i e s )  a1 1 
reduce t h e  technica l  e f f i c i e n c y  of  soc i a l  s e r v i c e  expenditures .  These tendencies  
come a s  no g r e a t  s u r p r i s e ,  and a r e  c o n s i s t e n t  with t h e  theme throughout t h i s  
paper of  t h e  p o l i t i c a l l y  powerful cap tur ing  r e n t s  assoc ia ted  with both economic 
d i s t o r t i o n s  i n  p a r t i c u l a r ,  and publ i c  s e c t o r  a c t i v i t i e s  i n  genera l .  In addi t ion ,  
t h e  p a t t e r n s  'observed imply t h a t  t h e  poor would bene f i t  much more from a 
r e a l l o c a t i o n  of publ ic  expenditures  t o  improve t h e  q u a l i t y  and quant i ty  of 
s e r v i c e s  t h a t  they a r e  more 1 i  kely t o  use than from an overa l l  increase  in  heal th  
o r  educat ion budgets a1 1 ocated in  cu r r en t  proport ions.  

The cha l lenge  t h e r e f o r e  i s  t o  go beyond t h e  small consolat ion t h a t  
s t r u c t u r a l  adjustment has not had an adverse impact on hea l th  s ec to r  



expenditures, to consider how publ ic sector resources are used and how a1 locative 
efficiency can be increased. Toward that end we see three general areas, 
inextricably intertwined, in need of consideration: decentralizing the delivery 
of services and shifting decisionmaking to either the local level or the private 
sector, encouraging participation of disadvantaged groups, especially females; 
designing equi tab1 e systems for cost recovery; and addressing the underlying 
weaknesses in publ ic admini stration, including training, improvements in 
organizational structure, and increased accountability, particularly in the areas 
of financial management. 

Regarding the area of decentralization, few would dispute that in theory 
such an approach is commendable, particularly to increase accountabil ity to the 
population supposedly being served. On the other hand, problems ranging from 
loss of economies of scale, to loss of national standards (and identity, which 
is often crucial to fractious African nations where the state's role in setting 
the curricul um may be paramount), need to be reconciled. Nevertheless, 
overcentralization has resulted in myriad problems, ranging from starving 
regional health care providers to the stifl ing of local ly-based a1 ternatives to 
centralized management, including those that involve private sector initiatives. 
In fact, in those cases where decentralization has been tried, particularly in 
the case of health care, improvements in the management and technical efficiency 
of services have been noted. 

Part of efforts to decentralize and further locally-based alternatives to 
central ized management has been adopting the concept of community financing. 
This is embodied in the ideas behind the Bamako Initiative, launched in 1988 by 
WHO and UNICEF, to "revitalize the publ ic sector health care delivery system by 
strengthening district management [and] capturing some of the resources the 
people themselves are spending on health" (UNICEF 1992). One controversi a1 issue 
that is related to this concept, however, is that of user fees. Cost recovery 
as a means of expanding the financial resources of the social sectors has been 
legitimately criticized. These criticisms range from the arguments that instead 
of worrying about user fees it is better simply to reallocate defense 
expenditures to social services. Likewise, there is legitimate concern over the 
high administrative costs of collecting fees for services, particularly in 1 ight 
of the fact that a mechanism needs to be found to target subsidies to those 
unable to pay for a basic package of services. Furthermore, there are no 
assurances that cost-recovery will be used to finance expanded services. 
Instead, politics may result in revenues being shunted off for other purposes, 
or supply bottlenecks, such as the number of trained teachers, may prevent 
expansion of services. 

Despite these legitimate concerns, a few realities must be confronted. 
First, is that the practice of across the board subsidies is, in absolute terms, 
transferring more resources to the non-poor than poor. This is largely an 
artifact of the greater costs associated with secondary and tertiary services 
ut i 1 ized disproportionately by the non-poor. Second, the 1 at i tude for 
intersectoral shifts is constrained by a whole set of other polit.ica1 economy 
considerations, that may in fact be less amenable to change than how the health 
or education ministry run their business. Third, is that in addition to equity 



arguments f o r  t a r g e t i n g ,  t h e r e  a re  1  i k e l y  e f f i c i e n c y  arguments, such as 
e x t e r n a l i t i e s  be ing  g r e a t e r  f o r  p r imary  educat ion and p reven ta t i ve  h e a l t h  care. 
Whi le these and o t h e r  arguments have been a r t i c u l a t e d  elsewhere, t h e r e  i s  some 
emerging evidence t h a t  suppor ts  r a i s i n g  p r i c e s  i n  t h e  s o c i a l  sec to r  f o r  c e r t a i n  
households and/or se rv i ces  (see, f o r  example, t h e  rev iew by Jimenez 1994), and 
more spec i  f i c a l  l y ,  t h a t  i n t r a s e c t o r a l  s h i f t s ,  as medi ated through app ly ing  user 
fees  f o r  h o s p i t a l  ca re  and h ighe r  educat ion w i l l  n o t  o n l y  be h i g h l y  progress ive,  
b u t  a l s o  p rov ide  f i n a n c i a l  resources t o  g r e a t l y  expand p r imary  serv ices  (Demery 
and Verghis  1994; Dayton and Demery 1986). Nonetheless, much more c a r e f u l  
examinat ion needs t o  be performed t o  bo th  determine t h e  app rop r i a te  means and 
mechanisms f o r  e f f o r t s  a t  c o s t  recovery,  and t h e r e a f t e r  t h e  appropr ia te  na tu re  
o f  government expendi tures t o  promote e q u i t y  and e f f i c i e n c y  goa ls  i n  t h e  s o c i a l  
se rv i ces .  

L ikewise,  a  r ecen t  s tudy by L i t v a c h  (1992) shows t h a t  a l though user  fees 
increased t h e  c o s t  o f  h e a l t h  care  serv ices  i n  Cameroon, t h e  poor b e n e f i t t e d  as 
a  consequence o f  g r e a t l y  improved q u a l i t y  o f  serv ices,  which i n  f a c t  saved them 
money by reduc ing  dependence on l e s s  e f f e c t i v e  sources o f  care.  

F i n a l l y ,  a t  t h e  h e a r t  o f  bo th  t h e  successfu l  d e c e n t r a l i z a t i o n  and p r i c i n g  
o f  se rv i ces  i s  t h e  i s sue  o f  personnel management and adm in i s t r a t i on .  Reform i n  
these areas i s  c l e a r l y  r equ i red .  Most impor tan t  i s  t o  c l a r i f y  channels o f  
a u t h o r i t y  and accountab i l  i t y ,  e s p e c i a l l y  o f  f inances,  addressing t h e  o f t e n  
c h a o t i c  and i n e f f i c i e n t  o rgan i za t i ona l  s t r u c t u r e ,  and p rov ide  appropr ia te  
i n c e n t i v e  s t r u c t u r e s .  D e c e n t r a l i z a t i o n  and community c o n t r o l  over  f i n a n c i a l  
resources w i l l  go a  l ong  way toward t h a t  o b j e c t i v e .  However, t h e  r o l e  o f  t h e  
s t a t e  i n  f a s h i o n i n g  app rop r i a te  o rgan i za t i ona l  r e fo rm  and management development 
remains . 

The Incidence of Pub1 i c Employment 

By a t t emp t i ng  t o  do t o o  much i n  t o o  many arenas, t h e  government o f t e n  
accomplishes ve ry  l i t t l e  i n  each. Yet i t  i s  recognized t h a t  any at tempt  t o  
reduce t h e  s i z e  o f  t h e  publ  i c  sec to r  i nvo l ves  t h e  p o l i t i c a l l y  and s o c i a l l y  
d i f f i c u l t  ques t i on  o f  retrenchment.  Here, too, t h e  concerns a re  o f t e n  expressed 
i n  terms o f  t h e  impact on poor  households and t h e  p o t e n t i a l  f o r  impover ish ing a  
1  arge and p o l  i t i  c a l  l y  i n f l u e n t  i a1 segment o f  t h e  work ing popu la t i on  by 1  ay ing 
them o f f .  Bu t  t h e  f a c t  t h a t  i n  most A f r i c a n  economies a s i g n i f i c a n t  p r o p o r t i o n  
o f  government expend i tu res  do n o t  produce any use fu l  se rv ices  rece ives  much l e s s  
concern. Th i s  i nc l udes  wages and s a l a r i e s  f o r  publ  i c  sec to r  workers who, w h i l e  
o f f i c i a l l y  h o l d i n g  a  c i v i l  s e r v i c e  job,  do n o t  a c t u a l l y  do any th ing  product ive.  
T h i s  phenomenon i s  widespread i n  A f r i c a  (see, e.g., t h e  recen t  volume e d i t e d  by 
L indauer  and Nunberg fo r thcoming) .  These expendi tures,  w h i l e  t echn i ca l  l y  
p e r t a i n i n g  t o  t h e  var ious  m i n i s t r i e s  and s t a t e  r u n  en te rp r i ses ,  a re  a c t u a l l y  no 
more than  t r a n s f e r  payments. As such, t h e r e  a re  no b e n e f i c i a r i e s  o t h e r  than  t h e  
workers who r e c e i v e  t h e  s a l a r i e s .  As i n  t h e  case o f  s o c i a l  se rv ices ,  household 
survey da ta  can shed l i g h t  on who b e n e f i t s  f rom these wage payments by 
i d e n t i f y i n g  households which i n c l u d e  publ  i c  sec to r  employees and t h e  earnings 
t hey  r e c e i v e  f rom those  jobs.  



Tables 5, 6 and 7 show t h a t  in  a l l  four  surveys, households in  t h e  lower 
expenditure  q u i n t i l e s  a r e  l e s s  1 i kely t o  bene f i t  from publ i c  employment than 
those  in  t h e  middle and upper expenditure  q u i n t i l e s .  Table 7 a l s o  shows t h a t  
women, i n  genera l ,  a r e  l e s s  l i k e l y  t o  bene f i t  from publ ic  employment than men. 
While t h e s e  r e s u l t s  hold i n  genera l ,  i t  i s  most s t r i k i n g  f o r  t h e  na t iona l  samples 
i n  Ghana and Cdte d ' l v o i r e .  As i n  t h e  soc i a l  s e r v i c e s ,  t h e  urban b i a s  of publ i c  
expenditures  on wages i s  c l e a r .  These r e s u l t s  suggest two general concl usions. 
F i r s t ,  t o  t h e  ex t en t  t h a t  publ ic  s e c t o r  s a l a r i e s  a r e  no more than t r a n s f e r  
payments, they a r e  unusually generous: s u f f i c i e n t  t o  ensure t h a t  t h e i r  
r e c i p i e n t s  a r e  b e t t e r  o f f  than t h e  population i n  genera l .  That i s ,  expenditures  
on pub l i c  s e c t o r  s a l a r i e s  a r e  regress ive .  Second, t o  t h e  ex t en t  t h a t  t h e  
government undertakes a retrenchment program, t h e  a f f ec t ed  workers will probably 
not be among t h e  poorest  households i n  t h e  country.34 Of course,  i t  i s  e n t i r e l y  
poss ib l e  t h a t  a f t e r  l o s ing  a publ ic  s e c t o r  job, a l a id -o f f  employee and h i s  o r  
her  family wi 11 become poor because they cannot f i nd  o the r ,  equal ly  remunerative 
work. To i n v e s t i g a t e  t h a t  p o s s i b i l i t y ,  we now tu rn  t o  survey r e s u l t s  f o r  
retrenched publ i c  s e c t o r  workers i n  Ghana and i n  Conakry, Guinea. 

PUBLIC SECTOR RETRENCHMENT PROGRAMS 

Despite  t h e  widespread recogni t ion  of t h e  severe  f i s c a l  problems t h a t  
o v e r s t a f f i n g  imposes on African economies, governments have been r e l u c t a n t  t o  
r e t r ench  publ i c  s e c t o r  employees. In t h e  few coun t r i e s  t h a t  have i n i t i a t e d  such 
programs, implementation has been spo t ty ,  and governments have faced p o l i t i c a l  
oppos i t ion  t o  retrenchment.  Public s e c t o r  employees o f t en  succeeded in  e i t h e r  
s t i f l i n g  t h e  l a y o f f s  o r  e x t r a c t i n g  l u c r a t i v e  end-of-service bene f i t s  which make 
ex tens ive  l a y o f f s  t oo  c o s t l y  t o  pursue (Kingsbury 1992 and Karp-Toledo 1991). 
Fur ther ,  t h e  f i s c a l  ga ins  of retrenchment a r e  e a s i l y  reversed by renewed h i r ing  
a f t e r  t h e  program i s  underway. Mills and Sahn (1993) es t imate  t h a t  about ha l f  
of t h e  s t a f f  reduct ions  in  Guinea were o f f s e t  by h i r i n g  of new c i v i l  se rvants ,  
while t h e  comparable f i g u r e  in  Ghana was one-quarter (de Merode 1992). F ina l ly ,  
t h e r e  i s  a s i g n i f i c a n t  amount of concern among governments and donors a1 i ke over 
t h e  soc i a l  consequences of retrenchment,  e s p e c i a l l y  f o r  poor households. 

j4 I t  i s  o f t en  argued t h a t  generous publ i c  s e c t o r  wage payments f i nd  t h e i r  way 
t o  t h e  poor, ru ra l  households v i a  remit tances.  Data on remi t tances  from Ghana, 
however, suggest  t h a t  t h i s  i s  of minor importance. Remittance r e c e i p t s  from any 
source ( inc luding  abroad) make up about 5 percent  of t h e  poor's income. 



Labor Ha rke t  Exper ience and Wel fa re  o f  Retrenched P u b l i c  Workers 

Whi le  t h e r e  a re  a  v a r i e t y  o f  i n t e r e s t i n g  and impor tan t  ques t ions  about t h e  
impact o f  mandatory l a y o f f s  i n  t h e  p u b l i c  sec to r ,  t h e  t h r e e  most p ress i ng  
concerns f o r  p o l i c y  makers and i n t e r n a t i o n a l  observers i n t e r e s t e d  i n  t h e  w e l f a r e  
o f  A f r i c a n  economies are:  

(1) W i l l  fo rmer  p u b l i c  s e c t o r  employees f i n d  new jobs,  and i f  
so, how q u i c k l y ?  

(2)  I f  these  employees do succeed i n  f i n d i n g  new work, how 
w i l l  t h e i r  new earn ings  compare w i t h  those o f  t h e  
p u b l i c  sec to r?  and 

( 3 )  W i  11 former publ  i c  s e c t o r  workers, whether employed o r  no t ,  
f a l l  i n t o  p o v e r t y  as a  r e s u l t  o f  hav ing  been re t renched? 

To address these  and o t h e r  quest ions,  we have undertaken two househol d-1 eve1 
surveys o f  t h e  f a m i l i e s  o f  former  publ  i c  sec to r  employees, one i n  Conakry ( i n  
c o n j u n c t i o n  w i t h  our  1  a rge r  household we1 f a r e  survey)  and a  second i n  Ghana.35 

I n  response t o  t h e  f i r s t  quest ion,  Table  26 shows t h a t  t h e  l a b o r  market 
exper iences o f  t h e  r e t r enched  workers i n  t h e  two economies were q u i t e  d i f f e r e n t .  
I n  Guinea, t h e  median s p e l l  o f  unemployment be fo re  f i n d i n g  a  f i r s t  
post - re t renchment  j o b  was approx imate ly  two years,  and a  s i g n i f i c a n t  number o f  
fo rmer  publ  i c  s e c t o r  employees had n o t  found work a t  t h e  t ime  o f  t h e  survey 
severa l  yea rs  a f t e r  t h e i r  retrenchment.  I n  Ghana, on t h e  o t h e r  hand, 
r e a b s o r p t i o n  i n t o  t h e  l a b o r  market was r a p i d ,  w i t h  h a l f  o f  a l l  re t renched  c i v i l  
se rvan ts  f i n d i n g  work w i t h i n  one month, and 80 percen t  w i t h i n  a  yea r  a f t e r  be ing  
l a i d  o f f .  I n  p a r t ,  t h i s  d i f f e r e n c e  r e f l e c t s  d i f f e r i n g  degrees o f  "moon1 i g h t i n g "  
w h i l e  i n  t h e  p u b l i c  sec to r .  I n  Ghana, about h a l f  o f  t h e  re t renched  c i v i l  
se rvan ts  h e l d  a  second j o b  w h i l e  t h e y  were i n  t h e  c i v i l  se rv ice ,  a lmost always 
i n  t h e  i n f o r m a l  s e c t o r  o r  a g r i c u l t u r e .  V i r t u a l l y  a l l  o f  these employees 
con t inued  t o  work a t  t h a t  second j o b  a f t e r  be ing  l a i d  off,  and on average, they  
inc reased  t h e  hours  pe r  week ded ica ted  t o  i t  f rom 16 t o  39. T h i s  group, then, 
h a d a n e a s y m e a n s o f  s h i f t i n g e m p l o y m e n t w i t h l i t t l e l o s s o f  t ime.  B u t e v e n  f o r  
t h e  rema in ing  workers,  t h e  t r a n s i t i o n  has been much smoother than  i n  Guinea. 
Whi le  an exp lana t i on  f o r  t h i s  d i f f e r e n c e  goes beyond what these  surveys can 
answer, we suspect t h a t  t h e  d i f f e r e n t  s t r u c t u r e  o f  t h e  l a b o r  markets i n  t h e  two 
c o u n t r i e s  e x p l a i n s  some o f  i t. I n  Ghana, d e s p i t e  t h e  s t a t i s t  tendenc ies o f  
economic p o l i c y  i n  t h e  1960s and 1970s, t h e r e  remained an a c t i v e  and impor tan t  
i n f o r m a l  sec to r ;  w h i l e  i n  Guinea, t h e  Sekou-Tour6 regime worked hard  t o  stamp 
ou t  t h a t  sec to r ,  appa ren t l y  w i t h  success. Given t h a t  t h e  publ  i c  sec to r  accounts 
f o r  a  g r e a t  deal  o f  formal  sec to r  employment, formal  sec to r  j obs  a re  r e l a t i v e l y  

35 See M i l l s  and Sahn (1993) f o r  a  genera l  d e s c r i p t i o n  o f  t h e  Conakry survey 
and an overv iew o f  i t s  r e s u l t s .  See Alderman, Canagarajah, and Younger (1993) 
f o r  t h e  same i n f o r m a t i o n  f o r  t h e  Ghana survey. 





scarce a t  a  time when the  public sector  i s  retrenching workers. Former public 
sector  employees must t u r n  t o  other employment opportunit ies,  and there are 
probably many more of these in Ghana than Guinea. In f a c t ,  80 percent of working 
redepl oyees in Ghana are engaged e i t he r  in self-employment a c t i v i t i e s  o r  farming, 
while fo r  Conakry only 35 percent of working redeployees are self-employed. 

There are important differences between the labor market t rans i t ions  of men 
and women in both countries.  In general,  men are much more l ike ly  than women t o  
f ind new wage employment. In f ac t ,  i t  i s  in teres t ing t o  note tha t  in Conakry, 
retrenched women generally enter  new work more quickly than men. Yet Mills 
(1994) shows t ha t  t h i s  i s  the  logical  r e su l t  of discrimination against women in 
the  formal wage sector .  Because women know tha t  t h e i r  probabil i ty of employment 
in t ha t  sector  i s  low, they more readily accept l e s s  remunerative work in the 
informal sector ,  where entry i s  not as d i f f i c u l t .  Men, on the other hand, have 
a stronger incentive t o  shun informal employment, hoping t o  find a formal sector 
job. 

In Ghana, the  t rans i t ions  of men were somewhat eas ie r  than those fo r  women, 
but t h i s  i s  en t i r e ly  due t o  the  f a c t  t ha t  more men than women were moonlighting 
while in the  c i v i l  service.  After controll ing f o r  moonlighting, gender has no 
a f fec t  on the  probabil i ty of employment a f t e r  retrenchment (Alderman, 
Canagarajah, and Younger 1994). I t  i s  t rue ,  however, t ha t  women in Ghana are 
l e s s  l i ke ly  t o  be in wage employment, as in Conakry. 

Cumulating the t rans i t ions  t o  employment from the time of retrenchment t o  
the  time of the survey, we find tha t  the rapid acquisi t ion of new work in Ghana 
gives redeployees a degree of labor force part icipation which i s  v i r tua l ly  
identical  t o  the  general p ~ p u l a t i o n ~ ~  with 89 percent employed and only 3 
percent unemployed in the  technical sense t ha t  they are actively seeking but have 
not found work (Table 27). In Guinea, only 60 percent of redeployees are  working 
a t  the time of the  survey, but t h i s  i s  not very d i f fe ren t  from the  general 
popul a t  i  on, where only 64 percent are  currently employed. The unemployment r a t e  
fo r  redeployees, however, i s  more than double tha t  of the  general population. 

Turning t o  our second question, the r e su l t s  in Ghana and Guinea are almost 
exactly the  reverse. Table 28 shows tha t  to ta l  earnings of former c iv i l  servants 
now employed in the  informal sector  ( the  vast majority) decl ined by 40 percent 
between the  time of t h e i r  retrenchment and the survey date,  while those in the 
formal sector  ( l e s s  than 20 percent of a1 1 redeployees) have remained constant. 
In Conakry, on the  other hand, earnings of retrenched workers who are now 
self-employed are about the same as they were before being l a id  o f f ,  while those 
of former public sector  workers who found other work in the  formal sector have 
actual ly  increased in real terms. This 1 a t t e r  r e su l t ,  which seems 
counter- in tui t ive ,  i s  probably due t o  the fac t  tha t  real wages in general have 
been r i s ing  in Guinea since the time of the retrenchments, which occurred jus t  

36 For each survey, we compare redepl oyees t o  the  general popul at ion older than 
the youngest redeployee, which i s  21 fo r  Ghana and 30 fo r  Guinea. 







a f t e r  t h e  Guinean economy had "bottomed o u t "  a t  t h e  end o f  t h e  Sekou-Tour6 
regime. I n  f a c t ,  p u b l i c  sec to r  wages have increased by up t o  100 percen t  i n  t h e  
i n t e r v e n i n g  yea rs  (depending on t h e  yea r  o f  re t renchment) ,  i n d i c a t i n g  t h a t  
1 a i d - o f f  workers i n  Guinea have a l s o  su f f e red ,  a t  l e a s t  r e l a t i v e  t o  t h e i r  peers  
who remain i n  t h e  p u b l i c  ~ e c t o r . ~ '  I n  Ghana, on t h e  o the r  hand, retrenchments,  
which began i n  1987, d i d  n o t  t a k e  p l ace  u n t i l  w e l l  a f t e r  t h e  economic recovery  
began i n  1983. Thus, t h e  genera l  i nc rease  i n  wages has been l e s s  marked s i nce  
t h e  l a y o f f s  than  i n  Guinea. 

The sharp d e c l i n e  i n  earn ings  i s  a la rm ing  i n  Ghana. To exp lo re  t h e  i ssue  
f u r t h e r ,  we have es t imated  earn ings  f u n c t i o n s  f o r  re t renched  workers,  bo th  be fo re  
and a f t e r  t h e i r  re t renchment  (Younger, Canagarajah, and A1 derman 1994). We f i n d  
t h a t  t h e  r e t u r n s  t o  human c a p i t a l  va r i ab l es ,  i n c l u d i n g  educat ion,  work 
exper ience,  age, and household c h a r a c t e r i s t i c s ,  a re  s t a t i s t i c a l l y  
i n d i s t i n g u i s h a b l e  across t h e  two f u n c t i o n s .  That i s ,  t h e  d e c l i n e  i n  earn ings i s  
n o t  due t o  l owe r  r a t e s  o f  r e t u r n  t o  human c a p i t a l  a f t e r  retrenchment than  be fo re .  
Ins tead,  t h e  d i f f e r e n c e  i s  a d i s c r e t e  downward s h i f t  i n  t h e  earn ings  f u n c t i o n  
u n r e l a t e d  t o  human c a p i t a l .  T h i s  d e c l i n e  p robab ly  r e f l e c t s  t h e  l o s s  o f  a r e n t  
assoc ia ted  w i t h  c i v i  1 s e r v i c e  employment: ea rn ings  o f  c i v i l  se rvan ts  a re  above 
t h e  market .  

Earn ings f o r  work ing female redeployees i n  Ghana a re  lower  than  those f o r  
men. T h i s  d i f f e r e n c e  i s  due e n t i r e l y  t o  t h e  s e l e c t i o n  process which s o r t s  men 
i n t o  wage l a b o r  j obs  and women i n t o  self-employment. W i t h i n  any s e c t o r  o f  t h e  
1 abor market  (wage 1 abor, self-employment, and fa rming)  , women's earn ings a re  
comparable t o  men's a f t e r  c o n t r o l l i n g  f o r  human c a p i t a l  and household 
composi t ion.  Yet, because wage workers g e n e r a l l y  earn more than  non-wage 
workers,  women's o v e r a l l  ea rn ings  a re  lower .  I n  Guinea, on t h e  o t h e r  hand, s e l f -  
employed women earn s i g n i  f i cant1 y 1 ess than sel f -employed men ( M i l  1 s and Sahn 
1993), though t h e  few women employed i n  t h e  wage s e c t o r  do have earn ings 
comparable t o  men. 

Given t h e  f a c t  t h a t  former  p u b l i c  sec to r  workers i n  Guinea have had 
d i f f i c u l t y  f i n d i n g  new work, and t h a t  former c i v i l  se rvan ts  i n  Ghana have 
s i g n i f i c a n t l y  l owe r  earn ings,  t h e r e  a re  good reasons t o  be concerned about t h e  
p o v e r t y  i m p l i c a t i o n s  o f  re t renchment .  I n  p a r t i c u l a r ,  has re t renchment  c rea ted  
a new c l a s s  o f  poor? Consider f i r s t  t h e  case o f  Ghana. Table  29 shows t h e  
p r o p o r t i o n  o f  r e t r enched  workers '  households i n  each p e r  c a p i t a  income q u i n t i l e  
f o r  t h e  GLSS household survey. Redeployees' households would be s i m i l a r  t o  
Ghanaian households i n  genera l  i f  t h e  d i s t r i b u t i o n  were 20 percen t  pe r  q u i n t i l e .  
Before re t renchment ,  i t  was h i g h l y  u n l i k e l y  t h a t  a redeployees'  household was i n  
t h e  l owes t  q u i n t i l e ,  w h i l e  more than  a p r o p o r t i o n a t e  share were i n  t h e  second and 
t h i r d  q u i n t i l e s .  T h i s  i s  c o n s i s t e n t  w i t h  t h e  f a c t  t h a t  households w i t h  p u b l i c  

37 These f i g u r e s  do n o t  account f o r  t h e  s i g n i f i c a n t  inc rease  i n  educat ion 
l e v e l s  o f  pub1 i c  sec to r  workers d u r i n g  t h e  same pe r i od ,  i n  p a r t  because 
re t r enched  workers  were n o t  as educated as those who stayed, and i n  p a r t  because 
new h i r e s  have had more educat ion.  See M i  11 s, Sahn, Wal den, and Younger (1994). 





sector employees tend t o  be better off than the general population in Ghana, as 
in the other countries we have studied. This i s  true even though the 
redeployees came, for  the most part, from the lower echelons of the civi l  
service. After retrenchment, the situation i s  worse, as one would expect given 
the decline in redeployees' earnings. A t  the time of the survey, 20 percent of 
redeployees' households were in the lowest quint i le ,  and a more than 
proportionate share are found in the second and third quintiles.  Thus, relative 
poverty clearly increased among these households. Neverthel ess,  the d i  s t r i  bution 
of retrenched workers' households i s  not significantly different from that  of the 
general population, indicating that poverty, while increasing for  t h i s  particular 
group, i s  n o t  much worse for them than i t  i s  for the Ghanaian population in 
general. 

I n  Conakry, the survey does not allow us to  compare incomes before and af te r  
retrenchment, a1 though we can compare the per capita expenditures (a better 
measure of welfare) of retrenched workers' households with those of publ i c  sector 
employees who s t i l l  hold the i r  job (Table 29) .  These resul ts  show that 
retrenched workers' households are overrepresented in the lower two quintiles,  
while current c iv i l  servants are about equally as 1 ikely to  be in the upper two 
quint i les .  Nevertheless, the difference does n o t  account for differences i n  
sk i l l  levels between present and former public sector workers. I n  fac t ,  a 
regression of household expenditures on households' human capital and composition 
for the en t i re  Conakry sample shows tha t ,  once these other characteristics are 
accounted for ,  the fact  of having a household member who was retrenched does not 
reduce household welfare relat ive t o  the general population. I n  t h i s  case, i t  
i s  a1 so important t o  recall  that  the survey i s  for Conakry only, where households 
are l ikely t o  be bet ter  off than in rural areas. Thus, while retrenched workers' 
households may be s l ight ly poorer than the population of Conakry, they are 
probably n o t  worse off than Guineans i n  general. 

Imp1 i cations for Empl oyment Pol icy 

The most common concern about public sector retrenchment programs i s  n o t  
that  some publ i c  service will be reduced as a resul t  of the 1 ayoffs. Virtually 
everyone understands the gravity of overstaffing in Africa. Rather, the concern 
i s  that  the social costs for the affected workers will be too great t o  just i fy 
the benefits t o  the government budget. What does our research in Ghana and 
Guinea indicate in t h i s  regard? And what are the implications for other 
governments contemplating such a policy? 

I n  b o t h  cases, i t  i s  clear that household welfare has declined af te r  
retrenchment and that  there are more poor households among laid off workers than 
there were prior to  retrenchment. In t h i s  sense, they are a "vulnerable" group. 
Nevertheless, i t  does not appear that  poverty i s extraordinarily severe among 
retrenched workers' households in ei ther  country, and most retrenched workers' 
households are n o t  poor, a t  l eas t  relative to  other households i n  the same 
country. Thus, while recognizing the significant losses that many famil ies 
incurred in Ghana and Guinea, we should a1 so recognize that  these 1 osses were 
suffered from an i n i t i a l  position that  was somewhat privileged relat ive to  the 
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On these grounds, we are tempted to conclude that there is 1 ittle reason to 
target retrenched workers as an especially disadvantaged segment of the 
population (as did, for example, the PAMSCAD program in Ghana). Some of these 
workers are poor, and more so than before being laid off, but they are no poorer, 
on average, than their neighbors. Nevertheless, we must also recognize that this 
group will suffer peculiar, if temporary, costs associated with finding new work, 
and it is entirely appropriate to mitigate these costs. Further, to the extent 
that a protracted spell of unemployment represents a broader cost in terms of the 
waste of a country's human resources, attempting to minimize the spell is an 
appropriate public policy. 

Unfortunately, programs directed at this problem have a poor track record 
in Africa. (See Mills, et al. 1994) To begin, administrative capacity is, 
almost by definition, weak in governments that require massive retrenchment. 
Thus, for example, the programs to retrain and retool redeployed workers in Ghana 
required almost four years to get off the ground. Further, the irony of creating 
a new bureaucracy (the Ministry of Mobilization in Ghana, the Bureau d'aide d 
la reconversion des agents de la fonction publique [BARAF] in Guinea) to reduce 
the existing one is difficult to miss. Finally, while special loan programs to 
help retrenched workers start their own businesses are popular, their performance 
is poor. First, loan repayment rates are usually abysmal: the "loans" end up 
as grants. This is true of the BARAF in Guinea and several other loan programs. 
(See Mills, et a1 . 1994; Kingsbury 1992; and Karp-Toledo 1991.) Second, the 
distribution of loanslgrants tends to be more biased towards the better-off 
pub1 ic sector employees, so that their inclusion makes the overall severance 
package more regressive. 

The one policy to aid laid off workers that appears to work well and have 
low administrative costs is severance pay in cash. Any country that has a 
central ized, computerized payroll (which it should have before starting a 
retrenchment program; otherwise, it is too easy to undercut the program with 
massive rehiring) can easily make severance payments. Further, by making 
severance pay more generous for those with low public sector salaries-the most 
likely to become poor-this policy can address concerns for the poorest workers 
with low administrative costs. Finally, we note that in Ghana, where severance 
was paid lump-sum, a significant amount of severance pay went to savings, 
particularly for those who are currently self-employed. In Guinea, on the other 
hand, severance payments were strung out over an extended period, and much less 
was invested. Given that most small businesses (potential and extant) are 1 i kely 
to be credit-constrained in Africa, having access to a large amount of cash can 
be very helpful in starting or expanding an enterprise. 

One other aspect of redeployees' labor history should be noted: the 
transition to new work was especially easy for redeployees who already held a 



second j o b  w h i l e  work ing  i n  t h e  p u b l i c  sec to r .  To t h e  e x t e n t  t h a t  programs can 
be designed t o  t a r g e t  t h i s  group f o r  l a y o f f ,  t h e  s o c i a l  cos t s  o f  unemployment can 
be min imized.  For  example, announcing t h a t  a  f u l l  e i g h t  hour work day w i l l  be 

' r e q u i r e d  may encourage " d a y l i g h t i n g "  workers w i t h  good o p p o r t u n i t i e s  ou t s i de  t h e  
p u b l i c  s e c t o r  t o  vo l un tee r  f o r  retrenchment i f  t h e r e  i s  some i n c e n t i v e  (severance 
pay) t o  do so. 

To summarize, i n  Ghana and Guinea, re t renched  workers a re  n o t  e s p e c i a l l y  
poor  as a  group even a f t e r  l o s i n g  t h e i r  jobs.  I n  t h a t  sense, t hey  do n o t  seem 
e i t h e r  more o r  l e s s  deserv ing  o f  spec ia l  an t i - pove r t y  programs than t h e  
p o p u l a t i o n  a t  1  arge. L a i d  o f f  workers do, however, face  unusual cos t s  i n  hav ing 
t o  search f o r  new work, and some amount o f  severance pay i s  app rop r i a t e  t o  
compensate these  cos t s .  Beyond t h a t ,  o t h e r  programs t o  a s s i s t  re t renched  workers 
have n o t  done w e l l .  A d m i n i s t r a t i v e  c o n s t r a i n t s  a re  a  problem, and spec ia l  l oan  
programs o f t e n  end up t r a n s f e r r i n g  a  s i g n i f i c a n t  amount o f  resources t o  t h e  
b e t t e r - o f f  workers.  We be l i eve ,  then, t h a t  i t  i s  b e t t e r  t o  s t i c k  t o  pure  
severance programs, a d j u s t i n g  t h e  amounts o f  severance pay o r  t h e  assoc ia ted  
fo rmu la  t o  accommodate s o c i a l  we1 f a r e  concerns. I n  p a r t i c u l a r ,  g i v i n g  e x t r a  
we igh t  t o  s a l a r i e s  i n  t h e  lower  echelons seems appropr ia te .  

THE INCIDENCE OF GENERAL PUBLIC EXPENDITURES 

We no ted  i n  t h e  p rev i ous  s e c t i o n  t h a t  apa r t  f rom users  o f  p u b l i c  se r v i ces  
i n  h e a l t h  and educat ion,  and workers who draw p u b l i c  s a l a r i e s ,  i t  i s  d i f f i c u l t  
t o  i d e n t i f y  t h e  b e n e f i c i a r i e s  o f  many types  o f  government expendi tures.  For  t h a t  
reason, we cannot hope t o  i d e n t i f y  t h e  o v e r a l l  i nc idence  o f  a l l  government 
expend i t u re  th rough  t h e  use o f  household survey da ta  alone. We do have a v a i l a b l e  
a  complementary research  s t r a t e g y ,  however. Wi th  genera l  e q u i l i b r i u m  models, we 
can i d e n t i f y  t h e  change i n  r e a l  incomes f o r  d i f f e r e n t  households t h a t  r e s u l t s  
f rom an across-the-board r e d u c t i o n  i n  p u b l i c  expendi tures,  t h e  s o r t  o f  f i s c a l  
" b e l t - t i g h t e n i n g "  t h a t  many c r i t i c s  o f  adjustment programs have argued f a l l s  
d i s p r o p o r t i o n a t e l y  on t h e  poor.  

What a r e  t h e  genera l  e q u i l i b r i u m  e f f e c t s  o f  government spending on household 
incomes, and i n  p a r t i c u l a r ,  poor  households? S imu la t ions  u s i n g  CGE models f o r  
Cameroon, The Gambia, Madagascar and N iger  i n d i c a t e  t h a t  c u t s  i n  government 
spending a f f e c t  government workers and t h e  urban popu la t i on  most severe ly ,  w i t h  
l i t t l e  shor t - te rm e f f e c t s  on o t h e r  households (Table  30). A t e n  percent  
r e d u c t i o n  i n  r e a l  government expend i tu res  reduces demand f o r  s k i  11 ed 1  abor and 
t hus  l eads  t o  l owe r  r e a l  wage r a t e s  f o r  s k i l l e d  1  abor, e s p e c i a l l y  i n  Madagascar 
and N i g e r  where t h e  government i s  a  major  employer o f  s k i l l e d  l a b o r .  Real 
incomes o f  t h e  urban non-poor i n  N iger  f a1  1  by 7 . 7  percen t .  I n  Madagascar, where 
t h e  government workers a re  among t h e  midd le  c lass ,  (here i nc l uded  under t h e  broad 
ca tegory  o f  urban poor) ,  r e a l  incomes o f  t h e  urban poor  d e c l i n e  by 3.1 percent .  





For those households not directly employed by the government, however, the 
biggest effect of the decline in government spending is the potential for 
increased investment as savings in the economy are freed up. Real investment 
increases in all four countries, by 0.71 to 2.23 percent of GDP. To the extent 
that private investments raise output in subsequent years, and that these 
investments are in labor-intensive activities, the poor stand to gain from the 
decl ine in government recurrent expenditures. There is thus a tradeoff, not only 
between current and future consumption, but also between concentrated benefits 
for a few workers in the current period and potential widespread, but smaller (on 
a per capita basis), benefits for the broader population in the future. 

THE INCIDENCE OF TAXES AND TAX REFORM 

Whi 1 e adjustment pol icies for publ ic expenditure have received a great deal 
of attention, and have been subject to a great deal of criticism, changes in tax 
pol icy have gone 1 argely unnoticed. Yet in many African countries, the level of 
publ ic expenditure is not unreasonably high (Figure 6). Rather, the main fiscal 
problem is a lack of revenue (and a poor allocation of the existing resources). 
This is particularly true of the economies that suffered serious economic 
collapse before entering their adjustment programs. The most striking example 
is Ghana. As Figure 8 shows, tax revenue declined precipitously in the decade 
before the Economic Recovery Program (ERP) began, and spending was eventually 
pull ed down with it . During the ERP and under the conditional i ty of the IMF and 
the World Bank, government spending actually increased quite substantially, as 
we have seen. Yet the deficit was quickly reduced to zero because of the 
recovery of tax revenues. 

This is a different and relatively unpublicized approach to fiscal 
stabilization, but it begs the same question as expenditure cuts: who suffers 
when taxes are raised? To understand this, we examined the incidence of several 
different taxes that the government of Ghana has used to increase its revenues, 
as well as some which have declined in importance. Table 31 shows a summary 
measure of each tax, the "progressivity coefficient" which is essentially the 
area between a Lorenz curve for household expenditures and a second for tax 
payments of the particular type.38 A positive coefficient indicates that the 
tax is progressive, i.e. that wealthier households pay a larger amount of the tax 
proportionate to their expenditures than poorer households (and, a fortiori, more 
in absolute terms). On the other hand, if it is negative, the tax is regressive. 
The broad-based taxes on income and sales are moderately progressive, as is the 
excise tax on petroleum products, while other excises are less so, and the tax 
on cocoa is quite regressive. 

With this information in hand, consider Figure 9 which shows the development 
of major categories of taxes over time. In particular, note that during the ERP, 
broad-based taxes capture an increasingly larger share of GDP, as do excises, 

Younger (1993) develops this methodology. 









while the importance of the cocoa tax dwindles. Thus, during the course of the 
adjustment program, Ghanay s tax structure has become much more progressive. This 
does not mean that poor households are paying less tax today than they were in 
the early 1980s. Given the rise in the overall tax take, virtually every 
household is probably paying more (with the exception of cocoa farmers) and to 
understand the total impact on poor households, we would need to combine 
information on tax incidence with that for expenditures. Nevertheless, the fact 
that taxes have shifted towards wealthier households is encouraging. 

While we do not have comparable information for other countries, it is 
important to note that by far the most regressive tax in Ghana is the cocoa duty. 
Taxes on agricultural exports are quite common in Africa, as we show in the 
section on agriculture and adjustment. Economists have long argued against such 
taxes on efficiency grounds, but if the pattern we observe in Ghana is more 
general, there is a strong case for reducing these taxes in terms of social 
equity as well. 

SUMMARY 

There is 1 ittle doubt that sound fiscal management is required for 
sustainable economic growth. The debate is how to carry out prudent fiscal 
policy without jeopardizing the vital public investments and services that 
contribute to long-term growth and human development. Our contribution to this 
debate has been, first, to note that general perceptions about the severity of 
public expenditure cuts demanded by adjustment programs in Africa are 
exaggerated. To the extent that those expenditures benefit pooi- households, the 
impact of adjustment policies on Africa's poor probably has been less dramatic 
than most people believe. More fundamentally, we have noted that the poor are 
often the principal beneficiaries of certain pub1 ic expenditures, either as 
employees or as users of public health and education services. In fact, the 
soci a1 services for which we have household consumption information often benefit 
the middle class and wealthy more than the poor. Thus, an important conclusion 
is that governments (and donors) will do better at poverty reduction if they 
focus on the reallocation of existing resources rather than increasing overall 
expenditures that, as currently constituted, often do not reach the poor. That 
said, we a1 so recognize that many African governments, especial ly those that 
suffered significant collapse in the early 1980s, need to improve their tax 
revenues. To do so, once again there is ample latitude for reform to both reduce 
the efficiency losses and welfare costs associated with tax policy. 

The lack of fiscal discipline in the past, coupled with the historically low 
marginal efficiency of government investment, low marginal productivity of 
government workers, and 1 ow technical efficiency of soci a1 services does raise 
the issue of whether the government should reduce its role in the provision of 
many services, and if so, what in particular should be jettisoned from the 
budget. We have shown that not only are the general equilibrium effects of 
government spending unfavorable to the poor, but large shares of the budget in 
most countries remain distri butionally regressive, despite some encouraging signs 
to the contrary in terms of increasing progressivity accompanying revenue 



enhancement. Growth and equity considerations suggest that there is clearly more 
to be done to reduce bureaucracies and to ensure that public investment is of the 
nature that will "crowd-in" private investment. Likewise, despite the rhetoric 
about social welfare concerns in the context of adjustment, the basics of social 
welfare policy, as manifested in the incidence of public spending on education 
and health, need to be reoriented. As we will discuss later, distortion and 
deficiencies in social policy and human resource development are not primarily 
an issue of macroeconomic management and stability, but instead are an issue of 
sectoral reform and the development of a pro-active poverty a1 1 eviation strategy. 
Such effects are complements of adjustment lending, but they should not be viewed 
as synonymous with the provision of the quick disbursing loans that characterize 
adjustment 1 ending. 



5. AGRICULTURE AND FOOD MARKETS 

A g r i c u l t u r e  and food markets p l a y  a  key r o l e  i n  A f r i c a n  economies and i n  
t h e  de te rm ina t i on  o f  r e a l  incomes o f  A f r i c a ' s  poor.  I n  many A f r i c a n  coun t r ies ,  
i n a p p r o p r i a t e  food and a g r i c u l t u r a l  p o l  i c i e s ,  i n c l u d i n g  h i g h  r a t e s  o f  t a x a t i o n  
on a g r i c u l t u r a l  expor ts ,  r e g u l a t i o n  o f  commodity markets, and c o s t l y  food 
subs id ies ,  s e r i o u s l y  d i s t o r t e d  these markets, c o n t r i b u t i n g  t o  t h e  economic 
s tagna t i on  t h a t  A f r i c a  has su f f e red .  For t h i s  reason, food and a g r i c u l t u r a l  
p o l i c y  re fo rms have been a  major  p a r t  o f  s t r u c t u r a l  adjustment e f f o r t s .  

The a g r i c u l t u r a l  s e c t o r  remains a t  t h e  hea r t  o f  most A f r i c a n  economies, i n  
terms o f  incomes, consumption and t r ade .  Most o f  t h e  l a b o r  f o r c e  s t i l l  i s  
engaged as a g r i c u l t u r a l  workers.  A g r i c u l t u r e  i s  general  l y  t h e  most impor tant  
s e c t o r  i n  GDP. The share o f  p r i v a t e  consumption t h a t  i s  devoted t o  food i s  
g e n e r a l l y  over  5 0  percent ,  and w i t h  t h e  excep t ion  o f  c o u n t r i e s  w i t h  a  
p a r t i c u l a r l y  impor tan t  p r imary  p roduc t  expor t  (such as baux i t e  i n  Guinea), t he  
share o f  expo r t s  f rom a g r i c u l t u r a l  products  i s  ext remely  h i g h  (Table 32). 

The poor  a re  even more dependent on a g r i c u l t u r e  and food  markets than t he  
popu la t i on  i n  genera l .  As discussed i n  Sec t ion  2, t h i s  i s  because A f r i c a ' s  poor 
a re  concen t ra ted  i n  r u r a l  areas and t h e i r  incomes d e r i v e  t o  a  l a r g e  ex ten t  from 
own-farm produc t ion ,  wages earned as p a i d  a g r i c u l t u r a l  1  aborers, and incomes 
earned i n  process ing and market ing o f  a g r i c u l t u r a l  products .  Moreover, 
expend i tu res  on food  comprise a  l a r g e r  share of t o t a l  consumption by bo th  the  
urban and r u r a l  poor than f o r  h i ghe r  income groups. F i n a l l y ,  because women 
farmers a re  t h e  p r imary  producers o f  food i n  most coun t r ies ,  a g r i c u l t u r a l  
p o l i c i e s  can p o t e n t i a l l y  have l a r g e  impacts on t h e  we l f a re  o f  women and c h i l d r e n .  

D I S C R I M I N A T I O N  AND REFORM 

P o l i c i e s  t h a t  d i s c r i m i n a t e  aga ins t  a g r i c u l t u r e ,  i n c l u d i n g  d i s t o r t e d  food 
markets, have been major  c o n t r i b u t o r s  t o  t h e  economic c r i s i s  i n  A f r i c a .  Most 
pronounced a re  s t a t e  monopol i e s  i n  expor t  c rop  market ing and r e 1  a ted  expo r t  p r i c e  
c o n t r o l s  which have p a r t i c u l a r l y  d e l e t e r i o u s  e f f e c t s  on expor t  performance and 
t h e  balance o f  payments. I n  combination, t h e  consequence i s  h i g h  r a t e s  o f  
nominal expo r t  c rop  t a x a t i o n ,  c o n t r i b u t i n g  t o  s tagna t ing  p roduc t i on  and d i v e r s i o n  
o f  ou tpu t  t o  para1 l e l  markets i n v o l v i n g  h i gh  t r a n s a c t i o n  costs .  A1 so customary, 
a l though n o t  as widespread, has been i n t e r v e n t i o n  i n  s t a p l e  food t rade .  A  
f e a t u r e  o f  such i n t e r v e n t i o n  i s  c h a r a c t e r i s t i c a l l y  t h e  p u r s u i t  o f  cheap food 
p o l i c i e s  f o r  urban consumers by i m p l i c i t l y  t a x i n g  farmers.  The food subs id ies  
a re  g e n e r a l l y  r a t i oned ,  w i t h o u t  f avo rab le  d i s t r i b u t i o n a l  e f fects .  A  s i m i l a r  
s t o r y  a p p l i e s  t o  i n p u t  subs id ies .  I n  some cases, such subs id ies  f i g u r e  h e a v i l y  
i n  t h e  f i s c a l  d e f i c i t s ,  ill u s t r a t i n g  t h e  i n t e r a c t i o n  between major  microeconomic 
d i s t o r t i o n s  and macroeconomic s t a b i l i t y .  





As a r e s u l t ,  reform of food and a g r i c u l t u r e  markets i s  an important t o p i c  
i n  t h e  debate  over  adjustment p o l i c i e s ,  a s  a r e  t h e  consequences of t hese  reforms 
f o r  t h e  poor. In t h e  remainder of t h i s  s ec t ion  we wi 11 explore t h e  imp1 i c a t i o n s  
of  t h e  e f f o r t s  t o  e l imina te  t h e  most egregious d i s t o r t i o n s  in  a g r i c u l t u r e  and 
food markets,  focusing on t r a d e  and market l i b e r a l i z a t i o n .  F i r s t ,  we wi l l  
address  t h e  i s s u e  of  reducing expor t  crop t axa t ion .  This wi l l  be followed by a 
d i scuss ion  of  food market 1 i beral  i z a t i o n ,  including t h e  removal of food subsides 
and e l imina t ion  of monopolistic marketing boards. We address  t h e  impl ica t ions  
f o r  both r u r a l  producers and n e t  consumers i n  r u r a l  and urban a reas .  Once again,  
t h e  e f f e c t  of changes i n  pol icy  on t h e  poor a r e  h ighl ighted .  F ina l ly ,  given t h e  
s u b s t a n t i a l  change i n  many a g r i c u l t u r a l  markets,  we d i scuss  some of  t h e  reasons 
behind t h e  l imi t ed  supply response observed t o  d a t e  i n  Afr ica ,  and poss ib le  
complementary measures t o  achieve g r e a t e r  ga ins  in  output .  

Export Crop Liberal  i z a t i o n  

Reduction in  export  crop t axa t ion  i s  a c h a r a c t e r i s t i c  f e a t u r e  of most 
a g r i c u l t u r a l  po l icy  reforms in  sub-Saharan Afr ica .  These p o l i c i e s  a r e  only one 
determinant  of  r e a l  producer p r i c e s ,  however. Pr ices  t h a t  farmers rece ive  f o r  
t h e i r  t r a d a b l e  products  depend a s  well on world p r i ce s  and t h e  r ea l  exchange 
r a t e .  

As descr ibed  i n  Sect ion 3, a deprec ia t ion  of  t h e  r e a l  exchange r a t e  i n  
i t s e l f  permits  an inc rease  i n  t h e  r e a l  p r i c e  of a g r i c u l t u r a l  t r adab le  goods. 
However, a dec l ine  in  world p r i c e s  o r  an increase  i n  t h e  i m p l i c i t  o r  e x p l i c i t  
r a t e  of  t axa t ion  on these  products can o f f s e t  o r  even reverse  t h e  p o s i t i v e  impact 
on r e a l  a g r i c u l t u r a l  p r i c e s .  As with t h e  seven coun t r i e s  shown i n  Table 33, r e a l  
producer p r i c e s  of major export  crops increased s u b s t a n t i a l l y  i n  t h e  1980s only 
f o r  cocoa in  Ghana and cashews in  Mozambique. A1 though r ea l  producer p r i ce s  of 
co f f ee  in  Madagascar and Tanzania i n  1989-91 were approximately equal t o  those 
in  1980-82, they were s t i l l  s u b s t a n t i a l l y  below t h e i r  l e v e l s  of t he  mid-1970s. 

Declining terms of  t r a d e  f o r  a g r i c u l t u r a l  expor t s  i s  a major reason why 
r e a l  exchange r a t e  dep rec i a t ion  in  a number of coun t r i e s  did not 1 ead t o  higher 
producer p r i c e s  of  t h e i r  expor t  crops.  Beginning in  t h e  mid-eight ies ,  world 
p r i c e s  f o r  cocoa and e s p e c i a l l y  co f f ee  f e l l  sharp ly ,  reducing export  earnings f o r  
Cameroon, Cdte d '  I v o i r e ,  Ghana, Madagascar, Tanzania and o t h e r  African coun t r i e s  
(Figure 10) .  For Malawi, a l a r g e  increase  in  t r a n s p o r t  c o s t s  due t o  t h e  c los ing  
of marketing l i n k s  through Mozambique had t h e  e f f e c t  of  reducing export  p r i ce s  
f o r  tobacco and o the r  products .  The ex ten t  t o  which t h e s e  ex terna l  p r i c e  shocks 
and co-i nc identa l  macro-economic reforms a f f ec t ed  r ea l  producer p r i c e s ,  however, 
was determined by a g r i c u l t u r a l  t r a d e  and p r i c e  pol icy.  

In Madagascar, co f f ee  producers were heavi ly taxed under t h e  gu i se  of  a 
p r i c e  s t a b i 1  i z a t i o n  fund u n t i l  t h e  1 i beral i z a t i o n  of t r a d e  in  export  crops in  t h e  
l a t e  1980s. Di rec t  t a x a t i o n ,  measured by t h e  d i f f e r ence  between t h e  border p r i ce  
measured a t  t h e  o f f i c i a l  exchange r a t e  and t h e  producer p r i c e  s e t  by the  
government, was p a r t i c u l a r l y  high from 1976 t o  1980. Of f i c i  a1 producer p r i ce s  







were kep t  low w h i l e  wo r l d  c o f f e e  p r i c e s  rose  sha rp l y  (F igure  11).  Rapid domestic 
i n f l a t i o n  coupled w i t h  a  f i x e d  nominal exchange r a t e  c o n t r i b u t e d  t o  a  sharp 
d e c l i n e  i n  t h e  r e a l  border  p r i c e  o f  co f fee ,  reduc ing  revenues f o r  t h e  
s t a b i l i z a t i o n  fund  and j u s t i f y i n g  low producer p r i c e s  t o  m i t i g a t e  t h e  l o s s  o f  
revenues. The t o t a l  r a t e  o f  t a x a t i o n ,  measured by t h e  d i f f e r e n c e  between t h e  
border  p r i c e  measured a t  t h e  pa ra l  l e l  r a t e  and t h e  producer p r i c e ,  remained high, 
however .39 Th i s  i n d i r e c t  t a x a t i o n  o f  expor ts  through t h e  mandatory surrender  
o f  f o r e i g n  exchange a t  t h e  o f f i c i a l  exchange r a t e  was t h e  coun te rpar t  o f  t h e  
i m p l i c i t  r e n t s  r ece i ved  by those who rece ived  f o r e i g n  exchange a t  t h e  low 
o f f i c i a l  exchange r a t e .  

Nominal exchange r a t e  deva lua t ions  i n  t h e  mid -e igh t ies  c losed  t h e  gap 
between t h e  border  p r i c e s  measured a t  t h e  o f f i c i a l  exchange r a t e  and t h e  border 
p r i c e s  measured a t  t h e . p a r a l l e 1  exchange r a t e .  The deva lua t i on  d i d  n o t  l ead  t o  
an inc rease  i n  t h e  producer  p r i c e  o f  co f fee ,  which had fa1  1 en by 54.2 percent  i n  
r e a l  terms between 1974 and 1983 (Dorosh, Bern ier ,  and S a r r i s  1990). Instead, 
t h e  revenues o f  t h e  s t a b i l i z a t i o n  fund increased as t h e  border  p r i c e  rose  w h i l e  
t h e  r e a l  producer  p r i c e  f e l l  . Trade and exchange r a t e  1 i bera l  i z a t i  on i n  1987 and 
1988 e s s e n t i a l l y  e l  im ina ted  t h e  spread between o f f i c i a l  and pa ra l  l e l  exchange 
r a t e s  through 1990, b u t  t h e  cont inued d e c l i n e  i n  wo r l d  p r i c e s  prevented an 
inc rease  i n  r e a l  producer  p r i c e s  i n  s p i t e  o f  t h e  e l i m i n a t i o n  o f  e x p l i c i t  expor t  
taxes.  Thus, t h e  p o t e n t i a l  increases i n  r e a l  c o f f e e  p r i c e s  f o r  Ma1 agasy farmers 
f rom t r a d e  and exchange r a t e  p o l i c y  re forms were prevented f i r s t  by a g r i c u l t u r a l  
p r i c i n g  p o l  i c y  i n  t h e  mid -e igh t ies ,  which kep t  producer p r i c e s  low, and by t he  
d e c l i n e  i n  w o r l d  c o f f e e  p r i c e s  i n  t h e  l a t e  e i g h t i e s .  

CGE model s imu la t i ons  f o r  Madagascar i n d i c a t e  t h a t  taxes on t h e  coun t ry ' s  
major  expo r t s  (co f fee ,  v a n i l l  a  and c loves)  reduced r e a l  incomes o f  households 
throughout  t h e  economy (Dorosh 1994). Wi th  a  t e n  percen t  inc rease  i n  t h e  expor t  
t a x  on these  products ,  r e a l  GDP f a l l s  by 0.8 percen t  and expo r t s  f a l l  by 3.0 
percen t  i n  d o l l a r  terms. Small farmers on t h e  eas t  coast,  where these expor t  
crops a re  ma in l y  grown, s u f f e r  r e a l  income dec l i nes  o f  1.2 percent .  

For  c o f f e e  producers i n  Tanzania, t h e  overva l  ued o f f  i c i  a1 exchange ra te ,  
r a t h e r  than  d i r e c t  expo r t  taxes, has been t h e  major  source o f  t axa t i on .  Real 
producer p r i c e s  o f  c o f f e e  were mainta ined a t  r e l a t i v e l y  s tab le ,  b u t  ve ry  low, 
l e v e l s  throughout  t h e  adjustment p e r i o d  (F igure  12). Between 1977 and 1988, 
domest ic producer  p r i c e s  were on average 79 percent  be1 ow border  p r i c e s  measured 
a t  t h e  p a r a l  1  e l  exchange r a t e .  As i n  Madagascar, t r a d e  and exchange r a t e  po l  i c y  
re forms i n  1987 and 1988 reduced t h e  spread between p a r a l l e l  and o f f i c i a l  
exchange r a t e s .  T h i s  r e d u c t i o n  was o f f s e t  by t h e  d e c l i n e  i n  wo r l d  p r i c e s  o f  

39 Krueger, S c h i f f ,  and Valdgs (1988) d e f i n e  i n d i r e c t  e f f e c t s  o f  t r a d e  and 
exchange r a t e  p o l  i c y  us ing  an est imated e q u i l  i b r i  um exchange r a t e  r a t h e r  than t h e  
p a r a l l e l  exchange r a t e  t o  measure d i s t o r t i o n s  i n  t h e  f o r e i g n  exchange market. 
C a l c u l a t i o n s  o f  i n d i r e c t  t a x a t i o n  on Malagasy a g r i c u l t u r e  us ing  an e q u i l i b r i u m  
exchange r a t e  p r o v i d e  s i m i l a r  r e s u l t s  t o  those presented here (see Dorosh, 
Bern ie r ,  and S a r r i  s 1990) 







coffee which lowered border prices a t  off ic ial  exchange rates in 1989 and 1990 
and d i rec t  taxes on coffee exports which were not substantially reduced. Only 
in 1991 was the ra te  of direct  taxation on coffee exports reduced substantially 
(from 29.2 t o  13.2 percent of border prices),  enabling a 21.3 percent increase 
in real producer prices. 

CGE model simulations indicate that  a decrease of 20 percent in the tax 
ra te  on Tanzania's export crops would lead to  increases in welfare of 0.2 to  0.3 
percent in the short r u n  for the rural and urban poor, as returns from export 
crops increase and as real wages for unskilled labor r i s e  by 1.0 percent in the 
economy overall (Sarr is  1994). Loss of tax revenues necessitates a drop in 
public spending, b u t  permits a s l ight  increase in real investment of private 
formal enterprises.  Real incomes of the rural and urban nonpoor f a l l  with a 
reduction in export taxes, though, as the i r  rents associated with foreign 
exchange rationing decline. 40 

In Ma1 awi , di rec t  taxation of small holder tobacco exports41 was 
substantial during the seventies as producers received less  than one-third of the 
border price a t  the off ic ial  exchange rate  (Figure 13). Measured a t  parallel 
exchange rates ,  border prices were more than five times higher than producer 
prices. In the early eighties,  the border price using parallel exchange rates 
f e l l  sharply due t o  a large increase in transport costs as routes through 
Mozambique were closed. Border prices a t  off ic ial  exchange rates  showed a more 
mild decline as a ser ies  of nominal devaluations narrowed the gap between 
parallel and of f ic ia l  exchange rates.  Despite the continued decline in border 
prices, d i rec t  taxation of tobacco exports of small holders was reduced from 66.8 
percent in 1988 t o  35.3 percent in 1991, resulting in a 59 percent increase in 
real producer prices during th i s  period. 

A reduction in rates  of taxation on small holder tobacco in the early 1980s 
would have softened the effects  of the increase in transport costs for the rural 
poor. Simulations using an econometric model of Malawi indicate that  in the 
absence of taxing smallholder export crops, GDP would have grown a t  an average 
annual ra te  of 4.4 percent more quickly during the 1980s (Van Frausum and Sahn 
1991). Furthermore, the share of value added that  would have accrued to  Malawi's 
rural poor  would have risen by 9.3 percent. Real incomes of poor smallholders 
would have increased by a total  of 13.7 percent (Figure 14). Thus, the continued 
taxation of export crops by parastatal s was a lose-lose situation: lower economic 
growth and lower incomes for the rural poor. 

40 The CGE model for  Tanzania simulates bo th  the real and monetary sides of 
the economy. In the simulation described here, the price level,  government 
spending and the trade de f i c i t  are a l l  endogenous. See Sarr is  (1994) for  further 
de ta i l s .  

41 In Ma1 awi , fire-cured tobacco i s  grown mostly by small holders, while burley 
tobacco and f l  ue-cured tobacco i s  grown mainly on es tates .  Sahn and Arulpragasam 
(1991a, 1993a) discuss the impacts of pricing policies for  various types of 
tobacco under adjustment in Malawi. 







By cont ras t ,  r e a l  producer p r i c e s  o f  cocoa d i d  r i s e  s u b s t a n t i a l l y  i n  Ghana 
w i t h  t rade and exchange r a t e  1  i bera l  i z a t i o n ,  a1 though expl i c i t  t a x a t i o n  on cocoa 
exports  remained h igh  (F igure 15). The l a r g e  surge i n  cocoa p r i c e s  i n  the  mid- 
sevent ies co inc ided w i t h  a  pe r iod  o f  h igh  domestic i n f l a t i o n  and f i x e d  nominal 
exchange r a t e s  i n  Ghana, so t h a t  desp i te  the increase i n  wor ld p r ices ,  r e a l  
border p r i c e s  measured a t  the  o f f i c i a l  exchange r a t e  plummeted. Thus, expl i c i  t 
expor t  t a x  revenues f e l l  sharp ly  a f t e r  1979 both because o f  the smal ler  p r i c e  
spread between producer p r i c e s  and border p r i c e s  a t  o f f i c i a l  exchange r a t e s  and 
because the  huge d i f f e r e n c e  between border p r i ces  a t  p a r a l l e l  exchange ra tes  and 
o f f i c i a l  domestic producer p r i c e s  encouraged smuggling. The ser ies  o f  
devaluat ions o f  t h e  cedi between 1983 and 1987 e l im ina ted much o f  t he  spread 
between p a r a l l e l  and o f f i c i  a1 exchange ra tes  and ra i sed  s u b s t a n t i a l l y  the  r e a l  
border p r i c e  o f  cocoa (measured a t  o f f i c i a l  exchange ra tes ) .  These exchange r a t e  
reforms, coupled w i t h  a  reduc t ion  i n  t he  d i r e c t  expor t  t a x  r a t e  on cocoa allowed 
r e a l  producer p r i c e s  o f  cocoa t o  r i s e  by 154 percent between 1983 and 1987. 
Despite these reforms, e x p l i c i t  t a x a t i o n  remained high, a t  74.6 percent o f  the 
producer p r i c e  i n  1987 and 33.2 percent i n  1991. 

As noted i n  the  previous sect ion,  cocoa taxes i n  Ghana f a l l  
d i  sp ropo r t i  onate ly  on 1  ower income households. That i s, poor households tend t o  
pay a  h igher  share o f  t h e i r  income on cocoa taxes than do r i c h  households (Figure 
16).42 Based on the  share o f  cocoa taxes i n  t h e i r  t o t a l  expenditures i n  1987, 
reducing t h e  r a t e  o f  t a x a t i o n  on cocoa from the  actual  1987 l e v e l  o f  69.7 t o  10 
percent o f  t he  producer p r i c e  would increase r e a l  incomes o f  cocoa producers i n  
the  bottom 30 percent o f  the  na t i ona l  income d i s t r i b u t i o n  by 22.2 percent.  This 
represents a  s izeab le  income ga in  f o r  the 11.3 percent o f  poor households i n  
Ghana who are cocoa farmers. 43 

Analyses o f  the  impacts o f  reducing export taxes on a g r i c u l t u r a l  products 
i n  o ther  coun t r i es  f u r t h e r  support t he  premise t h a t  reduc t ion  o f  expor t  taxes on 
a g r i c u l t u r e  have p o s i t i v e  e f f e c t s  f o r  the r u r a l  poor. Simulat ions us ing a  CGE 
model o f  Cameroon suggest t h a t  a  reduc t ion  i n  the expor t  t a x  on co f fee  and cocoa 
from i t s  h i s t o r i c a l  1985186 l e v e l  o f  31.6 percent t o  10.0 percent o f  t he  f.0.b. 
p r i c e  r e s u l t s  i n  a  4.8 percent increase i n  average r e a l  incomes o f  poor farmers 
i n  the  southern reg ion  o f  the  country, a  group comprising 21 percent o f  
households i n  t h e  country  (Subramanian, 1994). S i m i l a r l y ,  i n  s imulat ions o f  the 
e f f e c t s  o f  an increase i n  producer p r i ces  o f  groundnuts i n  The Gambia f o r  1986, 

42 The Lorenz curve i s  a  p l o t  o f  household's cumulat ive expenditures and 
cumulat ive t a x  payments, w i t h  households ordered by t h e i r  l e v e l  o f  expenditures. 
I f  expenditures are equal across households t h i s  i s  a  s t r a i g h t  l i n e  from the 
o r i g i n  t o  (1, l).  The more convex the  curve, t he  g rea te r  t he  i n e q u a l i t y  o f  
expenditures ( o r  t a x  payments). I f  the  Lorenz curve f o r  a  t a x  i s  l e s s  convex 
than t h a t  f o r  expenditures, which i t  i s  i n  the case o f  cocoa, i t  means t h a t  
poorer  households are paying a  d i sp ropo r t i ona te l y  1  arge share o f  t he  t a x  re1  a t i v e  
t o  t h e i r  expenditures: the  t a x  i s  regressive.  

43 These c a l c u l a t i o n s  are based on the  Ghana L i v i n g  Standards Survey (GLSS) 
data and cocoa t a x  in fo rmat ion  from the  IMF (1993). See a lso  Younger (1993a). 







r e a l  incomes o f  the  r u r a l  poor rose subs tan t i a l l y .  A reduc t ion  i n  t he  i m p l i c i t  
expor t  t a x  on groundnuts by 75 percent o f  the  f .o. b. p r i c e  increased r e a l  incomes 
o f  r u r a l  poor households (who, i n  The Gambia, are among the  major producers o f  
groundnuts) by 4 . 4  percent (Dorosh and Lundberg 1993). 

Cash Crops, N u t r i t i o n  and Gender 

While t h e  above evidence i nd i ca tes  t h a t  h igher  producer p r i ces  and other  
i ncen t i ves  t o  increase export-crop product ion are b e n e f i c i a l  t o  t he  poor, there  
remains a  concern t h a t  these p o l i c i e s  may adversely a f f e c t  food product ion and 
the  we l fa re  o f  women and ch i l d ren ,  desp i te  c o n t r i b u t i n g  t o  h igher  household 
incomes.44 TO the  ex ten t  t h a t  male l abo r  and o ther  i npu ts  are d i v e r t e d  from 
food product ion  t o  export-crop product ion, t he  burden o f  mainta in ing food 
product ion a t  the  household 1  eve1 may fa1  1  p r i m a r i l y  on women (Haddad 1990; Meena 
1991). 

Regarding t h e  issue o f  food versus cash crops, t he re  i s  l i t t l e  
co r robo ra t i ng  evidence t o  suggest t h a t  p o l i c y  reform t h a t  encourages export  crop 
product ion  leads t o  lower food crop a v a i l  a b i l  i t y .  Instead the  economic i ncen t i ve  
s t r u c t u r e  and nonpr ice environment (e.g . , market i n f r a s t r u c t u r e ,  techno1 ogy, 
c r e d i t )  f o r  expor t  and food crops general l y  move i n  the  same d i r e c t i o n  (von Braun 
and Kennedy 1986; Weber, e t  a1 . 1988; Le le  and Adu-Nyako 1992). I n  p a r t  t h i s  i s  
because a  l a r g e  share o f  food products are t radab le  goods, whose p r i c e s  tend t o  
r i s e  w i t h  a g r i c u l t u r a l  market 1  i bera l  i z a t i o n  and r e a l  exchange r a t e  deprec ia t ion  
(Dorosh and Sahn 1993). 

A  r e l a t e d  concern i s  t h a t  h igher  producer p r i c e s  and o ther  measures t o  spur 
cash crop product ion  r e s u l t  i n  the  l o s s  o f  con t ro l  o f  income by women t o  the  
detr iment  o f  t h e  we l fa re  o f  women and ch i l d ren .  For example, i t i s  argued t h a t  
because o f  a  f a i l u r e  t o  c o r r e c t l y  i d e n t i f y  the  household member responsib le f o r  
crop product ion,  some a g r i c u l t u r a l  p r o j e c t s  t h a t  provided i npu ts  t o  men 
i n a d v e r t e n t l y  reduced women's con t ro l  over cash income. Pro jec ts  such as the  
groundnut seed mu1 t i p 1  i c a t i o n  p r o j e c t  i n  Ma1 awi (Gl adwi n  and McMi 11 an 1909), the 
tea  scheme i n  Tanzania (Elson l 9 9 l ) ,  and the  i r r i g a t i o n  and r i c e  c u l t i v a t i o n  
p r o j e c t  i n  The Gambia (Carney 1988) repo r ted l y  caused wives o f  program 
p a r t i c i p a n t s  o r  women i n  general t o  l o s e  t h e i r  cash crop and/or t he  income 
generated by cash crops. I n  Ghana and C8te d Y I v o i r e ,  l i m i t e d  access t o  land and 
heavier  t ime commitments t o  household work l e d  t o  t h e  eros ion o f  female income 
when cash crops were i n teg ra ted  i n t o  e x i s t i n g  a g r i c u l t u r a l  a c t i v i t i e s  (Haddad 
1990). 

44 The p o t e n t i a l l y  adverse e f f e c t s  o f  incent ives  f o r  expor t  crops are bu t  one 
aspect o f  s t r u c t u r a l  adjustment programs c r i t i c i z e d  f o r  t h e i r  reputed e f f e c t s  on 
women and ch i l d ren .  See E l  son (1991), Commonwealth Expert Group (1989), Due and 
G l  adwin ( l g g l ) ,  Mehra ( l g g l ) ,  N ind i  ( l992),  Sa i to  and Spur1 i n g  (1992). 



In l igh t  of these experiences with agricultural projects, econometric 
analysis has been employed in several countries to  determine the impact of an 
increase in the share of income from cash crops. In general, resul ts  indicate 
that  household we1 fare ,  particul arly the nutritional s ta tus  of children, improves 
with increases in cash crop income ( v o n  Braun and Kennedy 1994). In the case of 
Malawi, for example, Sahn, Van Frausum and Shively (1992) show that  the shift ing 
t o  export crop production would n o t  have any deleterious effects ,  and th i s  i s  
regardless of the gender of the household head." I n  fac t ,  the analysis 
suggests tha t  the average height-for-age z-score of children less  than five years 
of age would improve by 0.36 as a resul t  of eliminating taxation on tobacco. 

Simi 1 ar ly ,  in CBte d '  Ivoire, econometric analysis of household expenditure 
data suggests that  reduced taxes on export crops during the 1970s and early 1980s 
would have resulted in positive nutritional benefits for the poor (Sahn 1992). 
This i s  a t t r ibutable  t o  two  factors.  F i rs t ,  households in the bot tom two 
quint i les  of the per capita expenditure distribution are extensively engaged in 
the production of export crops, resulting in higher incomes when taxation was 
reduced. Second i s  the fac t  that  the nutritional s ta tus  of households engaged 
in export crop production was comparable to  those engaged in food crop 
production, controlling for other pertinent covariates, including the level of 
income. Thus, el iminating the tax on cocoa and coffee would n o t  have only raised 
incomes of households, b u t  conferred positive nutritional benefits, indicating 
no adverse s h i f t  in resource control and/or ut i l izat ion in the wake of changing 
patterns of production. Similar findings have been reported for The Gambia ( v o n  
Braun, Puetz, and Webb 1987), Rwanda (von Braun, de Haen, and Blanken 1991), as 
well as Kenya, where research shows that  a sh i f t  t o  cash cropping i s  not 
associated with increased preschool malnutrition (Kennedy 1989). 

I n  sum, a key lesson that emerges i s  that  welfare gains, as measured by 
higher incomes as well as improved nutritional outcomes, can be achieved i f  
marketing can be made more ef f ic ien t  and taxation reduced. This i s  the case even 
when there i s  l i t t l e  or no supply response t o  price changes. Although, gender 
considerations are important in the design of projects and extension ef for t s ,  as 
will be discussed below, increased incomes from export crops do not necessarily 
lead t o  reduced welfare of women and children. To the contrary, the evidence 
suggests that  greater incomes from export crops have led to  improved nutritional 
s ta tus  of children in a number of countries. 

4 5 I n  Ma1 awi , female-headed households in the densely populated Southern 
region of the country comprise around 30 percent of households. Almost a l l  are 
households without a male spouse in residence, e i ther  because the spouse i s  
employed elsewhere (e.g., in South Africa or on estates in Ma1 awi) or because of 
divorce or death of the spouse. Controlling for  income and other covariates, 
gender of headship has no effect  on nutri t ion, regardless of the reason for  the 
husband being absent. 



The Role of the Public Sector in Export Crop Marketing 

Unfortunately for the poor, however, there has been an overall reluctance 
to allow the marketing of export crops to be taken over by the private sector. 
This applies to cases such as Cameroon and Ghana, which have a long and 
successful history of private-sector involvement in domestic food marketing, as 
well as to cases such as Malawi and Tanzania, which are cautiously taking steps 
to liberalize the domestic food market, but have moved much more slowly to 
liberalize export crop markets. 

The re1 uctance to a1 low private-sector involvement in export crop marketing 
has some reasonable underpinnings. Among them is that there may indeed be 
economies of scale in export crop marketing, unlike trade in domestic food 
products. A1 so, there are potential obstacles to participating in world markets 
that may prove difficult for the private, small-scale entrepreneur to respond 
adequately. Such legitimate concerns, however, are often used to justify 
inefficient government enterprises interfering in markets at the expense of the 
producer. Indeed, in cases such as Malawi, the underlying reason for the 
persistent rules and regulations regarding pricing and marketing export crops can 
only be explained by the desire of the government to continue to tax the 
smallholder sector, and to protect the favored estate sector. Likewise in 
Cameroon, the slow pace with which the monopoly power in marketing cocoa, coffee, 
and cotton, is being relinquished, is hardly justified by the need for price 
stabil ization. While poor farmers do benefit from some degree of stability, 
especially the institution of a price floor, the existing state-control led system 
has simply fostered inefficiencies in export crop marketing, thereby lowering 
prices to producers and offering them no tangible benefits (Blandford, et a1 . 
1994) . 

All of this is not to suggest that state run export enterprises can not 
help the farmer. The experience with coffee in Colombia, for example, shows the 
potential benefits of well-managed enterprises whose primary client is the 
farmer, rather than whose primary purpose is generating revenues for the treasury 
and distributing economic rents. However, the transformation of existing 
exploitative enterprises in sub-Saharan Africa will be difficult, and argues in 
favor of exploring other mechanisms such as producer cooperatives and s imi 1 ar 
types of concerns as a means of achieving the economies of scale and other 
institutional support that will facilitate export promotion. 

DOMESTIC FOOD CROP LIBERALIZATION 

Coincident with initiatives to reduce export controls have been some 
advances in removing the restrictions that impede the transmission of market- 
determined prices of food crops from the producer to consumer. On the one hand, 
producer and consumer food prices will be affected by exchange rate realignment, 
particularly in the case of tradable goods such as imported rice or maize. But 
generally of greater importance is the effect of liberalization that removes the 
restrictions that impede the transmission of market determined prices from the 
farm-gate to the consumer. 



In t h i s  regard, we have the overriding concern that  l iberal izat ion,  
especially when combined with other reforms such as devaluation and subsidy 
removal, will be harmful for  the poor, particularly those who are net purchasers 
of staple foods and those who were rel iant  on purchases through of f ic ia l  market 
channels. In addressing th i s  concern, the evolution of consumer prices paid by 
the poor i s  a good barometer of reform-induced changes in welfare. Here, though, 
i t  i s  important t o  real ize that in many instances, poor households did not have 
access to  food a t  off ic ial  prices, b u t  instead relied on open ( in  some cases 
i l l ega l )  markets for  the bulk of the purchases. 

To amplify, we can identify,  broadly speaking, four categories of market 
intervention, ranging from heavy government intervention. t o  essenti a1 ly a 
laissez-faire approach to  domestic food pricing policy. In the f i r s t  category 
of countries s t a t e  involvement was substant i a1 through procurement and resale of 
goods in rationing schemes. Examples are Madagascar and Mozambique, where such 
involvement included expl i c i t  food rationing with quantity restr ic t ions.  In the 
second category are countries such as Tanzania and Malawi, that  were also 
involved extensively in set t ing product prices through market interference, b u t  
did not become extensively engaged in administering rationing systems for the 
sale of products through ration cards and quantitative control s .  Governments in 
the third group of countries, particularly prominent in West Africa, were 
involved in the markets for r ice  and t o  a lesser extent, coarse grains and other 
crops, primarily through the i r  role as importers. In principle, government 
pol i ci es were designed t o  support domestic producers as we1 1 . In practice pub1 i c  
agencies exerted l i t t l e  influence over producer or consumer prices for  staple 
food consumption. The final category consists of those cases where the s t a t e  did 
n o t  interfere  in food markets, and l e f t  private traders unfettered. In th i s  
s i tuat ion,  reform i s  of re1 atively 1 imited relevance; though there are important 
lessons t o  be learned from such experiences. 

In the f i r s t  category of countries, Madagascar, Mozambique, and to  a 1 esser 
extent, Guinea, were a1 1 engaged extensively in rationing products under their  
control. Amongst these three countr.ies, Madagascar stands o u t  as the only one 
where some of the poor were clearly substantial losers from domestic food market 

46 l iberal izat ion.  Prior t o  reform, off ic ial  r ice  prices were kept low through 
large quantit ies of r ice  imports, which comprised nearly one-quarter of total  
demand in 1982. The low priced product was available universally in the capital 
c i ty ,  Antananarivo. While those in the upper expenditure quintil  es purchased 
more subsidized r ice  in absolute terms, re lat ive to  the i r  income, the value of 
the subsidy was greater for the urban poor (Table 34). B u t  most important, i s  
that rural households were n o t  beneficiaries of the system. In fac t ,  the 
rationing scheme was 1 imi ted t o  urban areas where the better-off households were 
concentrated, in contrast t o  the rural areas where over 90 percent of 
Madagascar's 1 ow income households are found (Dorosh, Berni e r ,  and Sarri s 1990). 

46 Another example of the urban poor losing from the elimination of food 
subsidies i s  found in Zambia (Pearce 1991). 





In the case of Mozambique, prior to economic reform the state attempted to 
exert virtual ly total control over maize marketing, including over international 
trade. One of the manifestations of that policy was the food rationing system 
in Maputo, the capital, which was purportedly intended to ensure access to food 
for the entire population. While the official price was indeed substantially 
below the open market price, in practice, the vast majority of the product was 
purchased through the high priced parallel market (Figure 17). Thus, the system 
conferred 1 ittle positive benefit on the poor. The major beneficiaries of state 
interference in markets were traders and parastatals who got access to the 
subsidized commodities at below market prices, and thereafter resold them at 
close to world market prices (Sahn and Desai 1994). 

Similarly, the food marketing system was also under state control in 
Guinea. Prior to reforms there existed a dual-market structure: officially 
priced rice was available in Conakry at prices that were subsidized as much as 
70 percent. The evidence from survey data suggests, however, that access was 
skewed toward better off households (Figure 18), although even they were reliant 
on parallel market prices that were as much as 3.5 times higher than the official 
price. In fact, prior to the instituting of economic reforms, on average, only 
25 percent of the cereals were purchased from official sources in the capital, 
while outside the capital, this figure was less than five percent. 

With the beginning of economic reforms, state controls of marketing were 
1 argely dismantled in Guinea. The 1 i beral ization process was gradual in nature, 
as the government tried to maintain a system of official subsidies to privileged 
institutions. Nonetheless, over time, liberalization of rice imports and 
domestic marketing reduced the paral 1 el market premi um on rationed imported rice, 
contributing to a decline in the retail market price in the mid-1980s. Whereas 
in 1980, for example, the parallel market price was 345 percent of the c.i.f. 
price (at paral lel exchange rates), by 1989 the retail price was only 118 percent 
of the c. i . f. price (Arul pragasam and Sahn, forthcoming). Thus, formal 
abandonment of the ration system coupled with the process of liberalization of 
imports and commercial trade contributed to cheap and abundant imported rice at 
lower real prices for the poor consumers. It should be noted, too, that farmers 
in Guinea Maritime, the region of the country nearest Conakry, are large 
consumers of imported rice. Given the weak substitutability between highly 
regarded domestic rice and 1 ower qua1 i ty imported rice, mu1 ti-market results 
indicate that increased imports would not lead to a large decline in farm-gate 
prices of rice and would in fact raise real incomes of rural households 
(Arulpragasam and Sahn, forthcoming). 

The second set of countries is exemplified by Tanzania and Malawi, where 
there was extensive control over maize markets, but no expl icit quantitative 
rationing. In the case of Tanzania, efforts to liberalize markets have been 
laconic, largely reflecting the difficulty of abandoning government direct 
intervention in food markets amidst official skepticism about the role of private 
traders in ensuring food security. Yet, the institutional weakness of the state 
grain marketing agencies contributed to enormous financial losses for these 
agencies, high marketing margins, and policies that benefited neither consumers 
nor producers. 







In the wake of progress toward 1 i beral izing Tanzanian grain markets, maize 
and rice prices fell and real incomes rose for the poor (Sarris and van den Brink 
1993). This is attributable to the easing of product shortages on parallel 
markets and improved marketing efficiency. More specifically, liberalization led 
to higher food production in response to improved price signals and greater 
avai 1 abi 1 i ty of consumer and investment goods (Col 1 i er and Gunning 1989). 
Greater market supply, coupled with the el imination of official markets (to which 
the poor did not have access), led to more moderate consumer prices in the open 
market (Amani, et al. 1988). 

Despite these improvements, a survey of private grain traders indicates 
that many impediments still remain to improving their performance. High on this 
list is the uncertainty and credibility of the actions of the state. This 
contributes to the reluctance of traders to invest in business assets, such as 
storage structures. State disengagement from the inappropriate roles assumed in 
the past is not to argue against taking on appropriate responsibilities, 
particularly in the area of re1 ieving infrastructural constraints that impede the 
activity of the private market (Amani, van den Brink, and Maro 1992). 

As in Tanzania, strict controls over the maize market have given way to 
more liberated markets in Malawi. In the pre-reform period, however, while the 
state grain agency set market prices in practice, those paid by the consumer 
diverged dramatically. Indications are that the rural poor were not well served 
by official grain outlets, but instead relied on open markets where prices were 
substantially higher, and reflected the seasonal price of storage (Sahn and 
Arulpragasam 1993). Although the early stages of reform fell short of 
expectations, in large measure because of the restrictions and regulations placed 
on private traders (Sahn, Arul pragasam, and Merid l99O), there were improvements 
in the functioning of the private markets. Some concern, however, still remains 
over the slow rate of expansion of private trade into thinner markets in the 
north of the The important point, however, is that, in general, 
consumers have not been adversely affected by the diminished role of ADMARC in 
grain marketing (World Bank 1994) .48.49 

47 Pol icy contradictions and partial implementation have been 1 argely 
responsible for the fai 1 ings of 1 i beral ization efforts (Scarborough 1994). 
4 8  A very early assessment of the impact of liberalization of maize markets 
by Lele (1989) does suggest adverse effects on the poor. 

49 Another good exampl e of the deleterious we1 fare consequences of government 
interference in maize markets is Zimbabwe. The major beneficiaries of the system 
of state controls of grain marketing were urban millers and better off large 
commercial farmers. Conversely, the benefits from liberalization would accrue 
primarily to the poor who would prefer less expensive higher extraction maize 
meal, a1 ong with the small-scale mi 1 1  ing industry that produces such products 
(Jayne, Rukini, Majek, Sithole, and Mudimu 1991). Similarly, Sahn and Alderman 
(1987) discuss the benefits of liberalizing the maize market in Soma1 ia, and 
Badiane (1989) argues that removing marketing restrictions and state interference 
in the Sahel will have positive benefits for the poor. 





f a c t ,  p r o v i d i n g  t h e  source o f  cheap foodgra ins  t o  t h e  c i t y ,  and i n  Guinea, t o  t h e  
c o u n t r y s i d e  as w e l l .  

Whi le  t h e r e  i s  1  i t t l e  ques t i on  t h a t  t h e  Guinea exper ience o f  r a i s i n g  urban 
f ood  s e c u r i t y  th rough  i m p o r t i n g  cheap bas i c  s tap les ,  p a r t i c u l a r l y  o f  l ow  cos t ,  
1  ow qua1 i t y  r i c e ,  f i n d s  appl  i c a b i l  i t y  e l  sewhere i n  West A f r i c a ,  t h e  u n d e r l y i n g  
concern ove r  t h e  adverse e f f e c t s  on a g r i c u l t u r e  remain. T h i s  be ing  sa id ,  
however, e f f o r t s  t o  ach ieve s e l f - s u f f i c i e n c y  i n  food g r a i n s  by  1  i m i  t i n g  access 
t o  cheap r i c e  on w o r l d  markets have been unsuccessful  i n  reduc ing  t h e  f l o w  o f  
food  impor ts .  Moreover, t hey  have represented an i n e f f e c t i v e  pove r t y  a l l e v i a t i o n  
s t r a tegy ,  and d i v e r t e d  a t t e n t i o n  f rom n o n - t r a d i t i o n a l  expor ts  and o t h e r  
s t r a t e g i e s  t h a t  would use resources more e f f i c i e n t l y  (S t ryker ,  e t  a l .  1994). 

I n  c o n t r a s t ,  many governments i n  East and Southern A f r i c a  were h e a v i l y  
engaged i n  maize marke t ing  th rough  procurement schemes t h a t  o f t e n  d i s c r i m i n a t e d  
aga ins t  t h e  farmer,  and d i d  l i t t l e  t o  he lp  t h e  poor consumer. E l i m i n a t i n g  t h e  
p a r a s t a t a l  s t r u c t u r e s  r espons ib l e  f o r  g r a i n  marke t ing  has proven much more 
d i f f i c u l t .  Desp i t e  t h e  gradual  na tu re  o f  t h e  process, 1  i be ra l  i z a t i o n  has 
occur red  i n  a l l  cases s tud ied .  Furthermore, t h e  poor a re  i n  general  n o t  t h e  
l o s e r s ,  a1 though, i n  some cases o f  remote and ve ry  t h i n  markets (e.g., t h e  n o r t h  
o f  Malawi) ,  t r a d e r s  have been slow t o  p i c k  up t h e  s l a c k  l e f t  beh ind by t h e  
disengagement o f  t h e  s t a t e .  Nonetheless, t h e  o v e r a l l  evidence i n d i c a t e s  t h a t  
p r o t e c t i n g  t h e  i n t e r e s t s  o f  consumers i s  g e n e r a l l y  a  weak j u s t i f i c a t i o n  f o r  
d e l a y i n g  t h e  1  i b e r a l  i z a t i o n  o f  food  markets.  And even i n  those cases where t h e r e  
i s  no s t r o n g  ev idence o f  improved p r i c i n g  e f f i c i e n c y  subsequent t o  reforms, t h i s  
must be eva lua ted  i n  t h e  c o n t e x t  o f  t h e  d u a l i s t i c  na tu re  o f  market s t r u c t u r e s  
t h a t  o f t e n  e x i s t e d  p r i o r  t o  re forms.  

O f  course, a rgu ing  aga ins t  t h e  types o f  s t a t e  i n t e r f e r e n c e  i n  commodity 
markets t h a t  has cha rac te r i zed  A f r i c a  i n  t h e  pas t  i s  n o t  synonymous w i t h  no r o l e  
f o r  government i n  pu rsu ing  household food s e c u r i t y .  I n  f a c t ,  where f e a s i b l e ,  i t  
i s  i d e a l  f o r  t h e  s t a t e  t o  be engaged i n  i d e n t i f y i n g  t h e  poor, and t h e r e a f t e r  
t a r g e t i n g  t r a n s f e r s ,  whether they  be i n  cash o r  k i nd .  For example, i n  
Mozambique, an i n e f f e c t u a l  and expensive food r a t i o n i n g  system was i n  p lace  i n  
t h e  c a p i t a l  c i t y ,  Maputo, p r i o r  t o  t h e  onset o f  adjustment.  The i r o n y ,  however, 
i s  t h a t  t h e  y e l l o w  maize g r a i n  i n  t h e  r a t i o n  system, i s  an i n f e r i o r  product ,  w i t h  
a  nega t i ve  income e l a s t i c i t y  f o r  t h e  non-poor. Therefore,  i t  would have been 
p o s s i b l e  s imp l y  t o  augment t h e  supply  o f  t h e  y e l l o w  maize g r a i n  t h a t  was 
a v a i l a b l e  i n  open markets  t o  reduce t h e  p r i c e  of y e l l o w  maize.53 T h i s  would 
have ach ieved t h e  w e l f a r e  o b j e c t i v e s  p u r p o r t e d l y  m o t i v a t i n g  t h e  f a i l e d  r a t i o n i n g  
system (Dorosh, d e l  Ninno, and Sahn 1994). 

Whi 1  e  t h e  Mozambique example should n o t  be viewed as genera l  i zabl  e, i n s o f a r  
as t h e  convenience o f  a  s e l f - t a r g e t i n g  commodity i s  an a t t r i b u t e  t h a t  i s  n o t  t o  
be found i n  a l l  con tex ts ,  i t  does show t h e  need t o  search f o r  m o d a l i t i e s  t h a t  a re  
e f f i c i e n t  means o f  t r a n s f e r r i n g  income t o  t h e  poor.  I n  Guinea, f o r  example, 

The c o s t  o f  i n c r e a s i n g  impor ts  o f  ye1 low maize cou ld  have been pa id  f o r  by 
reduc ing  t h e  amount o f  r i c e  (a  l u x u r y  good f o r  t h e  poor)  p rov ided .  



imports of low quality rice are effectively self-targeting (Arulpragasam 1994). 
Multi-market simulations indicate that a ten percent reduction in the tariff on 
low-quality imported rice54 results in an increase in the daily per capita 
calorie intake of the urban poor by 2.85 percent and a reduction in the headcount 
of poverty from 35.6 to 33.0 percent of the urban population. Moreover, as noted 
above, local and low-quality imported rice are relatively poor substitutes, so 
that the tariff reduction has only a minor effect on the price of higher quality 
local rice and a marginally positive effect on real incomes of rural households 
near Conakry. 

In contrast to these examples of the market mechanisms to target subsidies, 
in Madagascar imported rice is of higher quality and is a closer substitute for 
local rice. Imported rice is thus not self-targeting and appears to have had 
more significant disincentive effects on producers than in Guinea. CGE 
simulations indicate that the imposition of a 30 percent tariff on imported rice, 
a pol icy debated by Malagasy government in the early 1990s, leads to small 
increases in paddy production and in real incomes of surplus-producing farmers. 
Urban poor households suffer a 1.9 percent decl ine in real incomes in the short 
run (Dorosh 1994). 

The differences in the country experiences noted above reinforce the need 
for an analytical framework that identifies avenues to increase food security 
without resorting to inherently distortionary market interventions. In Guinea, 
like in Mozambique, this can be achieved through policies that promote the 
increased imports of low priced, low qua1 ity basic staples. In these instances, 
domestic producers are not threatened, at least in the short-term. In the long- 
term, this is even less likely to be a problem if countries adopt sensible 
strategies to promote exports, and diversification, both from the point of view 
of the composition of agricultural incomes, as well as between agriculture and 
other income sources, particularly from small -scale manufacturing and services. 

I M P R O V I N G  T H E  PERFORMANCE O F  AGRICULTURE 

Finally, there remain two issues that are of great importance in 
conditioning the abil ity of reforms in food markets and agriculture to contribute 
to poverty alleviation. These are the questions of supply response and access 
to land. Our purpose here is not to resolve various debates such as the nature 
of pub1 ic investments to spur agricultural innovation, or what in fact should be 
done to address the constraints 1 i sted be1 ow. Many of the gender-di fferenti ated 
impediments considered in the following discussion are embedded in the social and 
economic structures of sub-Saharan Africa. Instead, we highlight the need to 
further consider the appropriate role of the state in facil i tating increased 
agri cul tural and reduced rural poverty. 

54 Guinea's rice imports in the early 1990s were mostly 25 percent brokens. 



Supply Response in Agriculture 

The preceding analysis of the impact of macro and market prices on output 
and incomes assumes only limited price responsiveness. The jury is still out, 
however, on what are reasonable expectations in terms of the response of 
aggregate output to policy change, and how this response can be bolstered. 

Data on agricultural production in Africa paint a rather somber picture of 
trends in the past two decades. A simple unweighted average of food production 
per capita in the ten countries in Table 35 shows a decline of 12 percent between 
1975-77 and 1989-91. Real agricultural GDP has fallen by a similar percentage 
(Table 36), while agriculture's share in GDP has remained roughly constant, on 
average (Tab1 e 37). 

Data on trends in food production for Africa are of uncertain quality, 
however, given the 1 imited resources devoted to the difficult task of collecting 

55 information on multiple crops grown in remote rural areas. One questions, for 
example, the validity of the large declines in per capita food production in 
Cameroon, The Gambia and Ghana in Table 35, given general macro-economic 
performance and the absence of significant increases in real food prices in these 
countries. Improvements in survey data and information systems are badly needed 
to improve agricultural pol icy evaluation and pl anning in most African countries. 

Apart from possible measurement problems, lackluster performance of the 
agricultural sector would not be unexpected given the general lack of improvement 
in producer prices following agricultural pol icy reform. 56 In addition, 
weather, civi 1 strife and other factors greatly compl icate the interpretation of 
the observed production trends. A number of studies have found that price 
elasticities are low, especially for aggregate supply (Bond 1983; Lecaillon and 
Morrisson 1985, for Burkina Faso; Strauss 1984, for Sierra Leone; Martin and 
Crawford 1988, for Senegal; and Singh and Janakiram 1986, for Nigeria). 
Exceptions to this finding of low own-price elasticities, such as rice in Mali 
(Lecai 11 on and Morri sson l986), were generally 1 imi ted to single crop response, 
not aggregate output. A more recent study by Block (1993), however, suggests 
that the agricultural sector has been well served by reforms that raised producer 
incentives. Total factor productivity appears to have increased owing to pol icy 

55 See Jaeger (1992b) for a more detailed discussion of the qua1 i ty of African 
production data. 

56 Trends in producer prices are difficult to interpret, however, since the 
only data from pre-reform periods in most countries refer to official producer 
prices, not market prices which most farmers faced. Nevertheless, in some 
countries, there were substantial increases in real prices faced by farmers. 
Real producer prices for rice rose by 20 percent in Madagascar in the 1990s due 
to market 1 i beral ization and the reduction in subsidized imports (Dorosh, Bernier 
and Sarri s 1990). In Mozambique, economic reform and the legalization of private 
trade resulted in a 28 percent increase in real white maize producer prices over 
the same period (Dorosh and Bernier 1994). 









reform, even though technical change, the usual driving force behind such gains, 
has been 1 imi ted. 

While resolving the elasticities question and the problems of production 
estimates are beyond the scope of this paper, it is amply clear that recovery in 
agriculture through increasing factor productivity is the key to both reducing 
poverty and accelerating economic growth in most African countries. For example, 
policies that would increase rice production are shown not only to have the 
expected positive impact on the rural households, but also improve the incomes 
of the urban poor in Conakry (Arulpragasam 1994). Similar mu1 ti-market results 
are found for the impacts of a potential post-war recovery of agricultural 
production on both rural and urban households in Mozambique (Dorosh and Bernier 
1994). 

Kon6 and Thorbecke (1994) use a growth-multiplier analysis to show that 
in Zaire investing in agriculture is the most effective strategy to both 
a1 1 evi ate poverty and increase GDP. Li kewi se, Dorosh and Haggbl ade (1993) report 
1 arge growth mu1 tip1 iers for investments in the rehabil i tation of small irrigated 
rice perimeters in Madagascar. CGE model simulations indicate that increasing 
small-holder irrigated rice production in Madagascar a1 so leads to increased real 
incomes of the urban poor (Dorosh 1994). 

The strong evidence in favor of agricultural recovery as being a key 
element of any strategy to accelerate economic growth is in 1 arge measure due to 
the fact that farmers are indeed responsive to price and market signals. 
However, it is equally true that a wide range of factors determine the size of 
the response including the stock of unused resources (e.g., land), the mobility 
of 1 abor, the marketing infrastructure, the extent of knowledge and available 
information, and the degree of risk-aversion, as determined by the instability 
of the economic and natural environment. In most of these areas, there is also 
general consensus that publ ic investments have a role in fostering aggregate 
output growth. In other words, certain publ ic inputs into agriculture, including 
investments in research, extension, informat ion systems and so forth are needed 
to expand the supply response and raise real incomes. Successful adoption of 
improved plant varieties (e.g. fl int maize in Ma1 a ~ i ~ ~ ) ,  is unfortunately still 
the exception in much of Africa. More typical is Madagascar, where limited 
supply response to improved price incentives in rice was linked to low use of 
fertilizers and inadequate water control (Bernier and Dorosh 1993). 

In considering the constraints placed on agriculture being the engine of 
economic recovery among the most prominent problems is the dilapidated or 1 imited 
market infrastructure. For example, a survey of traders in Tanzania showed that 
the paucity of marketing structures and feeder roads were impediments to reducing 
marketing margins. So, too, the lack of communication infrastructure hindered 
the activities of private traders (Amani, van den Brink, and Maro 1992). The 
costs of inefficient marketing are particularly evident in Guinea where the cost 
of transporting a kilogram of rice from Boke to Conakry in 1987 was three times 



as expensive as that of transporting a kilogram of rice from Bangkok to Conakry 
(Arulpragasam and Sahn, forthcoming). These costs not only act as impediments 
to domestic commerce and production, but have large welfare costs. In fact, 
mu1 ti-market results indicate that reducing the marketing margins by 30 percent 
for food products contributes to an increase of local rice consumption by 18.5 
percent in Conakry, once again raising real incomes of the urban poor, as well 
as the rural poor (Arulpragasam 1994). A similar story emerges from the CGE 
model results for Cameroon (Benjamin 1993). Thus, it is quite clear that while 
dismantl ing of marketing parastatal s that impede commerce and reduce incentives 
is prerequisite to rural recovery and poverty alleviation, so too are 
complementary efforts to lower the high transaction costs that presently face 
producers and consumers. Conversely, the dismantling of marketing parastatals 
that not only reduced incentives, but contributed to high transaction costs, is 
commended. 

It is also critical to note that the constraints faced by small farmers 
that have lessened their benefits from improved price signals, as well as the 
benefits to the economy as a whole, may be particularly acute for women. Among 
these constraints are restrictions on labor mobility, the high cost of 
transportation to market, and lack of access to land, agricultural inputs, credit 
and extension services. 

Restrictions on women's labor mobility stem from asymmetry in men's and 
women's obl igations, re1 atively fewer female rights and weaker bargaining 
positions. When women in Cdte dYIvoire turned to producing and marketing 
attiekc5 (a food from cassava) the costs far outweighed the benefits. The 
production added to women's other jobs of household work and they received low 
profits because of their lack of access to prepared land and transportation 
(Traore 1984). Kennedy and Bouis (1989) show that in the Philippines and Kenya 
changing production from semi-subsistence crops to cash crops increased household 
incomes. In the Philippines, women used their increased income to hire 
additional labor and thus to do less work during periods of pregnancy and 
nursing. In compari son, women in 1 abor-constrained Kenya spent the extra income 
to support a more energy-intense diet. 

Even though the heavy demands of childrearing and other household 
activities may limit the availability of women's labor for increasing 
agricultural output, increased opportunities for wage employment and income 
generation may be perceived as beneficial by women. For example, in the Ibarapa 
District of Nigeria, a case study of women's agricultural work by Guyer and Idowu 
(1991) concludes that "unless the economy goes into absolute decl ine, the demand 
for female wage 1 abor in 1 ocal men's farming will increase . . . women will we1 come 
this development as yet another way to earn a living . . . Short of a cultural 
revolution, women will continue to generate economic niches that allow them to 
do this, and indeed try to make the greater contributions [from] the high prices 
induced by SAP demand" (276-277). 



Rural poor women farmers may also have less access to agricultural 
imp1 ements, extension services and credit. A1 though formal credit facil i ties and 
extension services are oriented toward large estate farms and cash crops, women 
are underrepresented in estate and cash-crop production. Issues of training 
center location, 1 ack of food crop research and inaccessibility to credit apply 
to all small holders, both women and men. However, among small holders, women 
receive relatively fewer productivity-enhancing inputs. 

For example, in .parts of The Gambia women's productivity in individual 
farming is consistently estimated as 70 percent below men's because women tend 
to grow crops with technologies that result in lower net returns on their labor 
time. Average lower labor productivity than men for the same crop also is 
explained by access to labor-saving implements (von Braun and Webb 1987). 
Gladwin and McMillan (1989) found that female farmers in Malawi used suboptimal 
quantities of fertilizer. When access to cash and credit were held constant 
gender did not have a significant direct effect on fertilizer use. 

Similarly, Gladwin and Due (1991) modeled a farmer's decision between 
chemical and organic fertil izer in Malawi and Cameroon and showed that women 
farmers want to use chemical fertilizer on maize but are constrained by lack of 
cash and credit rather than their beliefs in organic  substitute^.^' This model 
a1 so showed that women farmers are very risk-averse, and they therefore 1 imit 
their use of credits in fear of defaulting on loans in bad years. Koons (1989) 
also found in Cameroon that farmers who purchased inputs were visited often. 
Women felt they should not ask for farm visits because they were too poor, too 
small or too far away, or that visits were only for farmers who purchased inputs 

When women produce cash crops or when extension information appl ies to food 
crop production, studies show that a female extension agent and grass roots or 
community organizations for women increase the availability of extension 
information to women farmers (Gill 1987; Saito and Spurling 1992). The 
assumption that extension information provided to the husband will be passed on 
to his wife (or wives) often does not hold.59 Due to gender stereotyping, male 
extension agents may not work with female farmers. 60 In many African 
countries, few women are full members of farmer's clubs or organizations. In 
Ma1 awi , by 1 aw, married women are automatic members receiving credit indirectly 

This low utilization of purchased inputs is not 1 imited to women, however, 
and is characteristic of all poor farmers in most of Africa (e.g., see Sahn 
1993). 

59  In Kenya, interviewed rural women reported that their sources of 
agricultural advice were 40 percent from extension workers, 30 percent from 
husbands and 30 percent from others (Gill 1987). 

60 The 1980-81 National Sample Survey of Agriculture in Malawi found that 54 
percent of husbands received extension advi ce from an extension worker, compared 
to 33 percent of wives and 32 percent of female heads of households (Quisumbing, 
Schwartz, and Chibawana 1992). 



through their husbands. Other, never married, divorced or women in polygamous 
relationships go to the clubs as individuals. Social stigmas set them apart from 
ma1 e participants (Due and Gl adwin 1991). Formal izing womeny s clubs or 
organizations, and redefining membership based on individual (including 
small holder) farming may be one method of increasing female access to 
information. 

Land Reform 

Perhaps the most contentious area for intervention by the state in terms 
of raising output and improving equity is in the area of the underlying 
indigenous institutions that affect the access to, and use of land. In countries 
and regions where land scarcity is not a major problem, access is not a major 
pol icy issue. In many other cases, where density is high and land pressures are 
increasing, access i s becoming increasingly important. Thi s i s nowhere more 
obvious than in cases such as Malawi, where our research has shown the 
deleterious consequences for the welfare of poor, and the economy as a whole, of 
the interference of the state in land market transactions and the imposed duality 
between estates and smal 1 holder procedures (Sahn and Arul pragasam 1991a, 1991b, 
1993). The 1 i terature on 1 and reform does indicate that state intervention, e.g. 
through titling schemes, is generally not warranted or effective (Feder and 
Noronho 1987; Shipton 1987). However, the issue remains as to the adequacy of 
institutional arrangements governing land use, and how to provide incentives, 
reduce uncertainty, and address asymmetric information in factor markets. In 
fact, the evidence in this regard is conflicting. Some have argued that the 
inadequacy of the public resources of the state has been a major contributing 
factor to failed institutional arrangements in 1 and markets (Feder and Feeny 
1991). This viewpoint clashes with the perspective that the property rights 
regimes have not impeded technological change, and that there is no overall 
problem of "missing institutions" that have slowed productivity gains or 
exacerbated poverty in rural areas. Instead, dangers exi st for i nequi tab1 e 
distribution of land caused by the introduction of proposed titling schemes. 
Thus, instead of allocating public resources to the bureaucratic implementation 
of cadastral survey and 1 and ti tl i ng schemes, resources should be directed toward 
the development of agricultural techno1 ogy, such as that which increases 1 abor 
productivity without increasing risk, adapting to Africa's particular 
agrocl imates and economi c conditions (van den Brink and Broml ey 1992). 

Land ownership is especi a1 ly problematic for women due to traditional 
patrilineal inheritance schemes (Goheen 1991; Haddad 1990). Thus, even in 
countries and regions where land scarcity is not a major problem, ownership is 
an impediment for women farmers. Expansion of cash cropping and increased 
competition for land acquisition has disadvantaged women's land ownership. In 
Cameroon, privatization measures have altered a woman's right to own land 
compared to usufruct rights to 1 and under traditional 1 aws (Goheen 1991) . In 
some cases, increased production of cash crops relocated food crops farmed by 
women to lower qua1 ity 1 ands which may be situated farther from villages (Saito 
and Spur1 ing 1992). . 



SUMMARY 

Agricultural and food policies determine to a large extent how 
macroeconomic policies and world market prices affect domestic producers and 
consumers. In a number of countries, inappropriate policies in these sectors 
prevent macro-pol icy reforms from changing re1 ative prices, improving producer 
incentives and el ici ting a supply response in agriculture. Given agriculture's 
large share in total domestic output and in employment, the lack of coordination 
of agricultural and food policy with broader trade, exchange rate and fiscal 
reforms jeopardize macro-economic, sectoral and household 1 eve1 objectives of 
adjustment. 

Unfortunately, state intervention in agriculture in Africa has often been 
to the detriment of the poor. Producer prices for crops produced by the rural 
poor have been kept artificially low through explicit taxation of exports, 
marketing restrictions and inappropriate exchange rate pol icies. Moreover, in 
most cases, the urban poor have not greatly benefited from food subsidies, 
ostensibly designed to increase their welfare. 

Experience to date with reform is mixed. Changes in relative prices 
succeeded . in raising real incomes of producers in Ghana (cocoa), Madagascar 
(rice) and Mozambique (white maize). Initial efforts at market 1 i beral ization 
in Ma1 awi and Tanzania 1 i kewise appear to have raised real incomes of producers 
without significant adverse effects on the urban poor. And at least in some 
cases, there is sizeable evidence that agricultural reform has worked in the 
favor of poor women, as well as poor men. Yet supply response in agriculture has 
been in most cases disappointing, suggesting the need for complementary reforms 
and investments. 

As illustrated by the wide array of approaches and experiences in food 
market interventions discussed in this section, it is extremely difficult to draw 
general i zat i ons about agricultural pol icy reforms, part i cul arl y in regard to food 
crops. Micro-level factors, including institutional marketing arrangements, time 
constraints faced by women farmers, lack of access to inputs and local agro- 
ecological conditions, make design of agricultural pol icy country-specific. 
Understanding and overcoming country- and region-specific constraints on the 
supply response of agriculture is crucial for sustained agricultural growth and 
poverty reduction. 



6. CONCLUSIONS, RECOMMENDATIONS AND POLICY IMPLICATIONS 

Our analysis of the types of economic policy reforms undertaken in 
Africa under the conditional i ty of adjustment credits suggests that on 
balance, they have not had a deleterious impact on the poor. In fact, apart 
from the few exceptions we have noted, most of the poor in most countries were 
likely to have been net gainers to the extent that their governments undertook 
the types of adjustment policies discussed in the previous sections of this 
paper. This is not to say that there are no losers as a result of reform. 
Likewise, losers may include some of the poor and vulnerable. Of particular 
concern has been the plight of retrenched workers and women. While the 
evidence regarding both groups is mixed, the heterogeneity of the poor 
suggests the need not to neglect dimensions such as gender in the analysis. 
The biggest losers from adjustment policies, however, are the urban elite who 
had access to official markets and prices. It comes as no surprise, 
therefore, that the pace of reform in much of Africa has been retarded by the 
influence of politically astute and persuasive elements of society who 
benefited from access to rents, particularly through control1 ing cheap foreign 
exchange, cheap credit, and other rationed goods. 

Why do our results differ from the received wisdom? We believe the 
answer to that question is to be found foremost in the fact that we have 
focused on the with and without question, instead of being concerned with a 
before and after comparison. As we indicated in the introduction, the 
counterfactual is the appropriate measure by which to judge the merits or 
failings of policy change. 

Other 
commonly he 
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unfavorable 
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factors also explain the divergence of our findings from more 
d perceptions. First, there is often a failure to distinguish 
recession, brought on by egregious policy distortions and 
external conditions, and the subsequent pol icy response, as 
adjustment programs. Second is that there is often a failure to 
between the receipt of adjustment loans and actual pol icy reform. 
ies have had adjustment programs financed by the international 
Few have shown a strong commitment to correcting bad pol icy; and 

even where reforms have been undertaken, they are often reversed. The 
pol i tical economy considerations that impede reform, and its sustainabil ity, 
are clearly of great concern, although not surprising in 1 ight of the 
distributional impacts discussed above. It is an error, however, to suggest 
that the declining living standards in countries receiving loans, is a failure 
of policy. Instead it is a failure of the institutions charged with 
implementation of policy to embrace and institute reform. 

A third additional point in explaining our research results is our 
attention to the role of parallel markets and the underground economy. As we 
have indicated, the implications of reform programs on the functioning of open 
versus controlled markets for foreign exchange, food, inputs, and so forth, 



are  r a d i c a l  l y  d i f f e r e n t  . Most research, however, has examined movements i n  
o f f i c i a l  markets.  A t t e n t i o n  t o  t h e  p a r a l l e l  open markets where t h e  poor 
p a r t i c i p a t e  as consumers and producers r e s u l t s  i n  d i f f e r e n t  conc lus ions,  again  
e x p l a i n i n g  t h e  l a c k  o f  correspondence between some o f  our  r e s u l t s  and t h e  
ideas  g e n e r a l l y  i n  good currency.  

Whi le  ou r  message may be d i ve rgen t  f rom those openly  a n t a g o n i s t i c  t o  
ad justment  p o l i c i e s ,  we a l s o  recogn ize  t h a t  f o r  t h e  c o u n t r i e s  t h a t  have 
ad justed,  t h e  r e s u l t i n g  economic ga ins  have been marg ina l  i n  most cases. 
Adjustment programs i n  A f r i c a  have n o t  generated r a p i d  and sus ta i nab le  
economic g rowth  t h a t  cou ld  produce comparable ga ins  f o r  poor  households, no r  
have t h e y  r e s u l t e d  i n  a  r a d i c a l  r e d i s t r i b u t i o n  o f  e x i s t i n g  resources i n  f a v o r  
o f  t h e  poor .  I n  p a r t ,  t h i s  r e f l e c t s  poor  implementat ion o f  t h e  p o l i c i e s  
i n c l u d e d  i n  t h e  program r a t h e r  than  i n e f f i c a c y ,  a  p o i n t  we r e t u r n  t o  below. 
But  i t  i s  a l s o  t r u e  t h a t  even i n  A f r i c a n  c o u n t r i e s  w i t h  r e l a t i v e l y  more 
aggress ive  p o l i c y  re form,  growth, w h i l e  improv ing,  i s  c e r t a i n l y  n o t  
spectacu l  a r .  6 1 

Expor ts  have a l s o  been slow t o  recover  f rom l osses  i n  market share, and 
account imbalances have worsened i n  some cases. Simply pu t ,  t h e r e  a re  no 
As ian dragons i n  A f r i c a .  Thus, w h i l e  re forms assoc ia ted  w i t h  adjustment 
programs may have been on-balance f a v o r a b l e  f o r  t h e  poor,  f o r  t h e  economies as 
a  whole such e f f o r t s  have n o t  worked even smal l  m i rac l es .  T h i s  comes as no 
s u r p r i s e ,  and i n  p a r t  r e f l e c t s  t h e  l i m i t e d  purv iew and scope o f  t h e  balance o f  
payments suppor t  and t h e  r e 1  a ted  c o n d i t i o n a l  i t y  o f  adjustment lend ing .  I n  
p a r t ,  t h e  weakness i n  a c t u a l  des ign  o f  adjustment l e n d i n g  by t h e  ex te rna l  
sponsors i s  undoubted ly  a  c o n t r i b u t o r .  Not c l e a r l y  s p e l l i n g  o u t  cond i t i ons ,  
n o t  f ocus ing  on p r i o r i t i e s ,  and n o t  hav ing s u f f i c i e n t  i n s i g h t  and knowledge, 
o r  an a p p r o p r i a t e  a n a l y t i c  framework f o r  t h e  des ign o f  adjustment programs, 
a re  p a r t  o f  t h e  problem. So too ,  i s  t h e  f a i l u r e  t o  i n c o r p o r a t e  complementary 
measures t o  promote economic growth e a r l y  enough i n  t h e  process. These 
measures i n c l u d e  t h e  renewed emphasis on human resource development, and 
investments  t o  f a c i l i t a t e  t h e  growth o f  t h e  p r i v a t e  sec to r ,  such as 
i n f r a s t r u c t u r e  development and improved 1 egal  and r e g u l a t o r y  frameworks. 
G i v i n g  p r i o r i t y  t o  such measures i s  paramount, a  f a c t  be ing  i n c r e a s i n g l y  
r e f l e c t e d  i n  t h e  des ign  o f  ad justment  loans.  It i s  a l s o  t h e  case, however, 
t h a t  investment  p r o j e c t s  and t e c h n i c a l  ass is tance  may be b e t t e r  m o d a l i t i e s  
than  ba lance o f  payments suppor t  t o  f o s t e r  t h e  development o f  human resources, 
augment p h y s i c a l  c a p i t a l  and improve t h e  e f f i c i e n c y  and f a i r n e s s  o f  markets.  
Furthermore, p r o j e c t s  o f f e r  g r e a t e r  o p p o r t u n i t y  f o r  address ing non-economic 
s o c i a l  and c u l t u r a l  f a c t o r s  t h a t  c o n t r i b u t e  t o  pove r t y  and d e p r i v a t i o n ,  such 
as gender d i s c r i m i n a t i o n  and t ime  c o n s t r a i n t s  (due t o  demands f o r  household 
work) t h a t  l i m i t  women's p a r t i c i p a t i o n ,  and thus  t h e  p o t e n t i a l  b e n e f i t s  from, 
and e x t e n t  o f ,  economic recovery .  

61 Whi le  r e c e n t  s t u d i e s  such as t h e  World Bank's r e p o r t ,  Adjustment i n  A f r i c a  
(1994), make t h e  case t h a t  r e fo rm ing  c o u n t r i e s  per fo rm b e t t e r  than  non-reformers, 
t h e  d i f f e r e n c e s  a re  n o t  1  arge. 



RECOMMENDATIONS 

A number o f  recommendations f o r  f u t u r e  adjustment l e n d i n g  f o l l o w  f rom 
t h e  conc lus ion  t h a t  r a p i d  re fo rm  b e n e f i t s  t h e  poor, d e s p i t e  t h a t  i t  may n o t  be 
s u f f i c i e n t  t o  r e a l i z e  t h e  dual  o b j e c t i v e s  o f  r a p i d  growth and pove r t y  
a l l e v i a t i o n .  Perhaps most c r u c i a l  t o  making adjustment more e f f e c t i v e ,  
exchange r a t e  and t r a d e  po l  i c y  re forms should proceed r a p i d l y .  E l  i m i n a t i o n  o f  
q u a n t i t a t i v e  r e s t r i c t i o n s  and f o r e i g n  exchange r a t i o n i n g  a re  po l  i c y  changes 
t h a t  war ran t  immediate and f u l l  imp1 ementation, bo th  on e q u i t y  and e f f i c i e n c y  
grounds. Where such p o l i c i e s  have been slow t o  be implemented, t h e  
impediments such poor p o l i c y  performance imp l y  f o r  economic success a r e  g rea t .  

I n  terms o f  f i s c a l  po l  i c i e s ,  t h e  macroeconomic i n s t a b i l  i t y  t h a t  ensues 
f rom i r r e s p o n s i b l e  f i s c a l  management th rea tens  bo th  growth and equ i t y .  Th i s  
a p p l i e s  even t o  t h e  bes t  o f  A f r i c a ' s  performers,  such as Ghana, t o  say no th ing  
o f  comple te ly  d e b i l i t a t i n g  p o l i c i e s  i n  c o u n t r i e s  such as Za i re .  The major 
f i s c a l  p o l i c y  i s sue  f o r  t h e  poor i s  how money i s  spent, and how revenue i s  
r a i sed ,  w i t h  t h e  o v e r r i d i n g  impera t i ve  t h a t  t h e  t o t a l  l e v e l  o f  spending i s  n o t  
t o o  g r e a t  t o  f u e l  i n f l a t i o n  and crowd ou t  p r i v a t e  investment.  On bo th  counts, 
t h e r e  i s  cons iderab le  1 a t i  tude  t o  move r a p i d l y  t o  improve p o l  i c y  performance, 
and t hus  outcomes. The need f o r  increased p r o g r e s s i v i t y  i s  p a r t i c u l a r l y  acute 
f o r  expend i tu res  i n  t h e  s o c i a l  sec to r s  and f o r  t h e  s t r u c t u r e  o f  t a x a t i o n .  
Whi le t h i s  t r u t h  i s  w ide l y  acknowledged, progress i n  t h i s  domain has been 
slow. L ikewise,  a key component t o  any broad based a t t a c k  on pove r t y  t h a t  
i nc l udes  t h e  s t a t e  as a p a r t n e r  r e q u i r e s  a r e a l l o c a t i o n  o f  t h e  budget f rom 
suppo r t i ng  b l  oated and unproduc t i ve  bureaucrac ies t o  se rv i ces  and investment 
t h a t  reach  t h e  poor. The p o l i t i c a l  d i f f i c u l t i e s  i nvo l ved  i n  weak regimes 
r e a l  l o c a t i n g  t h e  budget and e l  i m i n a t i n g  j obs  and r e n t  seeking i s  n o t  
underest imated. Such a c t i o n  w i l l  r e s u l t  i n  t h e  l o s s  o f  suppor t  f rom some 
p o l i t i c a l l y  a s t u t e  a l l i e s .  However, t h e  harsh i m p l i c a t i o n s  ( f o r  t h e  dual  
o b j e c t i v e s  o f  growth and e q u i t y )  o f  f a i l i n g  t o  r e fo rm  t h e  p u b l i c  sec to r  and 
e l i m i n a t e  r e n t s  should a l s o  n o t  be minimized. 

When i t  comes t o  re forms i n  t h e  a g r i c u l t u r a l  sec to r ,  t h e r e  i s  l i t t l e  
j u s t i f i c a t i o n  f o r  t h e  widespread p r a c t i c e  o f  gradual e l i m i n a t i o n  o f  s t a t e  
c o n t r o l s  t h a t  t a x  producers o f  expo r t  crops. Instead, i t  i s  impera t i ve  t o  
move r a p i d l y  t o  l i b e r a l i z e  expo r t  c rop  market ing arrangements t h a t  have taxed 
smal l  farmers.  I n  genera l  , re fo rms i n  domestic market ing arrangements f o r  
food  crops should a l s o  be made r a p i d l y ,  a l though some a t t e n t i o n  needs t o  be 
g i ven  t o  t h e  anomalous circumstances when a share o f  t h e  poor l o s e  f rom t h e  
e l i m i n a t i o n  o f  food subs id ies,  o r  t h e  wi thdrawal  o f  s t a t e  procurement 
agencies. Targeted t r a n s f e r s  can be considered under such circumstances. 
Caut ion, bo th  about t h e  demanding managerial requirements f o r  t a r g e t i n g ,  and 
t h e  p o t e n t  i a1 adverse consequences, rang ing  from encouraging ren t -seek i  ng 
behav io r  t o  impeding market development i s  warranted. 

Ove ra l l ,  w h i l e  t h e r e  may be impor tan t  i ssues  o f  t i m i n g  o r  sequencing o f  
re forms,  these  a r e  f o r  t h e  most p a r t  a ma t te r  o f  ensur ing  reasonable 
macroeconomic management o f  t r a n s i t i o n s .  For example, under tak ing  nominal 
exchange r a t e  d e p r e c i a t i o n  w i t h  t h e  i n t e n t  o f  a f f e c t i n g  t h e  r e a l  exchange r a t e  



is predicated on the pursuit of disciplined fiscal and monetary policy. For 
the most part, however, the issue of sequencing of reforms is highly context 
specific, making generalizations difficult. Again to illustrate, import 
1 i beral ization should generally not be undertaken without removing barriers to 
exports, and in fact, the removal of certain import ties and barriers, 
particularly on luxury goods, may commend phasing such efforts. In some cases 
where labor market and other policies impede factor mobility, it may also be 
important that these be addressed synchronously to have the most beneficial 
impact on the poor. These examples of logical management of the ordering of 
policy change depend on the nature of the distortions that are extant, and the 
structure of the economy. While care thus must be given to managing 
macroeconomic and sectoral reforms, part i cul arly to ensure that the overall 
growth and stability objectives are achieved, once this is done, the addition 
of a poverty dimension to the timing and sequencing issue, for the most part, 
is an unnecessary academic complication that has provided an excuse to slow 
the process of reform. Simply, since the evidence shows that key adjustment 
policies (e.g., trade and exchange rate, fiscal, and agricultural and food 
market reforms) benefit the poor, governments should proceed with these 
reforms as rapidly as is feasible while maintaining macro-economic and 
sectoral pol icy coherence. 

In that regard, rapid disengagement of the state from inappropriate 
interference in markets, such as manifested through foreign exchange rationing 
and forced procurement of agricultural output, can be achieved with a minimum 
of managerial oversight. Likewise, there is enough excess in state employment 
that large reductions in the public sector work force can be achieved without 
undue delays, even if this process begins with a removal of ghost workers and 
closing of money losing state enterprises. 

Where the problem of rapid reform becomes more challenging (and thus far 
most debilitating to the growth and poverty agenda) is in the area of fiscal 
priorities. For example, in the area of tax policy, even if one makes the 
appropriate legal reforms, enforcement remains problematic. Quite simply, 
improving 1 egal frameworks and regulations is fine, but finding the 
institutional capacity to ensure their application is much more complicated. 
Similarly, public investment and expenditure policy require more careful 
review, both in the context of reordering priorities, and ensuring their 
imp1 ementation. Basic principles apply, such as real location of existing 
services to those used primarily by the poor. Nonetheless, manpower shortages 
at the central level that impair strategic planning, and the absence of 
trained workers and community based facilities, slow the realization of the 
best intentions of policy-makers. So too, however, politics often get in the 
way of addressing the interests of the poor. This is no where more apparent 
than in the rigidities in sector budget allocation, exemplified by the 
persistence of high levels of defense spending. 



IMPLICATIONS FOR FUTURE ACTION 

The i m p l i c a t i o n  o f  t he  above d iscussion i s  t h a t  donors do no t  need t o  
increase t h e i r  a t t e n t i o n  t o  g e t t i n g  the  cond i t ions  r i g h t  f o r  balance o f  
payments support (cond i t ions  which are i n  f a c t  appropriate, f o r  the  most 
p a r t ) ,  bu t  ins tead t o  concentrate on a s s i s t i n g  governments implementing the  
cond i t i ons  o u t l i n e d  and u t i l i z i n g  the loans provided i n  such a  way as t o  
f o s t e r  l a b o r  i n t e n s i v e  growth and p r o d u c t i v i t y  gains (which we t h i n k  has no t  
been nea r l y  so successfu l ) .  I n  t h i s  regard, we remain concerned about 
s l ippage i n  terms o f  achiev ing p o l i c y  change, which needs t o  be g iven more 
a t t e n t i o n  by donors. Th is  i s  problemat ic  g iven t h a t  t he  dependency 
r e l a t i o n s h i p  on adjustment lend ing  goes both ways. A id  f lows are o f t e n  
determined as much by the  donor's need t o  lend as the  r e c i p i e n t ' s  actual  need 
f o r  f o r e i g n  exchange. 

A  r e l a t e d  problem i s  the  capaci ty  o f  the  s t a t e  t o  e f f e c t i v e l y  absorb and 
u t i l i z e  l a r g e  f o r e i g n  c a p i t a l  in f lows,  a  p a r t i c u l a r l y  ser ious problem when 
such resources are a l l oca ted  t o  the  very s t a t e  s t ruc tu res  t h a t  have no t  proven 
very e f f e c t i v e  i n  meeting past  c o n d i t i o n a l i t y ,  o r  addressing under ly ing 
weaknesses i n  t h e i r  p o l i c y  framework. There i s  a lso  a  c o n t r a d i c t i o n  t h a t  
wh i l e  re fo rm programs os tens ib l y  favor  market-based development and growth o f  
t h e  p r i v a t e  sector ,  t h e  d i r e c t  bene f i c i a ry  o f  most adjustment assistance i s  
the  government i t s e l f .  The government thus gains c o n t r o l  o f  t he  l o c a l  
currency counterpar t  t o  the  balance o f  payments assistance, o f t e n  being able 
t o  a l l o c a t e  t h i s  t o  whatever expenditures i t  l i k e s .  I n  count r ies  t h a t  have 
rece ived l a r g e  increases i n  f o r e i g n  a i d  through adjustment assistance, t h i s  
has l e d  t o  a  "boom" i n  the  p u b l i c  sector .  This  f i s c a l  expansion can o f t e n  
"crowd out "  investment i n  t he  p r i v a t e  sec tor  desp i te  the  professed i n t e n t i o n  
t o  promote p r i v a t e  sec tor  development . Fur ther  exacerbat ing t h i  s  problem i s  
t he  f a c t  t h a t  w h i l e  adjustment p o l i c i e s  are designed t o  increase openness and 
improve i n t e r n a t i o n a l  competit iveness, and r a i s e  exports,  the  increased 
balance o f  payments support i s  associated w i t h  apprec ia t ion  o f  t he  r e a l  
exchange ra te ,  d imin ish ing  the  incent ives  f o r  expor ters.  (See, f o r  example, 
Younger [1993]) .62  Even worse, adjustment 1  ending w i thout  c red i  b l  e  
enforcement o f  cond i t i ona l  i t y  may prov ide  the  f inanc ing  t o  avoid undertaking 
reforms. The r e s u l t i n g  problem, however, goes beyond simply a  waste o f  
f i n a n c i a l  resources. Instead, t he  s l  ippage and po l  i c y  i n s t a b i l  i t y  created by 
a  l a c k  o f  commitment t o  reform ra i ses  skept ic ism and cynic ism among those i n  
t he  p r i v a t e  sec tor  who w i l l  make adjustment a  success. It may f u r t h e r  
perpetuate and st rengthen regimes t h a t  i n  f a c t  are committed t o  avoiding, 
r a t h e r  than undertaking, reform. 

62 The importance o f  r a i s i n g  exports does not  stem s o l e l y  from the  f a c t  t h a t  
they prov ide  f o r e i g n  exchange. I f  i t  did,  then bal ance o f  payments support would 
be as good as a  country 's  own exports, perhaps even b e t t e r  i n  t h a t  i t  f rees  
resources from f o r e i g n  exchange generat ion f o r  o ther  purposes. Instead there  i s  
something i n h e r e n t l y  dynamic i n  expor t ing  (e.g., learning-by-doing, scale 
economies i n  product ion) .  To the  ex ten t  t h a t  long-term balance o f  payments 
support reduces the  i ncen t i ve  t o  export ,  i t  w i l l  i n  f a c t  be harmful.  



Given t h a t  t he  f i nanc ing  gap i s  r e a l ,  j u s t  as i s  the  l i a b i l i t y  o f  
support ing bad government and no t  achiev ing r e a l  p o l i c y  change, what does t h i s  
imply f o r  f u t u r e  ac t i on?  On the  one hand, there  may be an argument f o r  
g rea te r  donor i nvol  vement i n  the  u t  i 1 i zat  i o n  o f  bal ance o f  payments support, 
o r  even endeavoring t o  circumvent t he  s ta te ' s  con t ro l  o f  t he  l o c a l  currency 
generated by the  sa le  o f  needed f o r e i g n  exchange. While such approaches may 
be des i rab le ,  they r a i s e  a number of problems. These range from the  
l i m i t a t i o n s  i n  terms o f  a l t e r n a t i v e  i n s t i t u t i o n a l  s t ruc tu res  t o  absorb l o c a l  
currency generated by l a r g e  f o r e i g n  c a p i t a l  in f lows,  t o  broader issues such as 
s t a t e  ~ o v e r e i g n t y . ~ ~  A t  the  end o f  the  day, the  i n t e r n a l i z a t i o n  and 
ownership issues o f  macro and sec tora l  re fo rm represent a l a r g e  p a r t  o f  t he  
so lu t i on .  Our experience suggests t h a t  t h i s  l a c k  o f  commitment t o  re fo rm i s  
an acute problem which has y e t  t o  be adequately addressed and represents an 
acute i n s t i t u t i o n a l  f a i l u r e .  Greater p o l i c y  d ia logue and consensus bu i l d ing ,  
i nco rpo ra t i ng  stakeholders from wi thout  government i n  the  process, are the  
types o f  approaches recognized t o  promote such ownership. Encouraging 
government p a r t i c i p a t i o n  and enthusiasm i n  the  re form process i s ,  however, 
d i f f i c u l t  t o  mot iva te  from the  outs ide,  and instead i s  l a r g e l y  endogenously 
determined. This  i s  a l l  t oo  we l l  i l l u s t r a t e d  i n  the  case o f  Soma1 i a  where the 
subs tan t i a l  progress i n  many areas o f  p o l i c y  change was q u i c k l y  reversed, o r  
i n  t he  case o f  Zambia, where a f t e r  a decade o f  res is tance t o  the  fundamentals 
o f  macroeconomic management, an ex t raord inary  commitment t o  adjustment 
p o l i c i e s  i s  now found. 

COMPLEMENTARY ACTION 

While a sound macro and sec tora l  pol  i c y  framework must be achieved 
through p o l i c y  change along the  l i n e s  discussed above, any ser ious a t tack  on 
pover ty  a l so  requ i res  appropr iate complementary investments t h a t  w i l l  f avo r  
t he  poor and vulnerable,  espec ia l l y  women and ch i l d ren .  Recal l ,  however, t h a t  
development s t ra teg ies ,  mu1 t i  faceted i n  concept and d iverse  i n  investments, 
were f a i l i n g  i n  A f r i c a  by the  l a t e  1970s. This  r e a l i z a t i o n  l e d  donors and 
governments t o  examine the  reasons why development p ro jec ts  were y i e l d i n g  
unacceptably low r a t e s  o f  re tu rn .  The answer usua l l y  was found i n  poor 
p o l i c y .  As a r e s u l t ,  donors and a few governments began t o  pu t  inc reas ing  
emphasis on g e t t i n g  the  fundamentals r i g h t .  This  f i r s t  and foremost involved 
r e s t o r i n g  macroeconomic s t a b i l i t y ,  w i thout  which v i r t u a l l y  any development 
s t ra tegy  would f a i l .  But i t  a lso  inc luded a wide range o f  so-cal led sectora l  
reforms designed t o  a1 low markets t o  func t i on  e f f i c i e n t l y  again. Thus entered 
the  concept o f  pol icy-based lending.  

62 I n  add i t i on ,  t he re  i s  a quest ion as t o  who i s  more l i k e l y  t o  make a wise 
dec i s ion  i n  t he  a l l o c a t i o n  o f  f o r e i g n  a i d  funds: the  l o c a l  government (which 
u s u a l l y  has more d i s c r e t i o n  w i t h  balance o f  payments support) ,  o r  the donor 
(which usual l y  exe rc i  ses more i n f l  uence over p r o j e c t  expenditures) . We do no t  
have answers t o  these quest ions, so we cannot determine the  appropriateness o f  
1 ong-term balance o f  payments support, bu t  these are c l e a r l y  i ssues t h a t  deserve 
a t t e n t i o n  i n  f u t u r e  research. 



Whi le  t h e  f a c t o r s  t h a t  c o n t r i b u t e d  t o  t h e  onset o f  po l icy-based 
ad justment  l e n d i n g  a re  thus  c l e a r l y  understood, t hey  a l s o  serve t o  remind us 
o f  fundamental t r u t h s :  t h a t  adjustment p o l i c y  does n o t  negate t h e  need f o r  
sound development p o l i c y ;  t h a t  balance o f  payments suppor t  i n  t h e  form o f  
ad justment  loans  i s  n o t  a  s u b s t i t u t e  f o r  good p o l i c y ;  and t h a t  good p o l i c y  
does n o t  e l i m i n a t e  t h e  need f o r  investment t h a t  c o n t r i b u t e s  t o  a  broader 
development s t r a t e g y .  Thus, a  more m ic ro  focus on investment i n  r u r a l  h e a l t h  
c l  i n i c s  and school  s  t h a t  f o s t e r  human resource development, phys i ca l  
i n f r a s t r u c t u r e  such as r u r a l  roads t h a t  improve market e f f i c i e n c y ,  
a g r i c u l t u r a l  research,  i n f o r m a t i o n  and ex tens ion  se rv i ces  t h a t  r a i s e  
p r o d u c t i v i t y ,  l e g a l  and r e g u l a t i n g  frameworks t h a t  address ma t t e r s  r ang ing  
f rom gender d i s c r i m i n a t i o n  i n  l a b o r  markets t o  unwarranted expo r t  r e g u l a t i o n s  
a re  necessary.  These measures, t oge the r  w i t h  a  founda t ion  i n c l u d i n g  a s t a b l e  
macroeconomic environment i n  which p r i c e  i n c e n t i v e s  r e f l e c t  o p p o r t u n i t y  costs ,  
a re  t h e  bas i s  f o r  acce le ra ted  growth and pove r t y  r educ t i on .  

CONCLUSIONS 

Our c e n t r a l  message then  comes down t o  f i v e  p r o p o s i t i o n s .  F i r s t ,  r a p i d  
and sus ta ined  growth i s  e s s e n t i a l  t o  a l l e v i a t e  pover ty .  R e d i s t r i b u t i o n  o f  
e x i s t i n g  wea l t h  and income would, i n  i t s e l f ,  be w o e f u l l y  inadequate t o  
s i g n i f i c a n t l y  r a i s e  r e a l  incomes o f  t h e  poor  i n  most coun t r i es .  Second, t h e  
success fu l  implementat ion o f  adjustment p o l i c i e s  i s  needed t o  achieve t h e  
growth o b j e c t i v e .  What i s  more, d u r i n g  t h e  sho r t -  t o  medium-term, p o l i c y  
change u s u a l l y  c o n t r i b u t e s  t o  improved income d i s t r i b u t i o n  and h i ghe r  incomes 
f o r  t h e  poor  due t o  a  range o f  f a c t o r s ,  such as t h e  r e d u c t i o n  i n  r en t s ,  
i nc reased  economic e f f i c i e n c y ,  and improved p r o d u c t i v i t y  o f  1  abor. Th i r d ,  t h e  
implementat ion o f  ad justment  p o l i c i e s  has been weak, due i n  l a r g e  p a r t  t o  a  
combinat ion o f  i n s t i t u t i o n a l  f a c t o r s  t h a t  stem f rom t h e  u n d e r l y i n g  p o l i t i c a l  
and s o c i a l  c o n d i t i o n s .  U n t i l  t h i s  i s  addressed, adjustment programs w i l l  no t  
ach ieve t h e i r  o b j e c t i v e s .  Four th ,  c a r t e  blanche balance o f  payments suppor t  
i n  t h e  absence o f  r a p i d  and sus ta ined  p o l i c y  change w i l l  be coun te rp roduc t i ve .  
T h i s  i s  because i t  w i l l  app rec i a te  t h e  exchange r a t e ,  b u t  more s i g n i f i c a n t l y ,  
i t  t u r n s  over  resources  t o  and thereby  suppor ts  governments which have proven 
themselves unable o r  u n w i l l i n g  t o  i n v e s t  i n  pove r t y  r educ t i on .  F i f t h ,  
complementary investment  i n  human resources and phys i ca l  i n f r a s t r u c t u r e  i s  
impe ra t i ve .  Reca l l ,  investment  l e d  growth was p u t  on t h e  s i d e  burner  i n  o rde r  
t o  address a macro-framework t h a t  was coun te r  t o  ach iev ing  reasonable r a t e s  o f  
r e t u r n .  Such investments  can e i t h e r  be i nco rpo ra ted  i n t o  adjustment loans  
( p r e f e r a b l y  a f t e r  macroeconomic s t a b i l i t y  and app rop r i a t e  r e l a t i v e  p r i c e s  a re  
f i r m l y  e s t a b l i s h e d  so as n o t  t o  d i f f u s e  a t t e n t i o n ) ,  o r  i n  many ins tances  more 
i d e a l l y ,  i n t o  p r o j e c t  l end ing .  The l a t t e r  o f f e r s  t h e  p o t e n t i a l  f o r  
s u b s t a n t i a l  a t t e n t i o n  t o  managerial  and i n s t i t u t i o n a l  i ssues  t h a t  a re  n o t  w e l l  
addressed i n  b road l y  s t a t e d  cond i t i ons .  
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