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Introduction

1. In its consideration of the item on UNCTAD s contribution to the
i mpl emrentation of the United Nati ons New Agenda for the Devel opnment of Africa in the
1990s, the Trade and Devel opnent Board, at its forty-third session, concluded that
the Africa itemat the forty-fourth session should allow for an exchange of views
and include an informal debate with the participation of experts. It called on the
secretariat to prepare a report stressing specific thenes. |In this connection, when
reporting on progress in the inplenentation of the Board' s agreed concl usions
436( XLIT1), the Secretary-CGeneral of UNCTAD reiterated at the fifteenth executive
session of the Board that the discussions on Africa at the forty-fourth regular
sessi on woul d concentrate on performance, prospects and policy issues with regard
to African econom c recovery and devel opnent.

2. In the light of the above, the aim of the present report is to review
Africa's recent econom c performance, analyse the factors affecting its recent
growt h performance, and explore the nediumterm prospects for maintaining this
nonent um and achi evi ng sustai nable growh. Recent trends in trade, external debt
and agricultural policies are anong the issues covered in the report.

3. Furthernore, as requested by the Trade and Devel opnent Board at its forty-
third session, a number of experts have been invited as panellists to participate
with delegations in informal discussions on economic recovery and devel opnent in
Africa. The Board s deliberations on this itemw || also touch upon the thenes of
t he Board’ s Hi gh-1 evel Segnent , which are d obalization, Conpetition

Conpetitiveness and Devel opnent, and the related findings will be transmtted to the
Hi gh-l evel Segnent.

A Recent economic developments

4, At the beginning of the 1980s, sub-Saharan Africa (SSA) entered into a |ong
peri od of econom c decline, during which real inconme per capita fell until 1993.
I nvestment and saving rates |ikew se declined during this period and, despite cuts
in effective demand and fiscal austerity, high rates of inflation generally
persisted (table 1). Except in East Africa, export revenue grew nore slowly during
1986- 1993 than before 1980. Despite inmport conpression, trade and current account
deficits remained |argely unchanged. The debt burden of npbst countries in the
regi on became unsustainable. External deficits were usually covered through new
resource inflows and by allowi ng debt arrears to accumulate. By 1994, there were
few countries in SSA that could be said to have strong prospects of sustainable
gr owm h.

5. However, three successive years of inproved econom c performance, beginning
in 1994, have given grounds for nore optimsm For the first tine since the
begi nni ng of the 1980s, GDP growth rates have exceeded popul ati on growth, albeit by
a small margin. Led by an inpressive growmh in export revenues and a substantia
reduction of current account and trade deficits, external indicators inproved
overall. Nevertheless, with respect to growh, accunul ation, savings and inflation,
the performance of the last three years continues to be inferior to that achieved
bef ore 1980.

6. The recent upturn in SSA was underpinned by the continued and deepened
i mpl erent ati on of econom c reform programes, as well as by reductions in politica
instability and civil unrest.®! A mmjor factor has been export growth, which
according to the Econom ¢ Conm ssion for Africa, went from-4.2 per cent in 1993 to
3.3 per cent in 1994 and 16.2 per cent in 1995. Buoyant external demand, higher
commodity prices and inproved ternms of trade (an increase of 7.4 percentage points

! See Economi ¢ Conmission for Africa, "Report on the Econom ¢ and Socia
Situation in Africa, 1997" (E/ ECA CM 23/3), paras. 3 and 4.
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from 1994 to 1996) were the imredi ate and main factors responsible for these export
gains. However, the volune of exports has shown little change fromearlier periods.

Tablel

Africa: macroeconomic indicators 1975-1996
(Annual average, in per cent)

GDP growth Ratio of gross Ratio of gross Inflation
domesticinvestment  domestic savingsto
to GDP GDP
Sub-Saharan Africa
1975-1980 38 24.0 22.9 18.9
1981-1985 1.2 1.2 19.3 20.2
1986-1993 15 17.1 17.3 204
1994-1996 3.0 17.3 9.6 20.4
North Africa
1975-1980 6.2 33.1 22.0 8.0
1981-1985 4.7 29.3 211 10.6
1986-1995 2.2 24.5 195 10.7

Sources: 1975-1993: ILO, World Employment 1996/97 (Geneva, ILO, 1996), table 5.6; 1994-1996: ECA,
“Report on the Economic and Socid Situation in Africa, 1997" (E/ECA/CM.23/3, Addis Ababa, 1997),
table 2; and World Bank, World Development Indicators 1997 (CD-ROM).

7. The price boom began with non-oil commodities in 1994. Export prices for
Ugandan coffee soared by 167 per cent from 1993 to 1995, declined by 26 per cent in
1996, but rose to new heights in 1997. More nodest, but none the | ess substantial,
i ncreases occurred for cocoa (an increase of 42 per cent in Cote d Ivoire); tobacco
(15 per cent in Malawi); and cotton (11 per cent in Cote d Ivoire). The price boom
al so enbraced crude oil by 1995; average prices in 1996 were 31 per cent higher than
two years earlier. It is premature, however, to say whether the recovery in
commodity prices has peaked. 1In general, it appears that price increases have been
levelling off and a decline cannot be ruled out in the near future.?

8. In recent years there has been a sharp increase in food production in SSA
particularly in cereals, which has been the main factor responsible for the growh
of agricultural output. Weather conditions favoured this inprovenent, as no doubt
did al so the reduced preval ence of civil and ethnic conflicts. On the other hand,
there is little indication that price or marketing reforms have had an inpact on
food production, since they have been mainly directed at export crops.

9. Per capita growh rates were also negative in North Africa until the md-
1990s (the one exception being Tunisia). The factors responsible include the debt

2 For recent changes in comodity prices and prospects, see Trade and
Development Report, 1997 (UNCTAD/ TDR/ 17), Part One, chap. I.
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crisis of the 1980s, the decline in crude oil prices during those years, and reduced
wor kers’ remttances. Export markets in the Mddl e East were sluggish owing to
slower growth in Saudi Arabia and the aftermath of the hostilities in the Persian
@ul f. Consequently, there were fewer enployment opportunities for North African
| abour. Recent increases in crude oil prices have favoured sonme of the countries
of the region, enabling Algeria, for exanple, to achieve a 4.4 per cent growh in
GDP in 1995 following a decade of negative growh. Rising prices for cotton
(increasing by 28 per cent from 1994 to 1996) and oil have benefited Egypt, as have
hi gher prices for phosphates (15 per cent in the same period) in the case of
Mor occo. As a result of these and other factors, the North African econonies
rebounded strongly in 1996 (see Trade and Development Report, 1997).

B. Sustainability of recovery in sub-Saharan Africa

10. Whet her the recent econom c upturn in SSA can be sustai ned depends not only
on the behaviour of prices for its export commodities, but also on a nunber of other
factors, and in particular on how successfully gains fromincreased export revenues
are utilized to strengthen potential growmh. The nost crucial variable in this
respect is the pace and pattern of capital accurul ation

11. As a result of persistent inport conpression, much of the existing capacity
in industry has been underutilized since the early 1980s. Part of that capacity has
become unusable, giving rise to the so-called phenomenon of deindustrialization.
SSA industries had originally been established to supply donestic markets behind
protective barriers; because of |ow productivity and inadequate know how they were
never in a position to conpete internationally. Moreover, they have been hard hit
by the contraction of domestic markets - the result of demand conpression policies -
as well as by trade liberalization. The main industrial challenge nowis to utilize
this capacity to the extent possible by expandi ng domesti c demand, while at the sane
time encouraging rationalization and technol ogi cal upgradi ng, |eading eventually to
t he addition of new capacity.

12. A programe of sustained economic growth should also aimat a significant
recovery in public investnment in infrastructure, which in many cases has been run
down after years of neglect. This would result in a nunber of positive spillovers,
on both the demand and the supply side. First, such investnent would allow incones
and aggregate demand to increase, thereby raising the rate of existing capacity
utilization. Second, donestic and foreign investors would have an incentive to
i nvest because such investnent would renmove supply bottl enecks affecting private
activities. If accompani ed by appropriate trade, exchange rate and agricultura
policies, such an expansion could lay the basis for a recovery of private investnent
and help to initiate a process of diversification out of traditional exports that
is essential for sustained growh.

13. Success in augnenting investnment in SSA industries and infrastructure depends
on increased export earnings to finance the inport of capital and internediate
goods. The 23 SSA countries that succeeded in increasing their export earnings
during 1994-1996 may be classified into four groups, according to their behaviour

ininmports and investnments. In four of these countries (Goup | countries) higher
earnings were associated with rising investnent ratios as well as higher inports.?
In seven others (Goup Il countries) the investnent ratio rose, but inports appear

to have fallen, despite increasing export revenues.* Since there is no detailed
country-specific information regarding the breakdown of investnment between the
tradeabl e and non-tradeable goods sectors, and of inports between capital

i ntermedi ate and consumer goods, it is difficult to identify the nature of these

3 The four countries are Congo, Cote d Ivoire, Mali and Mauritius.

4 The seven countries are Benin, Burkina Faso, Ethiopia, Chana, Lesotho,
Senegal and the United Republic of Tanzani a.
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changes in investnent and inports. However, a nunmber of possibilities can be
di sti ngui shed, as di scussed bel ow.

14. A possible response to increased export earnings is to use them for
i nvestment in tradeable goods sectors. Since the sub-Saharan econom es depend
heavily on imports for capital goods, a faster rate of investnent will give rise to
an associated rise in inmports of such goods. An association of rising export

earnings with rising inports and investnent is also conpatible with increased
i nvestment in non-tradeabl e goods sectors, including infrastructure. Although the
i mport content of such investnment nay be | ower than for tradeabl e goods sectors, the
i nvestment coul d neverthel ess give a strong stimulus to inports through its effects
on aggregate demand and econom c activity. Goup | countries fit these patterns of
rising inports and investnent.

15. For countries in Goup IlI, where the higher investnent ratio has been
associ ated with lower inports, there are a nunmber of possible explanations. First
of all, the increased investnment is unlikely to have been in tradeabl e goods sectors

since that woul d have involved a surge in inports of capital goods. The conbi nation
of reduced inport demand and increased donestic investnment suggests that inmports may
have been constrained through trade policy nmeasures or currency devaluations

Secondly, the conbination of increased export earnings and reduced inports suggests
ei ther an accurul ati on of foreign exchange reserves or increased debt servicing,
including reductions in arrears. Indeed, in four countries in this group the ratio
of interest payments on external debt to GNP rose during the two years in question

whereas in two countries it remained unchanged.

16. An association of rising export earnings with rising inmports and inconmes and
falling or stagnant investnment suggests a consunmption boom There are seven SSA
countries (Goup IIl) that appear to fit this pattern.® Such boons are typically
associated with currency appreciation and trade liberalization. They cannot
however, be sustained if export prices are not constantly rising or high |levels of
external borrowi ng are not nmaintained.

17. Finally, in five SSA countries (Goup I1V), there has been a pattern of rising
export earnings with falling inmports and investnent.?® Again, in such cases
i ncreased forei gn exchange earni ngs may have been used to accumul ate reserves and/ or
to service debt. 1In all these countries except Botswana, there was an increase in

the ratio of interest payments to GNP during 1994-1995. Alternatively, the increase
may reflect the inpact of restrictive policies introduced to prevent or slow down
over heating of the econony.

18. In the absence of the necessary data, it is not possible to reach definitive
concl usions about the inplications of these changes in investnent and trade in
i ndi vi dual countries. It is, however, a matter for concern that the investnment
rati o appears to have fallen in nore than half of the countries in which export
earnings increased during 1993-1995. I ndeed, for SSA as a whole, the ratio has
continued to be only some 17 per cent of GDP.” Simlarly, in alnost half the
countries, inports fell despite higher export earnings. It thus seenms that in many

countries there is direct conpetition between inports and investment, on the one
hand, and external debt servicing, on the other. This certainly raises the question
of how sustainable the recent recovery will prove to be.

5 The seven countries are Caneroon, Kenya, Madagascar, Ml awi, Nigeria, Togo
and Zanbi a.

5 The five countries are Botswana, Burundi, the Central African Republic, Gabon
and Gui nea- Bi ssau.

" For a detailed analysis of the weak investment performance up to 1993 in SSA
and its underlying causes, see Trade and Development Report, 1993 ( UNCTAD/ TDR/
13), chap. 1l, sects. 2 and 3, particularly table 39 and chart 3.
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C. Balance of payments constraint and the debt burden
19. The foregoing overview highlights the inportance of the bal ance of paynents

as a constraint on fuller capacity utilization and on investment in industry and
infrastructure in SSA. Wile it was noted that the recent export upturn has hel ped
some countries raise their investment |evels, such events could prove to be one-off
gains. In the majority of countries, investnent and inports have remai ned depressed
despite a rise in export earnings, which appear to have been used, at |east in part,
to finance increased interest paynents on the external debt. For all countries,
since the commodity price boomis unlikely to continue, and in viewof their limted
capacity to generate donmestically the resources needed, sustained increases in
investments will depend, at least initially, on external resource inflows. These
flows, in turn, will depend inter alia on the effectiveness of neasures taken by the
i nternational community to alleviate the external debt burden of heavily indebted
African countries, which in SSA consists mainly of public and publicly guaranteed
| ong-term debt.

20. Net resource flows and net transfers to SSA, though fluctuating, have been
generally positive since the 1970s.® In 1995, net transfers anpbunted to $13
billion, thanks mainly to increased inflows of official developnent finance.?®

Foreign direct investnment (FDI) and portfolio investnments amounted to only 9.9 per
cent and 2.1 per cent, respectively, of total net resource flows to the region,
while FDI profit remttances slightly exceeded FDI infl ows.

21. Until the recent econom c upturn, however, resource inflows were nore than
offset by terns of trade | osses. The Wrld Bank has estinmated that between 1971-1973
and 1981-1986 SSA (excluding Nigeria) experienced a cumul ati ve decline of 5.4 per
cent of GDP due to terns of trade | osses, against a cunulative gain of 2.7 per cent
due to net resource transfers; i.e. a net loss of 2.7 per cent of GDP. During
1980-1990 only six of the 21 countries for which data are available were able to
cover their ternms of trade | osses by nmeans of net ODA inflows.! Another study,
covering Burundi, Cbdte d'lvoire, Ghana, Kenya, Nigeria, Senegal and the United
Republ i ¢ of Tanzania, reports that during the recent adjustment period (generally
fromthe md-1980s up to 1993) “allowing for ternms of trade | osses, six of the seven
countries had declines in net external resource inflows, with Tanzania the |one
exception”. |In sum fromthe early 1980s to at |east the m d-1990s, SSA suffered
a net loss of resources from positive capital flows and deteriorating terns of
trade.

8 Net resource flows are defined as including net |oan disbursenments (including
I MF and World Bank | oans), net foreign direct investnent (FDI) and portfolio
flows, and grants other than for technical assistance. Net transfers are
defined as net resource flows mnus interest paynents and profit rem ttances.

° See World Bank, World Debt Tables 1996 (Washington, D.C., Wrld Bank, 1996).
See al so Economi ¢ Conmi ssion for Africa, Economic and Social Survey of Africa,
1994-1995 (United Nations publication, Sales No. E. 95.11.K 8, Addis Ababa,
1995), paras. 652-660; and “Report on the Econom c and Social Situation in
Africa, 1997", para. 28.

0 Worl d Bank, Adjustment in Africa: Reforms, Results and the Road Ahead ( New
York, Oxford University Press for the World Bank, 1994), p. 29.

1 Trade and Development Report 1993, Part Two, chap. |I, sect. C.

2], Husain and R Farugee (eds.), Adjustment in Africa: Lessons from Country
Case Studies (Washington, D.C., Wrld Bank, 1994), p. 7.
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22. A satisfactory resolution of the external debt burden is necessary if SSAis
to be successfully integrated into the world econonmy. The external debt of SSA
amounts to roughly 10 per cent of the total debt owed by devel opi ng countries to
official creditors. This debt burden is unsustainable for nost of the African
countries concerned. By 1995, SSA had the highest debt-to-exports ratio of any
devel oping region (table 2). Moreover, it is the only one where the ratio of
external debt to exports of goods and services rose from 1988 to 1995 - from 243 per
cent to 270 per cent. Conversely, during the sane period, the ratio of interest and
principal payments to exports of goods and services declined, from 21 per cent to
15 per cent.?®

Table2

External debt indicators for developing countries,
1988 and 1995, by region

(Percentage)
Region Debt export ratio Debt serviceratio Arrearsasashare
of total debt
1988 1995 1988 1995 1995
All developing countries 176.9 150.0 22.9 16.3
East Asia 93.6 83.3 134 10.7 3.3
Latin America 332.6 254.2 39.6 30.3 4.9
Middle East & North Africa  155.7 136.9 17.5 13.7 51
South Asia 290.0 245.7 26.2 249 0.0
Sub-Saharan Africa 242.9 269.8 20.7 14.7 279

Source: World Bank, World Debt Tables 1996 (Washington, D.C., World Bank, 1996).

23. The apparent anonaly of contradictory trends in these two ratios is explained
by the continuous growth of arrears on interest and principal that have been
accunul ated i n sub-Saharan countries over the years.'* The stock of these arrears
stood at $62.2 billion in 1995, corresponding to about 28 per cent of the debt
stock. Mre omnously, the conversion of these cunulative arrears on interest
paynents into short-term debt accounts for one-third of the total increase in debt
in the region since 1988. In conparison with other devel oping regions, the debt
expansion attributable to rolling over interest arrears is therefore singularly
| ar ge.

13 The average debt service ratio (DSR) for SSA conceals a w de variation anong
countries. For example, 12 out of 47 countries had ratios exceedi ng 25 per
cent in 1995. Nevertheless, the overall picture does not appear to be as
dramatic as it was in Latin America and even North Africa during the 1980s.

4 Apart fromthe chronic rise in arrears, SSA's debt structure (i.e. the
shares of short-term concessionary or bilateral debts in the total) does not
differ significantly fromthat of other regions. For exanple, South Asia’'s
DSR is 10 percentage points higher, but its concessionary debt ratio is also
hi gher. Hence, the relative size of SSA's concessionary debt cannot explain
its | ower DSR
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24, It is the accunul ation of arrears, noreover, that is the fundamental problem
underlying SSA' s debt overhang. Unless sufficient relief is granted, regular and
conti nuous servicing of the growi ng debt stock will becone increasingly problematic.
In fact, these arrears constitute a form of de facto rescheduling which could end
in default. Protracted rescheduling negotiations and the associated onerous
conditionalities are conmpounding the uncertainties facing policy-makers in the
region.

25. The internati onal community has not been indifferent to the debt problemin
Africa. North Africa has benefited from major debt reschedulings since 1985. One
such operation, during 1987-1990, significantly reduced Mrocco' s debt service
ratio, from36 per cent in 1986 to 23.7 per cent in 1992. Large-scale rescheduling
and wite-offs reduced Egypt’s external debt stock by $15 billion between 1987 and
1996. Likew se, Algeria has obtained substantial debt relief during the past two

years. Such relief has hel ped inmprove the macroeconon c performance of North
Africa.
26. Wth respect to heavily indebted poor countries (HI PCs), the majority of

whi ch are sub-Saharan, a new and wel cone initiative was put forward in 1996 by the
Worl d Bank and the I M-, consisting of an integrated approach to debt relief that

enconpasses the totality of H PCs’ external debt. It is still too early to evaluate
the success of this initiative, but it is clear that not all indebted sub-Saharan
countries will be eligible and that nost eligible countries will not obtain ful

relief before the year 2000. However, the recent introduction of added flexibility
ineligibility criteria, tinme-frane and interimfinancing is a wel come recognition
of the problem and should be pursued further.?®

27. In sum a speedy and substantial resolution of the debt overhang probl em of
SSA is critical if the present economc upturn is to be followed by sustained
econom c growh over the long term Such relief would ease the bal ance of paynents
constraint and could induce increased private investnent and growh. Because of the
cl ose |inkages between external debt and the governnment budget, debt relief would
also free resources needed for government investment in physical and social
infrastructure

D. Policies for growth

28. Recent experience shows that reducing the bal ance of paynments constraint is
a necessary but not always sufficient condition for pronoting capital accumul ation
and exports. There is a major role for governments in creating conditions conducive

to private investnent in traded goods sectors. 1In the African context, two policy
ref orm areas have gai ned i ncreased acceptance in recent years - trade and exchange
rate policies, and agricultural price refornmns. This section evaluates these
policies in terms of their inplications for accunulation and grow h. Pol i cy
conclusions are drawn in the final section

1. Trade and exchange rate policies

29. Many African countries have opened their markets very rapidly. Despite the

general provision in the Uruguay Round for LDCs to |liberalize their inport regines

nore slowy than other WO nmenmbers, 18 sub-Saharan LDCs have already virtually
elimnated their non-tariff barriers and a further nine have substantially reduced
them Many sub- Saharan countries have also reduced their tariff rates.
Li beralization has progressed even further in North Africa, where Mrocco and

5 For a nore detailed discussion of the HHPCs’ debt initiative, see Trade and
Development Report, 1997, Part One, chap. Il, sect. E
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Tuni si a have reached agreenents with the European Union to establish a free trade
zone in the future.®

30. Unquesti onably, protection of domestic industry in many sub-Saharan countries
used to be excessive and did not always succeed in pronoting infant industries.
However, rapid inport l|iberalization will have difficulty in enhancing productivity
and pronoting conpetitiveness when the industrial structure is weak. Nor is an

across-the-board inport |iberalization necessary for pronoting investnent and
exports.
31. The exanpl es of successful export-oriented devel opnent strategies in East

Asia show not only that firns nust first be strongly established in donestic markets
but al so that export success preceded, rather than foll owed, the adoption of inport
l'iberalization policies. Wile it is essential to ensure that exporters have access
to raw materials and other inputs at world prices, nechanisms such as duty drawback
or export retention schemes can be effectively utilized for this purpose. There has
been little effort to establish institutions needed for the effective functioning
of such schenes in SSA I nstead, enphasis has been placed on general inport
liberalization as a way of pronoting efficiency and conpetitiveness in traded goods
sect ors.

32. Export pronotion policies in SSA have been largely confined to primry
comodi ties, which have collectively proved vul nerable during the past 15 years to
the fallacy-of-conposition dilemma.” In this connection, SSA experienced a dramatic
decline of 36 per cent inits terns of trade from 1985 to 1993 (table 3), which has
only partly been corrected by the recent upturn. As a result, Africa' s already
nmeagre share of world exports declined from3.2 per cent in 1985 to 1.9 per cent in
1993. Mor eover, sub-Saharan Africa has been unable to diversify its export
structure sufficiently. Wile in other devel oping regions the share of manufactures
in total exports has grown since 1980, it shrank in 12 out of the 30 sub-Saharan
countries for which data are avail abl e.

33. Prelimnary estinmates of the inpact of the Uruguay Round indicate that SSA
is likely to incur Round-related losses in the nmediumterm?® These |osses wll
arise mainly because of the erosion of preferential treatnent of African exports in
EU narkets under the Long Convention and nore generally under the GSP. The bal ance
of paynents situation of nuch of SSA will be further strained by higher inport costs
for foodstuffs due to reduced subsidies in major exporting countries.?

18 The agreements inply the elimnation of tariff protection in the two North
African countries in all industries, while providing tenporary benefits to
textile exporters. For a critical assessnment, see Econom ¢ Research Forum for
the Arab Countries, Iran and Turkey (ERF), Economic Trends in the MENA Region
(Cairo, 1996), pp. 39 and 42-44.

7 The term“fallacy of conposition” refers to the possibility that the
positive outcome of a particular action pursued by one country can be reversed
if pursued by many countries. Thus, if one country increases its volune of
exports, its foreign exchange earnings will increase. However, if many
countries simultaneously increase their export of the same commodity, its
world price will decline. As a result, the foreign exchange earnings of each
country will also decline even though their export volunme increases.

8 The UNDP Human Development Report 1997 (New York, Oxford University Press,
1997) estimates that SSA stands to lose up to $1.2 billion a year during 1995-
2001 (p. 82).

19 See Economic and Social Survey of Africa, 1994-1995, paras. 616-621, and A
R. Khan, “Reversing the Decline of Qutput and Productive Enploynent in Rura
Sub- Saharan Africa” (Geneva, |ILO, 1997, Issues in Development Discussion Paper
17), pp. 14-15.
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Table3
External trade indicators for developing countries and territories,
1985 and 1993, by region
Region Terms of trade Sharein world exports Share in world imports
in 1993 (per cent) (per cent)
(1985 = 100)
1985 1993 1985 1993
Latin America 78.7 5.6 4.3 4.2 4.9
Asia 73.7 15.8 20.8 154 21.6
North Africa 58.6 15 0.8 13 1.0
Sub-Saharan 64.2 1.7 11 15 11
Africa

Major exporters 93.3 10.6 15.6 9.1 16.3
of manufactures®

Source: UNCTAD, Handbook of International Trade and Development Statistics, 1994 (United
Nations publication, Sales No. E/F.94.11.D.24, New Y ork and Geneva, 1995).

2Brazil, Hong Kong, Maaysia, Mexico, Republic of Korea, Singapore, Taiwan Province of
China, Thailand, Turkey, former Yugoslavia

34. Trade liberalization in Africa was initially acconpanied by real currency
deval uations to avoid a sharp deterioration in the balance of paynents. However,
many countries subsequently noved towards market-determ ned exchange rates and
current-account convertibility. As of 1994, the CFA countries and a further nine
sub- Saharan countries had convertible currencies. In North Africa, controls on
foreign exchange operations have been gradually lifted. The I|iberalization of
current transactions has spread to capital transactions, with many African countries
mai ntai ning only mnimumcontrols on nost categories of capital inflow. Governnents
have consequently been seriously restricted in their ability to nmanage exchange
rates in a way conducive to export expansion

35. Wth the opening up of the capital account, there has been a tendency for
currencies to appreciate as a result of increased capital inflows. Overval ued
exchange rates, in turn, have attracted nore inflows by adding to arbitrage margins
created by high interest rates. |Indeed, exchange rate floating is making currency
appreciation a recurring feature of sone econom es.? Real appreciations have taken
pl ace in Botswana (39 per cent over 1989-1995), Sierra Leone (23 per cent, 1992-
1995), Uganda, (28 per cent, 1993-1994), Kenya (43 per cent, 1993-1995), Egypt (28

2 An example is Kenya: “Foreign nmoney is flowing to Kenya drawn by high
interest rates...and a steadily appreciating, freely convertible
currency...lnvestors have done quite well because the exchange rate has worked
in their favor and they benefit on interest rates as well...The main draw...is
the lucrative 20-25 per cent yield on 3-nmonth Treasury Bills...The
appreciation of the currency has been due to banks who' ve...been net buyers of
[ Kenya] shillings to buy the Treasury bills” (Wall Street Journal, 17 June
1997, p. 24).
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per cent, 1991-1995), Mrocco (69 per cent, 1985-1995) and Tunisia (30 per cent,
1985-1995) . 2

36. A consequence of real appreciations, of course, is to make inports |ess
expensive. \Were trade regi mes have not differentiated between essential and non-
essential inports, the tendency has been for inports of consunmer goods to rise
faster than those of internedi ate and capital goods.

37. As recent experience has denonstrated, high capital inflows and overval uation
of currencies cannot be sustained indefinitely. Mounting current account deficits
and currency appreciations |lead eventually to financial flows being reversed, which
puts pressure on the exchange rate and produces sharp depreciations that are often
acconpanied by difficulties in the financial sector. Such sw ngs in exchange rates
associ ated with boom and bust cycles in capital flows constitute a major inpedinment
to investnent in inport-conpeting and export sectors by creating considerable
uncertainty about the prospective yields of such investnent. Since the rea
exchange rate becones a key variable affecting investnent under an outward-oriented
devel opnent strategy, it is all the more inportant to secure its stability by
exerci sing appropriate control over liquid capital flows.

38. There are also other nmeasures that can pronote exports, particularly non-
traditional exports, but they have not always been effective. Pol i cy
recomrendati ons, often in the context of structural adjustnent progranmes, have
generally been confined to tax rebates, the elimnation of red tape and the
establ i shnment of export-processing zones. Specific export incentives have been
considered distorting, leading to a de facto system of nultiple exchange rates,
al t hough they have sonetinmes been tolerated as a short-term neans of correcting
anti-export biases on the eve of liberalizing trade regines.

39. In the absence of selective export pronotion policies, conpetitiveness
depends on the behaviour of real wages and the real exchange rate, as well as on
productivity grow h. There can be two types of inprovement in productivity:

productivity growh based on high and rising rates of investment associated with
rising enploynent; and a one-off increase in |abour productivity associated with
static efficiency gains resulting from | abour-sheddi ng under conditions of stagnant
or declining investnment. A sustainable inprovenment in export performance requires
not only productivity gromh based on rising investnent rates, but also policies
that ensure that real wages do not increase faster than productivity growh, and
that the exchange rate is maintained at a stable and competitive |evel.

40. For SSA there is a scarcity of data on the basis of which indicators of the
conpetitiveness of manufactured exports can be computed. For North Africa, on the
ot her hand, available data make it possible to identify the novenents in key
vari abl es affecting conpetitiveness. Changes in real wages, productivity and
exchange rates since 1986, shown in table 4, suggest that in all four countries
di stingui shed (Al geria, Egypt, Mdrrocco and Tuni sia) conpetitiveness has inproved.
In Egypt, higher productivity has been attained under conditions of declining
i nvestnent and rising enploynment. In Mrocco, real wages have been stable despite
significant and continuing real appreciations since 1986. In Algeria, rea
depreci ations appear to have been acconpani ed by constant real wages and falling
| abour productivity. The nost dynam c pattern has been exhibited by Tunisia, where
rising investment rates have been associated with higher rates of productivity
growh (nearly 19 per cent per annum), and with rising enpl oynent and real wages.
However, that country’'s conmpetitiveness may have been adversely affected by its
currency appreciation

Table4

2 Cal cul ati ons based on UNCTAD data. See also L. Kasekende, D. Kitabire and M

Martin, “Capital inflows and macroeconom ¢ policy in sub-Saharan Africa”, in
UNCTAD, International Monetary and Financial Issues for the 1990s: Research
Papers for the Group of Twenty-Four, vol. VIII (United Nations publication

Sales No. E.97.11.D.5, New York and Geneva, 1997), table 8
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North Africa: competitiveness indicators for exports of manufactures, 1994
(Index numbers, 1986 = 100)
1 2 ©) (4) ) (6)
Memo items
Real Red wage Value added Aggregate Employment Relative
exchange costsin per worker in - competitiveness in investment
rate® manufacturing  manufacturing indicator® manufacturing growth®
(per cent)
Algeria 1325 94.6 79.0 110.7 108.2 -4.5
Egypt 163.8 68.8 140.4 334.3 121.6 -6.2
Morocco 81.8 100.7 143.8 116.8 149.8 -15
Tunisia® 98.9 198.7 334.4 166.4 115.1 +5.8

Source: World Bank, World Development Indicators 1997 (CD-ROM).

& A higher real exchange rate signifies areal depreciation of the local currency.

® Calculated by multiplying the ratio of value added per worker in manufacturing (column 3) to real wage
costs in manufacturing (column 2) by the real exchange rate (column 1).

¢ Percentage point change in investment/GDP ratio.

4 1986-1989.

©1986-1993.
41. In SSA serious problenms have been encountered in achieving greater
conpetitiveness in non-traditional exports. First and forenost, there are

significant financial and foreign exchange constraints inpeding capacity-building,
and productivity in existing capacity remains | ow. Another inportant consideration
is that real wages have al ready been consi derably depressed, and hence there is very
little scope for further reducing real wages in the interest of conpetitiveness.?
Furthernore, as already noted, the scope for an active exchange rate policy is being
narrowed by financial |iberalization. The difficulties facing African countries in
these areas thus suggest the need for an extensive, if tenporary, use of subsidy-
i ncentive schenmes to pronote non-traditional exports.

3. Agricultural price policies
42. Devel opnent policies in SSA were for decades criticized for having an urban
bi as. It was mmintained that SSA countries drew on resources generated by

agriculture in order to foster industrial developnent, pay for governnent
bureaucraci es and provide subsidized services and goods to the urban non-poor.
Overval ued currencies, interventions in input and credit markets, and marketing
boards that were often a | egacy of colonial rule were diagnosed as the vehicles by
means of which governments controlled and "taxed" mmjor export crops. Such

2 From 1975-1979 to 1987-1991 nmanufacturing real wages declined by 32 per
cent, 37 per cent, 40 per cent and 83 per cent, respectively, in Zi nbabwe,
Mauritius, Kenya and the United Republic of Tanzania (ILO World Employment
1996797 (Geneva: |1LO 1996), table 5.9). Furthernore, with respect to | abour
| aws and social security provisions, SSA |lags far behind other devel oping
regions (ibid., pp. 184-187).
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policies, it was argued, underm ned agricultural devel opment by discouragi ng farners
frominvesting in agriculture and inproving productivity. Mrket-oriented reforns
in agriculture have sought to redress these inbalances through relative price
changes and inproved institutional arrangenents. In their extreme form such
reforms have called for dismantling marketing boards, ending governnment intervention
in the agricultural sector and allow ng markets to operate freely.

43. This reform agenda was | aunched in the early 1980s in SSA. Marketing board
reforms have been carried out in 23 countries in connection with 11 crops. O the
39 marketi ng boards that enjoyed monopoly positions in those countries, only 23 had
retai ned the sane status by 1992. Moreover, the nunber of countries in which there
was di scretionary pricing of export crops by governments declined from 25 (out of
28) before the reforms to 11 in the 1990s, with marketing board prices |iberalized
in varying degrees or closely linked to world prices. Apart from N geria, however,

no sub-Saharan country has so far elimnated all its marketing boards.
44, As regards foodstuffs, strong control of food crop markets used to be
exercised in 15 out of 28 sub-Saharan countries. 1In all but five countries these

markets are now free, and in three of those five countries government intervention
has been sharply curtailed. Fertilizer subsidies have al so been elimnated in al
but two countries, and nost consuner price controls and food subsidies have |ikew se
been abol i shed.

45, In North Africa, governnents have adopted a nore cautious and gradua
approach to agricultural price and support policies. Conventional credit and input
subsidy policies have been generally safeguarded, especially during years of
drought. Only Egypt had liberalized its pricing and marketing arrangements by 1993.

46. Research carried out in UNCTAD and el sewhere has exam ned the extent to which
agriculture in SSA has been “taxed" through pricing policies, as well as how far
recent reforms have resulted in greater incentives for farners. The results of
this research into agricultural price novenents in SSA (discussed in Trade and
Development Report, 1997) can be summarized as fol |l ows:

| In export products, marketing boards have in the past extracted
| arge surpluses, particularly during periods of international price
booms and deval uati ons. However, extended periods of currency

appreci ati on and depressed world prices have tended to be associ ated
with declining rates of surplus extraction.?

| When changes in the domestic terns of trade for agriculture are
conpared with changes in the world terns of trade for food and
agricultural raw materials, it is found that over the past two decades
world terms of trade have fallen for both groups of agricultura

products, while the donestic terns of trade for agriculture in SSA
countries have inproved (table 5). This divergence in the domestic
terns of trade in conparison with movements in world prices existed
during the pre-reform years as well as the reform years. However,
contrary to expectations, the findings suggest that in recent years
farmers in countries where the |iberalization of prices and marketing
institutions has been slower have in general fared better than farners
in countries where agricultural markets have been |iberalized.

Table5
# See V. Jamal, “Surplus extraction and the African crisis in a historica
perspective”, in A Singh and H Tabatabai (eds.), Economic Crisis and Third

World Agriculture (Canbridge University Press, 1993), p. 77; and
International Fund for Agricultural Devel opment, The State of World Rural
Poverty (New York, New York University Press, 1992). See al so Khan, op.
cit., p. 11.
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Terms of trade of agriculture for sub-Saharan Africa and the world, 1973-1995
Agricultural terms of trade of: 1979 1985 1995%
(1973 = 100) (1979 = 100) (1985 = 100)
(1) Sub-Saharan Africa® 114.0 102.8 130.6
World
2 Food and beverages’ 86.1 57.8 81.7
3 Agricultural raw materials’ 77.0 85.6 93.0
Ratio of sub-Saharan to world
terms of trade and agriculture
(1/(2) Food and beverages 1.32 1.78 1.60
(D/(3) Agricultura raw materials 1.48 1.20 1.40

Source: UNCTAD secretariat calculations, based on World Bank, World Development Indicators, 1997 (CD
ROM).

& Preliminary estimates.

® Unweighted mean of the ratios of the implicit GDP deflators for agriculture to those for manufactures
in 13 countries (Benin, Burkina Faso, Cameroon, Cote d’ Ivoire, Ghana, Kenya, Senegal, Zambig;
Botswana, Burundi, Gambia, Nigeriaand SierralLeone). The deflator for total GDP was used for the
five latter countries, where the share of manufacturesin GDP was less than 10 per cent in 1973.

¢ Ratio of theindex of free market prices for each group of commoditiesto that of the export unit value
of manufactures.

| Wth respect to the donmestic terns of trade for export crops, the
above findings on the ternms of trade are supported by a Wrld Bank
study. # According to that study, in those countries which had

continued with centralized producer pricing, there was an increase of
4.8 per cent in the donestic terns of trade for export crops, whereas
there was a decline of 18.8 per cent in countries which had shifted
fromcentralized pricing to indicative pricing or total deregulation.?®
The terns of trade changes dealt with in the Wirld Bank study concern
the changes in prices received by export crop producers conpared with
movements of the consumer price index.

| A conparison of producer and border prices for cocoa, coffee
cotton, tea and tobacco indicates that, except in Cote d'lIvoire,
private traders rather than producers have captured the benefits of
l'iberalization (table 6). |Indeed, the “scissors” between the two sets
of prices “opened” in countries that had dismantled their marketing
boards or substantially reduced their role. On the other hand, the
outcome was m xed in countries with regul ated markets.

Table6

Ratio of producer prices to export unit values for major commoditiesin nine

24 See note 10.

% Based on tables A 9 and A 18 of the World Bank study.
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major exporting African countries, 1973-1994
Averageratioin:
Country Commaodity 1974-1979 1980-1985 1986-1994
(1973 = 100) (1979 = 100) (1985 = 100)

Cameroon Cocoa 66.9 168.7 142.9
Coted' lvoire Cocoa 88.1 136.4 163.6

Coffee 82.5 115.5 307.1
Egypt Cotton 934 149.0 88.6
Ghana Cocoa 84.9 277.1 89.4
Kenya Coffee 101.9 93.9 82.5

Tea 110.0 105.6 83.7
Mal awi Tea 89.7 84.1 155.9

Tobacco 91.0 103.8 68.3
Sudan Cotton 109.8 93.8 169.6
United Republic of Cotton 106.3 148.1 16.2
Tanzania Tea 90.2 107.8 46.6
Zimbabwe Tobacco 93.7 104.3 97.5
Average of nine 93.0 129.9 116.2

countries

Sources: UNCTAD, Handbook of International Trade and Development Statistics, various issues, FAO
database.

Note: The averageratio is obtained by dividing annual index numbers for producer prices by the annual
index numbers for export unit values (multiplied by 100). A value above 100 indicates that
between the base year and the period in question the rise in producer prices exceeded, on average,
therisein border prices, Sgnifying alower rate of “surplus extraction” from the producers by the
exporting agent.

| As for the comparative novenents of SSA border prices and world
prices, price “scissors” in such cases are indicative of changes in
the respective price-setting influence of national agents and
transnati onal corporations dealing with primary conmodities. It was
found that, on average, African countries in the post-reform period
had been able to increase the nmargin between border and world prices
for their export crops (table 7). Countries that did not inplement
refornms fared better in this respect than those that I|iberalized
t heir marketing networks.

Table 7

Average ratio of border pricesto world market prices,
1973-1995
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Commodity/country 1974-1979 1980-1985 1986-1995
(1973 = 100) (1979 = 100) (1985 = 100)
Cocoa/Cameroon 109 92 125
Cocoa/Cote d' Ivoire 110 91 102
Cocoa/Ghana 125 94 118
Coffee/Cote d’ Ivoire 97 96 85
Coffee/Kenya 95 101 127
Cotton/Egypt 150 89 110
Cotton/Sudan 153 81 98
Cotton/United 154 90 159
Republic of Tanzania
Tea/lKenya 97 106 98
Tea/Malawi 85 106 68
Tea/United Republic of 89 113 104
Tanzania
Average: non-reformers” 107 98 117
Average: reformers 114 98 104

Source: UNCTAD secretariat calculations, based on UNCTAD’ s average indices of free market prices
and various editions of UNCTAD's Monthly Commodity Price Bulletin, including
TD/B/CN.1/CPB/L.47, May 1997.

Note: Theaverageratioisobtained by dividing index numbers for border prices by the index numbers
for world market prices (multiplied by 100) for each year. A value above 100 indicates that
during the period in question the rise in border prices exceeded, on average, the rise in world
market prices, signifying an increase in the share captured by national agents versus
transnational corporations.

& According to Husain and Faruquee (see note 12), Cameroon, Ghana and Kenya are “non-
reformers’ in commodity marketing and pricing, whereas Cote d’ Ivoire, Egypt, Malawi and the
United Republic of Tanzaniaare “reformers”.

47. The above findi ngs suggest that policies designed to renove price distortions
are insufficient to provide greater incentives. The reasons for this insufficient
i mpact vary fromcountry to country. However, a comon el enment has been that price-
based refornms have |left untouched existing severe market inperfections and
shortcom ngs. |ndeed, nost of the reforns appear to have been undertaken as if the
ingredients of an efficient private market already existed. Were marketing boards
have been weakened or dismantl ed, nmarkets for export crops have becone dom nated by
a few traders. Producer prices in such cases have continued to be depressed,
especially in regions with poor infrastructure and |ow popul ation density, wth
farmers in these regions negatively affected by the abandonment of pan-territoria
pricing policies. Over time, conpetitive forces nay devel op, but a nore gradua
transition to reform ng agricultural pricing, by first establishing the necessary
i nstitutions and physical infrastructure, is preferable.
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48. G ven the crucial inmportance of agriculture in SSA, a nunber of elenents need
to be taken into account in formulating agricultural policies in the region. First,
in viewof the differing conditions among countries, there can be no single policy
prescription that is universally applicable. Second, because policies aim to
achi eve various objectives, such as price and incone stability for farners, national
food self-sufficiency, surplus extraction, and efficiency and productivity
i mprovenents, which touch on different facets of agriculture, sone of these policies
risk clashing with others. Current market-oriented reforns attribute greater
i nportance than before to some objectives. Consequently, the lower priority
accorded to others is a potential recipe for overall policy failure. Some of these
obj ectives, and their interrelations, are discussed bel ow

Price stability. The volatility of world prices for traditional export crops,
if passed directly on to farners, tends to reduce their willingness to undertake
i nvest ment because of increased uncertainty about prospective returns. A critica
role of marketing boards has been to shelter SSA farnmers from extreme price
fluctuations. A consequence of their dismantlenent and of the w thdrawal of
governnment intervention in agricultural markets is that there is no |onger any
instrument available to snooth out farmincones during periods of volatile prices.

Food self-sufficiency. Food self-sufficiency is a major policy concern for
sub- Saharan countries with rapidly grow ng urban popul ati ons. Moreover, the cost
of food inports is expected to rise when the Agreement on Agriculture concluded in
the Uruguay Round is fully inplenented. There can thus be a trade-off between
cultivating export crops and food crops for domestic consunption in countries with
[imted agricultural land. There is scope, however, for sinultaneously increasing
producti on of both export and domestic crops in many SSA countries by encouragi ng
inter-cropping practices, which diversify the risk to and smooth the seasona
i ncomes of producers, and by adopting "green revolution” technol ogies that increase
food production. Such policies call for increased involvenment by the State in
provi ding agricultural inputs and extension services.

Surplus extraction. |n sub-Saharan agrarian structures, inplicit tax nmeasures
were used to extract part of the value added by farners. Experi ence shows t hat
"taxing" agriculture through price policies is not inconpatible with high rates of
agricultural growh if there is at the same tine appropriate governnent invol venent
in the provision and maintenance of necessary infrastructure and services.?® To
dismantl e, rather than reform marketing boards and related public or sem -public
institutions risks creating a gap in this respect that the private sector may be
unable to fill.

E. Policy conclusions

49. After so many years of stagnation and decline, the recent recovery in Africa
has under standably engendered much optim sm But events call for caution rather
t han conpl acency. Cyclical and transitory factors have been inportant in the recent
econom c upturn. Only a few African countries appear to have been able to exploit
the opportunities presented by the favourable conditions of 1994-1996. Wi | e
mar ket - based reforns can make a difference, they also present new challenges to
African policy mekers.

50. The present report has concentrated on the problenms confronting African
countries engaged in the reform process. The principal conclusions that can be
drawn are the follow ng:

2% On the experience of Taiwan Province of China along these |ines, see Trade
and Development Report, 1997, Part Two, chap. I11.
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| I ncreasing i nvestment in tradeabl e goods sectors and physical and
human infrastructure is a prerequisite for sustained growth, and
requi res a considerabl e expansion of inports. However, such expansion
is constrai ned by bal ance-of - paynments consi derations, which have been
negatively affected by the external debt burden. Debt relief is
therefore indispensable for a transition to a self-sustained growth
process in SSA

| Export pronmotion in non-traditional sectors should be vigorously
pur sued. Increased conpetitiveness can best be achieved through
i nprovenents in productivity brought about by higher investnent in
physical and human infrastructure. Exchange rate stability is also
essential for the success of an export-oriented devel opment strategy,
al t hough such a strategy may also call for the adoption of selective
and tenporary incentives for exports in non-traditional sectors.

| In the formulation of agricultural price policies a bal ance shoul d
be struck between food self-sufficiency, surplus extraction and price
i ncentives and incone security for producers. Care should be taken to
avoi d systemati c biases against food crops. Policy instrunents and
institutions which can be used to pursue these objectives should not
be dismantled. African agriculture requires substantial investnents
in and mai ntenance of infrastructure, which cannot always be undertaken
by the private sector



