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CHAPTER 1

Why Africa Had to Adjust

UB-SAHARAN AFRICA’S ECONOMIC GROWTH, NEVER

spectacular, has been the weakest among developing

regions (figure 1.1). The region most in need of growth to

reduce poverty has had the least. Between 1965 and 1985,

its GDP per capita increased less than 1 percent a year on

average. More worrisome, its economic performance actu-
ally began deteriorating in the mid 1970s. After growing an average of
2.6 percent a year between 1965 and 1974, GDP per capita stagnated
or turned down thereafter in most Sub-Saharan countries (figure 1.2).
By the early 1980s, few Sub-Saharan countries had kept their per capita
GDP growth in line with the rest of the world’s, and many had a lower
GDP per capita than before independence some twenty years eatlier.
The economic situation worsened in the first half of the 1980s, with
further deteriorations in the terms of trade and sharply reduced access
to international finance. For more than two-thirds of all Africans, real
incomes were lower in 1985 than in the mid-1970s.

Southeast Asia presents a startling contrast. In 1965 Indonesias GDP
per capita was lower than Nigeria’s, and Thailand’s lower than Ghanas.
Indonesia relied on oil as much as Nigeria did. Thailand, much like
Ghana, was a poor agricultural country. Who could have predicted then
that in 1990 Indonesia’s GDP would be three times that of Nigeria? Or
that Thailand would become one of the world’s best performing

- economies, while Ghana would be struggling to regain its former in-

come level?

Few areas of economic activity were exempt from the stagnation and
decline. After healthy increases in exports in 1965-73, the growth
slowed—and then plunged to negative levels between 1981 and 1986
(figure 1.3). Exports of manufactures declined slightly between 1970
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Figure 1.1 Average Annual GDP per Capita Growth, 1965-85
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and 1986, while increasing fivefold for Latin America, sixfold for the
Middle East and North Africa, and thirteenfold for Asia’s newly indus-
trializing countries. Even agricultural exports slipped, as the region’s
share in developing-country exports of food and other agricultural prod-
ucts went from 17 percent in 1970 to 8 percent in the mid-1980s. The
region also lost ground in its exports of ores and minerals. Only in oil
did Africa improve its export share. |

Most of the region’s economies failed to diversify their export base
and continued to rely on only one or two commodities. In the mid-
1980s, primary products generated 80 percent of Africa’s export rev-
enue, roughly the same share as in the 1960s, and manufactured exports
were significant in only a handful of countries. Meanwhile, exports of
agricultural products became even more concentrated. Nine major com-
modities accounted for 76 percent of the region’s agricultural exports in
the 1980s—up from 70 percent in the 1960s (appendix table A.1).
Countries elsewhere, by contrast, diversified their export base and in-
creased their shares in world exports of primary commodities.
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Agriculture, particularly important for Africa’s growth, did worse
than other sectors. Between 1965 and 1980, agricultural growth rose
only 2 percent a year—less than the rate of population growth—and be-
eween 1981 and 1985, it fell 0.6 percent a year. Compare that with agri-

cultural growth of 3.2 percent a year in East Asia, 2.5 percent in South
Asia, and 3.1 percent in Latin America.

By the mid 1980s, symptoms of the malaise were evident almost
everywhere. The returns o World Bank investment projects were much
lower in Affica than in other regions, and more than a quarter of those
projects failed to generate a positive rate of return. It was (and still is) al-
most impossible to attract foreign private capital—either in investment
or loans—and portfolio investment flows were negligible. The interna-
tional prices for Africa’s government debt in secondary markets were the
lowest for developing countries, reflecting the markets’ perception of
African countries as uncreditworthy. The physical infrastructure, already
poor, deteriorated from lack of maintenance, and the quality of govern-
ment services suffered. Health and education indicators, though better
than in the 1960s, were still a long way below those for other developing
countries. Clearly, it was time for African economies to begin to adjust.

African econom
others imprpved
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Figure 1.3 Average Annual Growth in Exports
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Understanding the Stagnation and Decline

HERE IS NO SINGLE EXPLANATION FOR AFRICA’S POOR PER-
formance before the adjustment period. The main factors
behind the stagnation and decline were poor policies—both

macroeconomic and sectoral—emanating from a development para-

digm that gave the state a prominent role in production and in regu-
lating economic activity. Overvalued exchange rates and large and pro-
longed budget deficits undermined the macroeconomic stability needed
for long-term growth. Protectionist trade policies and government
monopolies reduced the competition so vital for increasing productivi-
ty. In addition, the state increased its presence in the 1970s, nationaliz-
ing enterprises and financial institutions and introducing a web of reg-
ulations and licenses for most economic activities. More important, the
development strategy had a clear bias against exports, heavily taxing
agricultural exports, one of the largest suppliers of foreign exchange.

The choice of poor policies may be understandable in light of condi-
tions in Africa after independence. Because of the lack of domestic cap-
ital and entrepreneurs, the unwillingness to rely on foreign capital, and
the underlying distrust of the market, almost all African countries chose
(with the full support of aid donors) to rely on the state. They had the
company of countries in Eastern Europe, Latin America, and South
Asia—and the encouragement of many development economists.

Industrialization was believed to be the key to rapid growth, because
of declining prices for primary commodities and because of the benefits
of reducing reliance on imported manufactures. Agriculture, rather than
being stoked as the engine of growth, was taxed to provide the resources
to build a modern industrial sector. Governments drew up five-year
plans, created public enterprises, and enacted tegulations to control
prices, restrict trade, and allocate foreign exchange in pursuit of social
goals. At the same time, countries were struggling to establish them-
selves as nations and put new governmental structures in place. But gov-
ernments became overextended, particularly relative to their weak insti-
tutional capacities, as they tried to build national unity and deliver on
the promises of independence.

Factors outside Africa also contributed to the decline of the 1970s
and 1980s, though their importance is too often exaggerated. Non—oil
exporters suffered falls in the terms of trade, but the losses, which actu-
ally began in the 1960s, were no larger than those for other developing
countries. But the volatility of export receipts—and thus of foreign ex-
change earnings and fiscal revenues—complicated macroeconomic
management. Depending on the availability of foreign exchange, im-
ports went through cycles of compression and decompression, as did
growth. Investment budgets and public sector employment expanded
rapidly in boom years, hampering adjustment in bust years. Poor poli-
cies failed to encourage export diversification and increase international
reserves to smooth the impact of adverse shocks.

Domestic Factors: Poor Policies Largely to Blame

There is ample evidence that sound macroeconomic and sectoral poli-
cies are associated with higher growth (see box 1.1). Policies in Sub-
Saharan Africa, however, have generally been worse than those elsewhere.

Overvalued exchange rates. The presence of unofficial, parallel markets

for foreign exchange—in countries with flexible exchange rates—




Box 1.1 Policies Matter for Growth

RESFARCH ON THE DETERMINANTS OF LONG-
term growth shows that better policies typically mean
faster growth (Barro 1991; Easterly 1992; Killick
1992). The most successful economies maintained
good macroeconomic policies, as measured by low in-
flation, prudent fiscal stances, and realistic exchange
rates. Among the macroeconomic variables, the ab-
sence of a parallel market—an indication that the ex-
change rate is not overvalued—generally has the
strongest explanatory power. Sectoral policies, such as
those for finance and trade, also matter. Countries
with larger and more developed financial markets
generally grow faster. The same is true for countries
with more open trade regimes.

Estimates of how changes in indicators of country
policies would affect growth suggest that policies mat-
ter a great deal (box table 1.1). For example, a reform
package that in the long run raised enrollment ratios
by 10 percentage points, eliminated a parallel market
premium of 20 percent, raised the ratio of equipment
investment to GDP by 3 percentage points, and in-
creased financial depth (the ratio of M2 to GDP) by 10
percentage points would likely raise the annual per
capita growth rate by 2.6 percentage points. And if
policy reforms were helped by an improvement in the
terms of trade of 1 percentage point of GDP a year, an-
nual GDP per capita would grow between 0.4 and 0.8
percentage points. All these improvements, added to
the 0.9 percent annual growth that Africa experienced

between 1965 and 1985, would bring Africa’s long-
run GDP per capita growth rate to about 4 percent a
year—close to East Asia’s.

Box Table 1.1 How Would Changes in Selected
Variables Affect GDP per Capita Growth?

Estimated
Increase change in
in variable growth
(percentage (percentage
Variable points) points)
Ratio of investment to GDP 1 +0.1t00.2
Primary school enrollment
ratio 10 +0.210 0.3
Secondary school enrollment
ratio 10 +0.210 0.3
Parallel market exchange
rate premium 10 —0.4
Ratio of M2 to GDP 10 +0.2 10 0.4
Ratio of average producer
input price to world
market price 10 0.4
Ratio of government
consumption to GDP 10 -1.2
Ratio of equipment
investment to GDP 1 +0.3
Ratio of average change in
terms of trade to GDP 1 +0.410 0.8

Source: Easterly (1992), table 1.
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reveals overvaluation of the real effective exchange rate.! Africa’s paral-
lel market premiums have been by far the largest in the developing
world, and they increased significantly until the adjustment period
(figure 1.4). During the economic crisis in the first half of the 1980s,
the average premium was almost 300 percent. Rough estimates indi-
cate that a 10 percent premium is likely to reduce GDP growth by 0.4
percentage points a year (box 1.1). But the impact wanes as the premi-
um goes up, and a 100 percent premium cuts GDP growth by 2 per-
centage points a year. For Ghana between 1974 and 1980, the parallel

Figure 1.4 Premium on the Parallel Market for Foreign Exchange
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market premium of more than 200 percent explains a slowdown in
GDP growth of about 3 percentage points a year.

Heavy government spending. Among the more common indicators of
good fiscal policy are a small budget deficit and a low ratio of govern-
ment consumption (that is, current spending on goods and services) to
GDP. Most Sub-Saharan countries had neither. However, while Africa’s
budget deficits were not much larger than those elsewhere, the ratio of

- government consumption to GDP was a different story. Consumption
began to increase in the early 1960s and reached its peak—nearly 17
percent of GDP—in the early 1980s, exceeding the ratios of other
regions by 5 to 6 percentage points (figure 1.5). That excess was
important in deterring growth, for statistical analysis shows that over
the typical range of government expenditure, each 10 percentage point
increase in the ratio of government consumption to GDP typically
reduces GDP per capita growth by 1.2 percentage points,

Inward-looking trade policy. Africa’s trade policies have also been poor.
Most Sub-Saharan economies followed an inward-oriented, import-
substitution strategy, supplemented by widespread use of tariff and
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of goods and services.

Figure 1.5 Government Consumption as a Share of GDP
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nontariff barriers to reduce external competition, mainly in manufac-
turing. Dollar’s (1992) index of outward orientation showed Sub-
Saharan African countries as the least outward-oriented~—and Asia’s
high-performing economies as the most (figure 1.6).2 Of the twenty
countries with the highest nontariff barriers, eleven were in Sub-
Saharan Africa (Pritchett 1991). This protectionism was another
unfortunate policy choice, because competition increases productivity
while trade restrictions increase input prices and the cost of capital,
choking growth.

Political instability. Political and social stability also are usually associ-
ated with higher rates of growth (Barro 1991; Fosu 1992), and the
instability in Sub-Saharan Africa partly explains its sluggish perfor-
mance. More than half the region’s countries have been rocked by civil
wat, uprisings against the government, and devastation from drought
and famine, and their average per capita GDP growth was —0.5 percent
a year for 1965-85. By contrast, the region’s eleven stable countries
had an average growth rate of 1.4 percent (Hodd 1991). But the strong

Figure 1.6 Outward Orientation of Selected Country Groups, 1965-85
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association between stability and growth merely raises the question:
which is the cause, and which the effect?

Other domestic factors. What about other domestic factors, such as
human capital? Of all endowments, human capital probably does most
to fuel long-term economic gains. Simply put, countries with skilled
people grow faster. The fact that Sub-Saharan Africa trails other
regions in social indicators can thus help to explain its slow growth.
But how does one reconcile Africa’s protracted decline with the fact
that human capital, measured by several indicators, improved in Sub-
Saharan Africa after independence? Primary school enrollments
increased from 41 percent of the cligible population to 69 percent
between 1965 and the mid-1980s, with girls accounting for much of
the increase. Secondary school enrollments increased from 2 to 14 per-
cent, with almost equal increases for boys and girls. Health and nutri-
tion indicators also showed progress. Infant mortality was cut in half,
the number of doctors and nurses per capita increased, and life
expectancy at birth rose by eight years. ,

Financial strength is another important determinant of growth:
countries with more developed financial sectors grow faster. And finan-
cial strength, measured by various indicators, improved in Africa. For
instance, M2 as a share of GDP, a measure that indicates how well-devel-
oped the financial sector is, increased from about 15 percent in the early

In openness to foreign trade, Al
trailed the world.




1970s to 20 percent in the mid-1980s. So financial development, like

human development, was stemming the decline, not causing it.

International Factors: Surmountable Obstacles

Changes in the terms of trade do have an impact on long-term
growth. Easterly and others (1993) found that over the 1980s, for ex-
ample, a negative terms-of-trade shock averaging 1 percentage point of
GDP a year lowered growth by 0.8 percentage points a year. Like other
regions, Africa suffered a fall in the terms of trade between the early
1970s and the mid-1980s. But on an annual basis, the terms-of-trade
decline was small and thus not a major factor in Africa’s poor growth
record. Moreover, increased external transfers partially offset the falling
terms of trade, limiting the downturn in growth.

Of course, external income from terms-of-trade shocks and external
income from transfers (grants or loans) differ in their economic effects

and fungibility.

® External loans have to be repaid, while grants and export earnings
do not. , :

® The windfall of additional foreign exchange from higher com-
modity prices can be used freely, while many grants-in-kind, such
as food and medicine, do not provide readily available foreign ex-
change. Even the financial resources provided under grants and
loans are often partially tied. '

B Loans and grants primarily affect public income, while changes in
the terms of trade have a larger impact on private income.

In practice, however, it is difficult to draw a sharp distinction between
income from terms-of-trade gains and that from grants and loans. The
reason: loans are often converted to grants or forgiven, and terms-of-
trade changes affect the public sector because marketing boards and
trade taxes have generally stabilized the real producer prices of exports.
Because of the overlapping nature of these two sources of income, we ex-
amnine their joint evolution.

Declining terms of trade. Most Sub-Saharan economies faced deteriorat-
ing terms of trade between 1970 and 1986 (figure 1.7). Oil exporters

were the main exceptions, with improvements of more than 100 per- -

cent. Non—oil exporters suffered losses of about 30 percent, while min-
eral exporters were even harder hit, with losses of about 50 percent.

Figure 1.7 Barter Terms of Trade
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For Sub-Saharan Africa as a whole (excluding Nigeria because of its
oil and sheer size), the'declining terms of trade meant.a drop in external
income equivalent to 5.4 percent of GDP between 1971-73 and
1981-86.3 Though large, the loss was spread over twelve years, for an
average annual loss of 0.4 percentage points. Adding Nigeria to the pic-
ture reduces the twelve-year loss to just 3.3 percent of GDP, or 0.3 per-
centage points a year. Again, the losses were biggest for mineral ex-
porters (about 1.5 percentage points a year) and more moderate for the
agricultural exporters (about 0.3 percentage pointsa year). Oil cxp?rters
gained from higher prices, increasing GDP about 0.3 percentage points a
yeat. :

Although the worsening terms of trade hindered growth, they were
not decisive in Africa’s stagnation and decline. If an annual income loss
of 1 percentage point from declining terms of trade reduces the annual
rate of growth by no more than 0.8 percentage points (Easterly and
others 1993), then the falling terms of trade can account for no more
than 10 percent of the reduction in growth rates between the early
1970s and the mid-1980s. Even for Zambia, probably the region’s hard-
est-hit country, the terms-of-trade deterioration explains only 1 per-

Setting aside Nigeria, Afric
of-trade losses resembled
other developing countries.




centage point of the 3.4 percentage point reduction in annual GbP
growth. Moreover, Sub-Saharan Africa was not alone. Most low-income
countries elsewhere had similar deteriorations in their terms of trade—
around 20 percent on average since the early 1970s—and yer they en-
joyed faster growth as a result of better policies.

Higher external transfers. Net external transfers increased during the
1970s, in part to compensate for the income losses from the weaken-
ing terms of trade. Although the rise in net transfers did not fully offset
those losses, it would have been difficult for external sources to have
given Africa more assistance. Almost all indicators show that Sub-
Saharan Africa already received more assistance than any other region
(table 1.1). Net transfers to Sub-Saharan Africa (minus Nigeria)
increased from 3.7 percent of GDP in the early 1970s to between 6 and
7 percent of GDP in the late 1970s and early 1980s. By contrast, they
remained under 2.4 percent of GDP for the low- and lower-middle-
income countries in other regions. Africa was receiving almost $20 per
capita in net external transfers, four times the amount going to poor
countries elsewhere.

The higher external transfers, however, did not always coincide with
African countries’ needs for foreign exchange. The transfers in the sec-
ond half of the 1970s rose with commodity prices, and they fell when
commodity prices retreated in the early 1980s. But the average annual

cternal Capital Transfers for Low-Income Countries

Adjustment
period,
1971-73 1974-80 1981-86 1987-91

s (percentage of GDP)
wn Africa 2.5 43 3.6 47
ng Nigeria 3.7 - 70 6.4 7.0
her countries® 1.1 23 1.7 1.1
=5 per capita (U.S. dollars)
n Africa 5.14 19.18 18.23 16.30
ng Nigeria 6.63 22.92 23.11 24.65
fier countries? 1.59 5.37 5.70 4.01

transfers equal net transfers on debt (foan disbursements minus amortization minus incerest) plus grants (excluding technical

us IMF net transfers.

seven non-African countries with up to $1,200 GNP per capita in 1990,

ild Bank data,

flow of net transfers in the late 1970s and early 1980s was about 3 per-
centage points higher than in the early 1970s, and the economic decline
and stagnation started in the mid-1970s when external transfers were
high—about 6 percent of GDP.

Moderate income losses overall. The external environment for Sub-
Saharan Africa worsened only slightly berween the early 1970s and the
mid-1980s, because the increase in external transfers partly offset the
income loss from deterioration in the terms of trade. If Nigeria is
excluded, the decline in the terms of trade caused GDP to drop 5.4 per-
centage points between 1971-73 and 1981-86, but the increase in
external transfers meant an increase in GDP of 2.7 percentage points
(table 1.2). Adding these two effects, the total income loss between
197173 and 1981-86 was 2.7 percent of GDP, or 0.3 percentage
points a year. From this perspective, the external environment was not
much different in the mid-1980s from what it had been fifteen years
before (and for the oil exporters, the external environment was better).

Meanwhile, Sub-Saharan Africa’s GDP per capita growth rate sank 3.2
percentage points (from 2.5 to 0.7 percent). Only a small part of that
decline, however, can be attributed to the reduced flows of external in-
come {figure 1.8). Recall thatan annual income loss of 1 percent of GDP
is estimated to reduce GDP growth by 0.4 to 0.8 percentage points a year
(box table 1.1). Between 1971-73 and 1981-86, the annual income

Table 1.2 Effects of Changes in External Income on GDP,
1971-73 to 1981-86

Change in GDP (percentage points)

Due to Due to
" changes in changes
the terms in net

Feem of trade transfers® Total
Sub-Saharan Africa
Period average -0.3 11 0.8
Annual average -0.0 0.1 0.1
Sub-Sabaran Africa excluding Nigeria
Period average -5.4 27 =27
Annual average -0.5 0.2 -0.3

a. Net transfers equal net transfers on debt (loan disbursements minus amortization
minus interest) plus grants (excluding technical assistance) plus IMF net transfers.
Source: World Bank estimates.




Changes in GDP per Capita Growth and External Income in Sub-Saharan Africa, Various Periods
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loss from changes in net transfers and the terms of trade was only 0.3
percent of GDP. The expected effect on GDP growth would thus be a de-
cline of 0.1 to 0.2 percentage points a year—far less than the 3.2 per-
centage point drop Africa actually suffered.

Failures to capitalize on better terms of trade. Long-term trends in the
external environment played only a secondary role in Africas long-
term decline in growth. They may have had a much larger indirect
influence on growth, however, to the extent that they contributed to
poor policy choices. African countries’ limited capacity to manage
terms-of-trade fluctuations often led them to adopt exchange rate, fis-
cal, and agricultural policies that undermined growth over the medium
term. Paradoxically, positive terms-of-trade shocks were often as costly
as negative ones. A handful of countries had faltering growth despite a
better external environment. For example, GDP per capita stagnated in

Nigeria during its oil boom, when the country was flooded with for-
eign exchange from oil revenues and external loans (box 1.2). Why?
The windfall financed wasteful current expenditure, ill-advised invest-
ment projects, and capital flight.

The main problem with a windfall is that governments increase spend-
ing as if the higher revenues were permanent. And once increased, gov-
ernment spending is difficult to reduce. Consider the coffee and cocoa
booms in Céte d’Ivoire and Kenya during the late 1970s. Current and es-
pecially capital spending increased, leveraged by external borrowings. But
once the booms were over, revenue could not continue to match the
spending increases, and governments were left with large deficits. The
high expectations generated by the boom made trimming the public sec-
tor politically painful. And increasing revenues to cover debt service obli-
gations was difficult because export earnings were dropping. Many of
Cbte d’Ivoire’s macroeconomic problems in the 1980s stemmed directly
from expanding the public sector too much during the 1970s boom.

Explaining What Econometric Analyses Don’t Explain

The evidence shows that poor policies clearly hurt Africa’s long-term
growth far more than a hostile external environment did. But neither
policy choices nor external factors explain all of the low growth. Cross-
country econometric analysis shows that Sub-Saharan Africa has grown
more slowly than other regions even after differences in macroeconomic
policies, endowments, political instability, and external shocks are taken
into account (Easterly and Levine 1993). Other factors—the bias
against agriculture, extensive government intervention in the economy,
weak infrastructure, and the difficulties of the political and social transi-
tion following independence—have been suggested. to account for the
residual difference in growth performance.

Let us stare with the bias against agriculture, perhaps the most im-
portant “omitted” variable in econometric analysis. Most Africans live in
rural areas, and the region relies heavily on agriculture for foreign ex-
change. Yet agriculture has been heavily taxed, much more than in other
regions (Schiff and Valdes 1992). Producers of agricultural exports—
typically forced to sell their crops to marketing boards that monopolized
exports—received real prices half those received by producers of similar
crops in other countries (Akiyama and Larson 1989). This stifled the re-
gion's agricultural growth.




s Nigeria's real exchange rate had appreciated al- .
most 50 percent by the end of the second oil
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price increase in 1981, and not until the big
devaluations of 1986 and 1987 did it return to
1973 levels. Indonesia, by contrast, had greater
real exchange rate appreciation than Nigeria
after the first oil price shock in 1973-74, but it
devalued its currency much sooner, with a big
devaluation in 1978 that led to further depre-
ciation of the exchange rate thereafter. . »

These different policy choices influenced
the growth and structure of exports. Before the
first oil price shock, oil made up more than 80

‘percent of

ngena’s exports, compé.rcd with
50 percent for Indonesia. Nigeria moved to-
ward greater dependence. on hydrocarbons,

with oil exports rising to more than 90 percent

of exports, Only after the big devaluations in
the mid-1980s did Nigeria have any growth in
its non-oil exports. Indonesia strengthened
and diversified non-hydrocarbon exports dur-
ing and after the oil price booms. With sub-

‘stantial growth in non-oil exports throughout

the 1970s and 1980s, oil exports constituted
only about 20 percent of Indonesia’s total ex-
ports by the end of the 1980s.

Another reason why econometric analyses do not fully “ explain
Africa’s low growth may be that easily accessible policy indicators fail to
capture the intricacies of policy intervention in the region. African gov-
ernments took an active stance in setting prices, nationalizing banks, es-
wablishing price controls, rationing foreign exchange, creating public
monopolies for agricultural exports, imposing licenses to restrict the ac-
tivities the private sector could undertake, and creating many state en-
terprises and giving them special access to scarce credit and foreign ex-
change. None of these interventions nor their impact is easy to quantify,
because the required data are generally either unavailable or unreliable.

Moreover, these interventions created a strong bias against the private
sector, which also must have contributed to the economic decline. Ad-
ministrative bottlenecks, rents from licensing requirements, and ineffi-
cient public services imposed high costs on private business. The grad-
ual breakdown in judicial systems and the expropriation of private
property in many countries in the 1970s left many private enterprises,
particularly foreign ones, doubtful about the wisdom of continuing to
invest. Some businesses continued only under special contracts or spe-
cial trade restrictions that offset the high risks.

A third important factor is the extent and quality of infrastructure.
Africd’s slow growth may be attributable in part to its relatively ineffi-
c}cm transport system, relecommunications network, and public utili-
ties. It is unlikely, however, that the infrastructure base actually deterio-
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rated during the mid-1970s to early 1980s, which might have ac-
counted for some of the decline in GDP growth, because investment in
infrastructure burgeoned during this period.

A fourth possible factor that econometrics neglects is ideology,
which has been important in setting the policy agenda in African
countries. Classifying countries as African capitalists, African pop-
ulist-socialists, and Afro-Marxists—according to the prevailing ideol-
ogy—shows that the capitalists experienced the fastest growth (Young
1982). There were exceptions, of course. Some Afro-Marxist countries
(especially Congo) did well thanks to the oil windfall, while some cap-
italist countries (such as Zaire) did not, because of political and social
instability.

A fifth factor that should be considered is the widespread deteriora-
tion in governance in the 1970s and 1980s. As countries tried to meet
the aspirations for rapid development that were unleashed at indepen-
dence, and as they tried to consolidate their political base, they ex-
panded the role of the state. Highly authoritarian and highly centralized
governments wete inimical to the development of local organizations
and associations that might have demanded better governance. The
costs associated with poor governance extend beyond what is usually
captured in policy variables.

All these factors no doubt played some role in Africa’s poor economic
petformance. But we can only speculate about their relevance, because
they are difficult to quantify and test rigorously.

The Needed Switch in Policies

HE REFORM PROGRAMS THAT MANY AFRICAN COUNTRIES

initiated in the mid-1980s—with the support of the Inter-

national Monetary Fund, the World Bank, and other donors—
reflected a new paradigm. The reforms attempted to reduce the states
role in production and in regulating private economic activity. They
assigned more importance to exports, especially those from the much-
neglected agricultural sector. And they placed more emphasis on main-
taining macroeconomic stability and avoiding overvalued exchange
rates. The process of revamping the policy framework in line with this
new paradigm became known as structural adjustment.

One of the most fundamental shifts in the development strategy for
Africa was to view agriculture not as a backward sector but as the engine
of growth—an important source of export revenues and the primary
means to reduce poverty. Improving the incentives and the infrastruc-
ture services for farmers is now a key element in adjustment programs.
On the macroeconomic side, the focus is on keeping inflation Jow, ex-
change rates competitive, and budget deficits sustainable. Furthermore,
to enable people to develop efficient and productive businesses, the state
is pulling back from direct intervention in the economy and improving
its capacity to provide basic services and a stable policy environment.

In the next three chapters, we assess the extent of structural adjust-
ment reforms in Sub-Saharan Africa. We report on twenty-nine coun-

“tries with adjustment programs in place during the latter part of the

1980s (see box 1.3). How far have those countries come in reforming
their policies? And how much further do they have to go? Chapter 2 fo-
cuses on changes in macroeconomic policies, usually tackled early in the
adjustment process to eliminate major distortions. Chapter 3 examines
progress in trade and agricultural reforms, vital to making more efficient
and productive use of economic resources. Chapter 4 examines reforms
in the areas crucial to a reorientation of the role of the state: the finan-
cial sector, the public enterprise sector, and the public sector. These as-
sessments provide a basis for examining the payoffs to the adjustment
process, the subject of chapter 5. Chapter 6 reviews the evidence on the
impact of adjustment on poverty and the environment. The book con-
cludes with chapter 7, a look at the road ahead for African adjusting
countries.

Will the shift in policies enable Africa to catch up? Standard growth
theory predicts that low-income countries will grow faster than high-
income countries, because-they can borrow technologies from the rest of
the world and increase the marginal productivity of capital more rapidly
than advanced countries. But this requires actively taking advantage of
the technology, knowledge, and experience of other nations. And in
Africa, the commitment to an outward-oriented development strategy is
not yet strong. -

Even with good policies, catching up is not easy. So far, low-income
countries have had less success than middle-income countries in grow-
ing quickly. Poor policies explain some of the lag, but poor endowments
might also limit the potential for rapid growth in the short term, under-

lining the importance of investing in human capital and strengthening
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ional capacity. Africa’s high rate of population growth—over 3

jnstitut e '
rcent a year—puts additional stress on the limited resources available

for improving human capital. Adjustment programs can establish a
framework that encourages sound investment and efficient resource use.

They are no substitute, however, for the long-term developmcnt efforts
needed to build the capabilities of Africa’s people. (See box 1.4 for a dis-
cussion of the relationship between adjustment and development.)
What is encouraging is that in the 1960s, before their takeoffs,
[ndonesia, Malaysia, and Thailand had conditions similar to those in
Africa in 1990 (table 1.3). GDP per capita was higher on average in
Southeast Asia, but Indonesia’s income was close to that in Ghana,
Malawi, and Tanzania today, and Thailand’s was comparable to that of

Box 1.4 Adjustment for Sustained Development

ECONOMIC AND SOCIAL DEVELOPMENT IS A
process of achieving sustainable increases in health,
education, material consumption, and environmen-
tal protection—in short, improving standards of liv-
ing over the long term. Structural adjustment con-
tributes to development by establishing the
market-friendly incentives needed to put economies
on sustainable, poverty-reducing growth paths. But
adjusting the incentive framework to foster efficient
production and private initiative will not alone bring
about development. As Sub-Sabaran Africa: From
Crisis to Sustainable Development (World Bank
1989a) points out, development also depends on
good governance, appropriate infrastructure and in-
stitutions, and better-trained people. Sound policies
and a strong infrastructure create the conditions for

* economic growth, but growth will be raised and sus-

tained only if human and institutional capabilities
are built up. This requires investments in basic health
and nutrition, education, and technical skills. It also
requires that public and private institutions be re-
structured to create an environment in which capable
people can work effectively, and that political leader-
ship be committed to nurturing those institutions,

{i} politicizing them for narrow objectives.

Africa’s structural adjustment programs, and
those elsewhere, were almost always mounted in re-
sponse to a crisis triggered by external shocks but en-
gendered by poor policies. No economy can function
well for long if it has rampant inflation, an overval-
ued exchange rate, excessive taxation of the agricul-
tural sector, scarce supplies of needed imports, regu-
lations on prices and production, deficient public
services, and limited financial services. To shore up
such economies, the first order of business should be
fundamental policy reform—restoring macroeco-
nomic balances and reducing the large distortions in
the incentive framework. This sets the stage for the
more efficient allocation of resources and capital ac-
cumulation needed for development to take place.

Often there is synergy between policy reform and
a country’s level of development. Greater technical
and institutional capacity makes it easier to adjust
policies to changing conditions, and stronger adjust-
ment efforts increase the returns on investment and
speed up the development process. Moving from a
vicious circle of bad policies and a low level of devel-
opment to a virtuous circle of good policies and a
higher level of development is the challenge facing
Africa.
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Table 1.3 Sub-Saharan Africa in 1990 versus Southeast Asia in 1965: Means for Selected Indicators
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Sub-Saharan Indonesia, Malaysia,
Indicator Africa, 1990° and Thailand, 1965°
GDP per capita (constant 1985 international dollars)© 1,030.0 1,320.0
Agriculture share of GDP (percent) 32.0 37.0
Manufacturing share of GDP (percent) 11.0d 10.3
Savings share of GDP (percent) 16.0 17.0
Investment share of GDP (percent) 16.0 , 16.0
Export share of GDP (percent)* 29.0 21.0
M2 share of GDP {percent) 19.4 19.6°
Urban share of total population (percent) 29.0 18.3
Primary school enrollment (percentage of eligible population) 68.0 80.0
Secondary school enrollment (percentage of eligible population) 17.0 18.0
Adult illiteracy rate (percentage of population over age 15)8 50.0 35.3
Population per physician (thousands)® 23.5 15.0
Infant morrtality (number of deaths before age 1 per 1,000 live births) 107.0 90.3
Life expectancy (years) 51.0 52.5
Population growth rate (percent) 3.1 2.7

a. Dara are weighted means for selected countries.

b. Data are unweighted means.

¢. Data are based on results of the United Nations International Comparisons Program (ICP). For details on the calculations, see World

Bank (1992d), pp. 299-301.
d. Dara are for 1989.
e. Exports of goods and nonfactor services.
f. Indonesia dara are from 1969.

g. Illiteracy is defined here as the inability to read and write a short, simple statement on one’s everyday life.

h. Physicians here include medical assistants
operations.

i. Average annual growth rate from 1980 to

j. From 1964 to 1965.

who have less training than qualified physicians but who perform similar services, including

1990.

Sources: World Bank (1992d and 1993d); World Bank data; IMF data.

middle-income African countries today. One major difference berween
Asia then and Africa now: Africa has lower primary school enrollment.
This is not inconsequential; emphasis on universal primary education
was a key to achieving fapid and equitable economic growth in the best-
performing Asian economies (World Bank 1993a). And African coun-
tries with a higher percentage of children enrolled in primary school in
1960 grew more quickly over the next two decades than countries with
lower enrollment rates (figure 1.9). Africa’s runaway population growth

also puts it at more of a disadvantage than Asia in the 1960s. With half

the population under fifteen years old, Africans of working age face an
enormous challenge—bringing about the high rate of economic growth
needed to provide a better future for the next generation.
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The importance of reforms for Africa’s economic future cannot be
overstated. With today’s poor policies, it will be forty years before the re-
gion returns to its per capita income of the mid-1970s. But a sound de-
velopment strategy and a dose of good luck can change the picture.
Ghana, for example, has the potential to become a middle-income
country by the fiftieth anniversary of its independence, as box 1.5
shows. We should be mindful thar the Asian countries that have been
Stunning the world with their strong GDP per capita growth since 1960
had almost no growth between 1930 and 1960 (Maddison 1989). This
does not mean that success will come easily to Africa in the next three
decades. It does mean that rapid growth is possible, and that Africa’s
Poor record over the past twenty years is no reason for undue pessimism
about its future.

Higher primary school enroliments
pay off in higher growth.
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