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COUNTRY PROFILES
BANGLADESH
Political Context

A notable feature of Bagadesh’s first ESARprogram in 1990 was that it coincided with the end
of military rule under President Ershad. page of domestic violence and demonstrations
against the Ershadovernment led to the dissolution of Parliament in 1987, and thereatfter, to
elections in 1991 which brght to power Prime Minister Bgum Khaleda Zia, leader of the
Bargladesh National Pariand widow of General Ershagigedecessor, General Zia-ur-Rahman.
Given the extremgolarization that has characterizpdlitics in Bargladesh, therocess of
liberalization meant that from the dpening, the government’'s commitment to the ESAF
program would almost certaiplbe made sybct to the demands pblitical expedieny. Even

so, the Ziggovernment affirmed its commitment to tpeagram sgned in 1990 1 theprevious
government. But this commitment to thegram was sooput to the test agolitical tensions
failed to subside. Violent demonstrations lgdhe gposition Awami Legue resulted in fresh
elections in 1996 which brgat into power agovernment of the Awami Legae, under the
leadershp of Sheikh Hasina.

Thus, theperformance of the ESAF in Bgladesh must be evaluategbainst the baalround of
apolitical environment dominatedylextremepolarization and a continuguest for a balance
between the need for economic liberalization and the clyeeof democratigovernance.
Indeed, even under the Ershgalernment, there had bepariodicpolitical protest which, in
some instances, had ledpolicy reversals? The Zigovernment had endeavoredpamst
difficult odds, to maintain the momentum of the ES@iegram by, for instance, fjecting
recommendations of a We and Productiwt Commission to raise was ly a manitude which
it considered incoypatible with proper fiscal mangement. It is interestgqto contrast this
posture with the stance of tipeesentgovernment in relation to similgressures for wge
increases?®

32 A Fund mission neorted in 1987 that “under sustaing@ssure from thepposition, includig a series of
demonstrations and strikes, tj@vernment felt compelled in Juy to withdraw some of the revenue measures
introduced in the 1987/88 bget.”

33 On October 6, 1997, the Cabinppeoved the nationglay scale increases recommendgdhe secretgr
committee, formed to review the recommendations of the 5 Natiopal&amission. The scale, contaigin
20 grades, will be imlemented in the next threears; what is ghificant about this measure is that the
government has chosen to fix the lowest at 86.48percent of the recommended amount (tlghést-ever
increase) compared to 75ercent of the amount recommendsrtie 4" Pg Commission, and 75.f&rcent of
the pay recommendedybthe 3 Pg Commission in 1984.The Daily Stay Dhaka, October 7, 199f@p. 1, 12)
This announcement abagody increases coincided with the Bank’s release of its October 1997 ¢gaft oa
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Consensus-Building

Given Bamladesh’s log tradition ofpolitical polarization and a faiyl active culture of civic
protest, thegprocess of consensus-buildirs naturaly a difficult one. What this means is that
sypport for aprogram under the ESAF, with its obvious distributionaplications and difficult
political choices, can at best be somewhat tentative. In these circumstanpessdhaliy of
key figures in the refornprocessparticularly the Minister of Finance, has tended to be an
important factor in the success or failure of pinegram and not unnaturgllthe former Minister
of Finance, Saifur Rahman, who held gosition for a relativel protractedperiod, came to be
perceived as the vgrembodiment of thggrogram. To be sure, this is notparticularly
Bamgladeshiphenomenon. Ministers of Finance ewghere are alwgs the olpect ofpublic ire.
But in Bargladesh, with its Igh incidence opoverty, populationpressure, and fgeient natural
disasters whose devastajeffects are sometimes intertwined with the effecigotity reform

in the public imagination, thepersonalization of the reforprogram around the Minister of
Finance can be extreme. This in turn pboates therocess of consensus-buildias, in the
words of one interviewee, thpeogram becomes increagily viewed “as grivate transaction
between the Minister of Finance and donors”.

When ownerslp of theprogram is viewed ¥ key figures ingovernment, includig Cabinet
ministers, as residgnalmost exclusiveiin the Minister of Finance, this also bedevils phecess
of consensus-buildmand the mobilization of resources for thgram as other Cabinet
ministers retreat fromublic sypport of theprogram at the stjhtest hint of pposition.>* This
clearly was the eperience of Bagladesh’s leadig reformer, Saifur Rahman.

The new Minister of Finance is so deterrgdtite political costs of a new ESAF that he
sees vey little space for the mobilization ggolitical support.®

public expenditure in Bagladesh, criticisig the increases in defencepexditure (now 17-18ercent of current
spendirg), growing subsidies, interepayments on domestic debt, and salaries argewarisig out of the issue
of absoption of personnel from the copfetedpublic projects under the recurrent lgad. Op.cit, p. 6).

34The former Minister of Finance shared an incident of how he failed to win consensus in Parliament and his
reform effort in this rgard was subspiently mamginalized. The issue was the establishment of aystes for the
Dhaka-Chittgong Expresswg and the “cleanig up” of ille gal habitation alog the sides of the gxesswg. The
Minister of Tranport agreed topropose a bill in Parliament to this effect but in the face of gtopposition,
retreated and accused the Minister of Finance as thgaitwstof that untenableroposal. (Interviews, Bagladesh,
October 1997).

%51n 1996, reresentatives of the neyvklectedgovernment were said to be concerned about tioéitical image
that they reportedly told the Fund that advancedblicity about the ngotiation of apossible ESAF arrajement
would bepolitically damaing.
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The syoport of labor in Bagladesh is also difficult to mobilize as it is $ett to the same
polarization that characterizes tpalitical situation: the unions ar@parently under the control
of the two mairpolitical parties so that strikes are oftpalitically induced and are often drawn
on party lines.Finaly, the role of Parliament itself in Bgladesh has tended to be often a
disruptive one instead of a upihg one. Instead of beja forum for dialgue and consensus-
building, Parliament is deived of itsproper role as ppositionparties bgcott it when thg have
political grievances to settle.

On thepositive side, th@rivate sector igeneraly sypportive of theprogram. It isparticularly
suwpportive of theprivatizationprogram and is keen to see pieded p, and therefore views,
with some diguiet, a disrption of theprogram Ly the alternation opower between the two
main political parties with their different attitudes to tpelicy. For this reason, the Dhaka
Chamber of Commerce and Indystand pro-reform economists whom we interviewed,
expressed the rather unusual wish that the ESAF should come wipulatsbin that rquires,
amory other thirgs, a mandatgrconsensus amgrpolitical parties as a condition for financial

support.

One inportantpotentialplayer in consensus-buildyand a source of pport for theprogram
is the NGO communyt in Bargladesh. Thanks imart, perhas, to thegeneraly good
relationshp that this communyterjoys with the Bank and the Fund, and thgdaresources that
come to them thragh Bank and donor-funded safetetprograms, it is favoralyl disposed to
economic reform.

Agenda Setting and Authorship of Program Documents

The distinct inpression ongets from readig Fund documents and also takiito government
officials in the field is that thpolicy agenda has tended to be set moréhe Fund thanyothe
government. This is truperhgs a little less in the macroeconomic area that in the area of
structural reforms. But even in the macroeconomjz@sally in the fiscal area, there are ngan
references in the documentation, confirmgdhe protests of leadig officials, that taxpolicy

was most dictated ly the Fund or was thproduct of compromises thagovernment felt
constrained to acpe

Following the fall of President Ershad in 1991, the succegseernment claimedreater
autonony and leadershiin settirg thepolicy agenda. In Agust 1991, for instance, it increased
the nationapay levels for civil servants in a decision that cleadflected more itpriorities than
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the Fund’s® There are tvmarticular areas thah in which thegovernment’s role in initiatig
policy was morepronounced, namgl the poverty alleviation program and the area of
environmentapolicy. Given the stromNGO role in Bagladesh, it is understandable that the
poverty alleviationpolicy would have been preoccypation of thegovernment itself. The
government’s role imutting the issues of environmentpblicy on the genda is also not
suiprising, given Bargladesh’s histor of floods and natural disasters altgbuagain, donors and
NGOs gpear at least to hayeintly sponsored thigush which resulted in the creation of a
special Ministry of Environment.

As for the degn of policy documents, includmthe PFPgovernment officials interviewed in
the field readly acknowleded that most documents wenepared ly the Fund and thereatter,
in the manner of the usupidactice,given to thegovernment for discussion and comment.

In the area of tagolicy reform, the World Bank’s role ipreparing gopropriate policy proposals,
wasparticularly pronounced’ However, the role of the Bank and the Fund in auitibése
basicpolicy documents did not seem ofyaparticular concern to either the technicians, the
bureaucrats, or even tpelitical leaderstp of the ministries, indicatmboth an acknowlegment

of weaknesses in thgpvernment’s own administrative and technicgbatality in particular
areas, a weaknesggiavated agreat deal  what would seem to be aghi incidence of
discontinuiy and staff rotation in kKegovernment gencies, and thgovernment’s view that the
authorshp of policy documents as such, was ngaaticularly important criterion of ownerspi

Initiatives to Promote Ownership

In the late 1980s, in the face of stiffegiopposition to theprogram, thegovernment bgan to
devotegreater attention to buildgnational consensus andogort for structural reform thragin
public education, withparticular focus on the bureaucya®ut these initiativesggpear to have
been lagely ineffectual as thewere vitiated i the climate of recrimination and civil unrest
which marked theolitics of theperiod.

The Fund, for itgpart, bgan to take the business of consensus-biglderiousy, as domestic
opposition to theprogram escalated and thpgace of domestic reform gan to slow down
noticeaby at the bginning of the 1990s.

% The decision was taken without full consultation with the Fund, aththey did not undermine the viabyitof
the macroeconomigrogram, as thg were to be financedytnew tax measures as well as reductions in subsidies and
non-essential current panditure.

37In 1988, for instance, the Bank submitted pozhensive tax reformproposals which were then reviewey b
high-level committees who, in turn,perted togovernment.
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A 1993 internal Fund document not prnphasized the need to stgthen the consensus for
reform in Bamgladesh but it alsproposed some rather interegiiand commendable initiatives
that the Fund nght take to hegd build syport for theprogram. Itproposed that the Fund
Resident Reresentative wouldplay a leadimg role throgh the develpment of a wide rage of
contacts andybdirectparticipation in the national debate.” It also recommendegidication
of Occasional Rzers on Bagladesh for discussion indgh-level seminars in which the Fund
staff wouldparticipate, as well as meetis by Fund missions withgponents of reform, both in
and outside thgovernment, in a bid to make the case for reform to a wider audience.

In 1994, a Fund mission made a submission jopat of accelerated reform to adgrgroup of
ministers and senior officials in a roundtable discussion attendedyalse Klinister of Finance
who found the interaction so effective that he asked that it be madglarréeature of
subsguent Fund mission work.

The Fund mission leader is alspaeed to havearticipated in a seminar on reforgrowth and
poverty alleviation in My 1994, inagurated ly Prime Minister Khaleda Zia.

Government Commitment to Reform

As we have noted, the level gbvernment commitment and ownenslaf the program has
waned ginificantly since the bginning of the 1990s, i.e., with the onset of the ES#égram.
Thepresenigovernment, while regmizing the need for continugireform, gpears to want to
resume an ESAF arrgement with the Fund but is gght in a web opolitical paralysis, partly

of its own creation. In thperiod between the Khaleda 4javernment’s tenure and when it took
power, it had wged a carpaign of violent goposition and vilification of the reformrogram and
now finds itself unable to creatpaxe for a resuption of the reforms. This mood wagptared
shaply by a senior official of the Minisyrof Finance who acknowlgdd, as if in dgzair, “my
administration is weak; even if | am igraement with IMF, | won't be able woduce chages.”
The incumbent Minister of Finance himself echoed this same sentiment with a tpothoa
apprehension, that if thpolicies insisted onythe Fund were to be followed, “the ESAF will
be inplemented i anothelgovernment!®®

38 |nterview with Minister Kibria, Hog Kong, September 24, 1997. Higredecessor, who had the most
outstandig record ofprogram implementation throgh the 1980s and egrll990s, also noted how difficuljab
it is to cary out reform in the extremgpolarized,pluralistic and democratic framework that Bgadesh has,
and referred to a standjjoke which finance ministers in reforngicountries in Africa share with their
Bargladeshi countguarts in meetigs: “These IMF bgs will not let one stalong as minister!” (Interview,
Bargladesh, October 7, 1997).
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Conclusion

In our view, it would take a n@r consensus-buildgneffort in the form of an all-inclusive
national conference (such agahda’s in December 1989) with the sort of acpaeticipation
of the Fund, recommended in a 1994 internal Fund document, to brgakitical stalemate
which now hovers over the couptrand create conditions for a realization of the cotmitr
tremendoupotential for hghergrowth. On thepart of the Fund, there would need togoeater
recagnition of the political constraints that inhibit the consensus-buddprocess and a
willin gness to allow thgovernment itself to set the time-table for reform.
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BOLIVIA
The Ownership Issues

Bolivia has been a lgwuser of Fund resources and base throgh the usuaprogression from
stand-ly arrargements startijmfrom the mid-1980s to SAFs, and then to ESAFs. phiéical
situation in the coungrhas, in recent times, been characterizedrbalternation between the two
mgor political groupings, with a lage number of smallgparties between them. Tipeesent
government of President Banzer was elected in 1996, and is based on a coalition of several
parties. Ingeneralperhas because of the fydit y of thepolitical consensus and tipeculiar
problems that attengovernment succession in the coynthe role of technical staff affiliated

to the economic ministries, @ecially the Finance Minisyrwhich has the lgest concentration

of them, has tended to be m@renounced than in other countries. These technocrats have, in
general, shown consistentstrorg suypport for reformprograms. While this has igeneral been
positive, it has tended to oft@at the Ministy of Finance ahead of the Minigtof Plannirg and

the rest of theggovernment asgreements are sometimes reached with the Fund before the
government’s interngbolicy discussions have settled on clear choices and deci8ions.

Given theprominent role of technicadersonnel in the structure gbvernment, thesgositions
have become ghly politicized and the coposition of ngotiating teams has tended to clgan
with evey charge of government?

Program Support and Government Commitment

The workirgs of thegovernment machingnn Bolivia gopear to be characterizeg b number
of factors that have an obvious begram the scpe of sypport for, andgovernment commitment
to, reformprograms. In addition to the discontinuities in technjaagitions in the ministriés
and the composition of ngotiating teams alreadnoted, the transition between incogpiand
outgoing administrations is often strainé&d.

39 There are several references in internal Fund docurmpeinting to this. For instance, a 1992 internal Fund
document comlains, “in part because of a lack of coordination between the Myni§tFinance and the Ministrof
Plannirg, public sector investment was not limited as eryéskin theprogram.”

“O|nterviews, Bolivia, October 1997.

41Many interviewees ephasized this discontinyitn thepolicy makirg machiney, stressig that to a lage
extent, the short-term focus of succesgjoeernments is attributable to inteptions in the institutional memgpr

“2|n the most recent chga of government, the incomingovernment rportedly were handed documents relatin
to theprogram that had been getiated ly the outjoing government onl ten dgs before it formall assumegower
in a transitiorperiod that lasted a whole two months (Interviews, Bolivia, October 1997).
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There @pear to be different circles gblicy making within government, the mogrominent

amoryg them beig a so-called “macrgroup” that meets weelgland consists of the Minister of
Finance, the Vice-President, and the President of the Central Bank, to which the Resident
Representative is often invited. Instead of aglithe process ofpolicy coordination and
consensus-buildg these circles tend ipractice to corplicate theprocess throgh undue
overlg and rivaly.

The role of the lgislature is egecially critical to the fulfilment ofgovernment commitments.
This point was underscored in interviews with ministérs and are confirpetutnerous
references in internal Fund documetits.  Altfomary political parties seem to giort the
general direction of the reforprogram, man of them are critical of what tgesee as undue
secrey surroundiig the Fund’s relations with Bolivia, as evidencgdhe lack of access of most
corgressmen, outside select committees, to basigram documents, includinthe PFP'?

Theprivate sector, includimthe bankig and financial sector on the other hand, hgsreeraly
morepositive and spportive attitude to the reforprograms, an attitudpartly reflectirg the fact
that, in contrast with other stakeholders,ytiiave tended to goy muchgreater access to
government. Thealso have had great deal of levege overpolicy makirng which they have
used, on occasion, to advage4®

Unlike the business commuypjtother NGOs, irparticular those qgresentirg the indgenous
groups and labor unions, have beegtiy critical of the reforms on account of what yhe
perceive as their weagoverty alleviation inpact. The indienousgroups see their main
concerns — decentralization, mumpi governance and environmental issues — agehar
maiginal to the Fund. To a wetarge extent, thesgroups have tremendous idegloal affinity
with the labor unions. The unions, for thaart, have not oglbeen critical of the reforms, the

43Ministry of Finance officials coplained, for instance, that the Fund does not suffigieaptbreciate the
conplexities of the lgislative process in Bolivia, ggcially the time it takes to obtain cgressional pproval of
ma'?r legislation (Interview with Minister Millares and others, Hpiong, September 24, 1997).

For example, in 1993, thgovernment'’s inabilif to meet structural benchmarks relgtin bankimy sector
reforms was said to be attributable to gelan obtainig corgressional pproval. There are marother
references ggestirg thatgovernments had considerable diffiguilh securig corgressional spiport.

4 |nterview withPartido Democratro CristiangPDC), Bolivia, October 1997. Theystification of
Bolivia's relations with the Fund reflects not pithese widggreadperceotions of secregbut the
sensationalism with which these relationsmodrayed in the Bolivian mass media. daneral, Fund missions
have tended to receivegeeat deal of lagely negative publicity in the media, with little attention bejrdevoted
to substantive issues of econompddicy which the missions are meant to address.

*®Thus, in December 1994, for instance, gbeernment scaled back tax rebates faoeters in fulfilment of
one of theprior actions reguired for thepresentation of the ESABrogram to the Fund Board. However, this
measure was sulrgeently modified in contravention of the commitments made to the Fund,pornes to
protests loded ly the business communpit
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have been lghly confrontational and ideadical in their relations witlgovernment. In this
regect, thg differ a little from labor unions in Africgeneraly which, by and lage, now accgt
the need fopolicy reform, focusig their concerns maiplon the issues ajovernance and
adauate safet nets.

Government reaction to labgrotests in Bolivia haperhags, for reasons of their confron-
tational and ideolgical nature, tended to be inordingtekeay-handed, thergbleaving precious

little room for dialgue and consensus-buildin Asked durig interviews toprovide more
specific details of the wgs in which theorograms affect them detrimentglland also of how

they are consciouglmaiginalized in thegovernment’s decision-makyprocesses, thyeplainly
confessed that tjavere unable to do so, in & measure because of tjevernment’s refusal

to give them access to statistical and other relevant information. It would seem therefore much
of the antgonism the unions feel can be relievedrhore conscious efforts at diglee and
educatiorf

Authorship of Program Documents and Policy Initiatives

In the area of genda settig and the degn of policy reforms, the evidence ggests that
throughout theprogramperiod, but egecially in its lateryears, contrarto the near-unanimous
impression of all interviewees, the role gdvernment at the technical level has beaite
prominent?®

Government Commitment and Program Performance

The Bolivian program has achieved ggiificant progress in both the macroeconomic and
structural pheres althogh program inplementation has sometimes been parad ly political
strains. This in turn can be attributed to a number of factors, the nustamt beig frequent
friction and a lack of coordination between the executive asldéve branches gjovernment.

47Accordirg to the union rpresentatives interviewed, for instance, the umpiartests gainst the
government'orivatizationplans whichprecipitated the declaration of a nationwide state of gerey in April
1995, were called oylafter atterpts to emgage thegovernment in discussion had failed. (Interviews, Bolivia,
October 1997).

“81n interviews with officials, the fiscgdrogrammirg unit of the Ministy of Finance, officialpresented the
PFPprocess as one of intensive discussion and interaction begoeemment and Fund staff. Thérmly
rejected the view that thaolicy agenda was setylthe Fund merglbecause initial drafts of the PFP came from
the Fund. Thgsaw the matter more in terms of “co-authgo$kian unilateral decisionybthe Fund.
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To be sure, this friction characterizes notydhke conduct of thgovernment's relations with the
Fund and the Bank, but other social and econguilicies as well, and to some extent is not
unique to Bolivia. However, in the area of Fugalternment relations iparticular, thgoroblem

is aggravated inpart by aperceotion on thepart of some cagressional leaders that the economic
reform gienda has somehow become fneserve of the executive branch — Fund missions’
meetirgs are conducted almost exclusieVith the executive branch - althgiu the issues
involved are national in character. Thigpaars to be a bit of paradox for as manstaff
documentgoint out, Fund missions do meet goessional leaders from time to time. That this
feeling of inadeuateparticipationpersists in the Cagress carmerhas be eplained ly the fact
that the interaction of Fund missions with gagssional leaders is neithgtsgematic nor tryl
consultative.

Other factors include the failure pfogram inplementation schedules to sufficigntactor in
realistic time-tables for obtairgncorgressional pproval; discontinuities in the technical
leadersip of key economic ministries which in turn undermine the efficiermé public
administration, with conggient delgs in the decision-makgprocess and, finall a tradition
of non-cogeration between ogbing and succeedg administrations, leadg often to a
withholding of critical policy documents and data from incomigovernments foprotracted
periods.

Initiatives to Promote Ownership

There are indications thgovernments have, from time to time, ghtito explain policy
measures topecific interesigroups. Thepresentgovernment has lgein just such an initiative
called rather eplicitly “national dialgue”, under which rgular roundtable discussions are
conducted, which broptogether r@resentatives of thgrivate sector and NGOs, includjthe
churches, in an attgghto build a national consensus on sevpodicy issues.

On thepart of the Fund, staff ports point to Fund meetigs with a wide cross-section of
stakeholders ly@nd the normal circle aovernment officials. There have been megiof
parastatal agranizations and iportantly, occasionall with members of Cagress. It would
appear from the hgely negative image of the Fund in theublic mind, and the unanimous
condemnation of the “secngtsurroundirg its goerations in Bolivia, that these meafghave
been viewed as lgely sporadic and routine, and not part of a gstematic perational stle.

It is interestimgy to observe thagh, in this connection, that in contrast with the Furygseraly
negative public image, the imge of the Manging Director of the Fundpears to be faiyl
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positive’® Indeed, this is phenomenon we found in other countries we visited, and which
attests as much to thegsificance that theublic often attaches to visitsylithe Manaing
Director, as to the effectiveness of the Mging Director’'s communication skills.

The Resident Representative

There has been a residentresentative in La Paz since thegioming of theprogram period.

The current resident peesentative pears to ejoy aparticularly good relationshp with, and
access togovernment at the ghestpolitical levels. He is cleaylvely effective and is widgl

viewed inpolitical circles epecially as a friend of Bolivia althal, by reason of higprofessed
personal stle,® his role is not vgrwell known to thegeneralpublic (epecially thepress and
NGO communy), as a number of interviewees noted.

One other irportant observation that deserves to be made about the role of the resident
representative in Bolivia, and one which a number of interviewees made, is that most resident
representatives have alys erjoyedgood relations witlgovernment® The technical staff of

the ministriequite understandaplview the resident mesentative’s office as articularly

good source opolicy advice.

Conclusion:

In spite of the difficultpolitical environment in which reforms have been undertaken in Bolivia,
successivgovernments have shown contingicommitment to the basginciples of the reform
process, and great deal has been achieved in the framework of the 1994-97 EREiadg

in the area oprivatization. Prgram inplementation willprobabl/ be later heded if greater
attention weregoaid to the time angolitics it takes forgovernment to obtain cgnessional
approval for ggreed actions.

“Fnterview withAccion Democratica Nacionalist®olivia, October 1997.

*0The resident @esentative said, in an interview, thatgneferred to kega vey low profile, and for this reason,
hegeneraly does not talk to thpress, as other peesentatives do. He felt he waswaruch an insider within
government, and normglidoes not eveparticipate in dplomatic activities. (Interview with the resident
representative, Bolivia, October 1997).

1A number ofpele interviewed seemed fwefer resident qgresentatives of Latin American gim as the latter
seem to relate better to tpelitical and cultural situation in Bolivia.
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Cote d’'lvoire
Introduction

Following independence, Cote d’lvoire hadpaolonged period ofgrowth led ly agricultural
exports. By the 1980s, eport crgps accounted for half ofgaicultural ouput. Thisperiod of
growth came to an end at thegoeing of the 1980s and the econgrthen went into naid
decline. The decline wasggered ly the endig of the coffee and cocoa booms of 1976-79, the
aftermath of whiclproduced a fiscal crisis. Duigrthe first half of the 1980s there was a reform
program, leadig to a brief resuiption in growth by 1985. However, decline resumed in the late
1980s due to a cqumction of a further deterioration in the terms of trade gfet@ent, and lax
public gpendirg: between 1980 and 1990 the civil service increagesirtpercent? B 1989,
thegovernment deficit had risen to almostgdcent of GDP, external debt was $15 billion, and
per caita GDP was fallig rapidly at around percentper year.

This conunction of fiscal crisis and economic decline inducedythernment to embarkpon
an aglustmentprogram, initially sypported lty an 18-month standybarrargement from
November 1989, followedyba 12-month arragement in Sptember 1991.

The Stand-By Arrangements and their Sequel, 1989-93

Adjustment to the rgative external shock was cplicated ty two features of the Céte d’Ivoire
policy regime. First, there was a commitment to stabipreducerprices for cocoa and coffee.
Whereas this stabilizatigoolicy hadgenerated laye revenues,\bthe late 1980s it involved a
price subsig. The inplication of this was that a gative shock would be borne the public
sector rather than begrautomaticaly transferred t@roducers. Secongll membersha of the
Franc Zone at a fixed exchgmrate ket the price level essentigfl constant. This had the
implication that the real incomes of gaearners could onbe reduced thraglh nominal wage
reductions. The mative external shock reduced trguidibrium real wae in the econom In
a flexible exchage rate rgime the real wge would have fallen as g{product of an increase
in theprice level. The exchaye rate rgime thus had irportant inplications for thepolitical
econony of wage agustment. Whereas inflation would have reduced regésan a coordinated
fashion and without gnovert action on thpart of enployers, in the context girice stabiliy
reductions rquired individual emloyers to chage wage contracts. Thgovernment as an
enployer facedprecisey thisproblem. It indeed attepted to reduce nominal \gas agart of

2 Ministere de I'Erploi, “Situation de I'Erploi en 1995”, 1996, Table 12.
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the stand-® program. However, this tggered such strapand violent pposition that thepolicy
was reversed. In the context of declgper caita GDP this real wge rigidity implied that the
incomes of civil servants were rigirrelative to mean incomes in the sogieThis was
particularly problematic because everior to the ngative shock Ivorien civil servants had been
unusual well paid relative to avege incomes?

As part of the standyparrargement producerprices for cocoa and coffee were halved. Given
the concern with the fiscgbsition this decision was understandable since wmiteks were
falling. However, this was vgmmuch a second-best pemse reflectig the constraint ipposed

by the fixed exchage rate. Once the exchgerate was gdsted, in Janugrl994, the domestic
curreng price of tradables doubled. Hence, the chosgusashent sguence involved a
temporaty halving of export crgo prices. This firstgave farmers an incentive to reduce their
production of eport crgos and then to increapeoduction. The initial reduction, while necessar
on fiscalgrounds @iven the exchage rate constraint), ippsed resource misallocation costs on
the econom. These costs could have been avoided if the devaluation hadptakerearlier.
Additionally, as we discuss below, mort taxation is hlghly regressive, so that the chosen
adustment sguence inposed an avoidable geessive redistribution.

Following the initial stand-p arrargement, there were six World Bank Structurajusiment
Loans (SAL) coverig theperiod 1989-93. Various structural reforms were afiisd in these
years. There was a startdavatization, and financial reform followgna maor bankiry crisis.
There were substantial reductions in currepeexliture (3(percent) and qatal expenditure (15
percent), and tax measures aimed at broadehetax base. Thgrevious epansion in the civil
service was reversed with an pércent contraction in numbers between 1990 and 1992.
Between 1989 and 199rimary expenditure was reduceq 28 percent.

However, the extent of net fiscal jadtment was constrained. First, there was continued
contraction irper cgita GDP of around 1percent between 1989 and 1993. Ajonaeason for

the continued deterioration in the ecoryowas that the exchga rate had become substanyiall
misaligned. In addition to the direct resource misallocatiorgi&a by this over-valuation, there

was increasig financial geculation that the exchga rate would be devalued. Secondhere

was continued deterioration in the terms of trade. Both of these reduced revenues. Because of
the inability to adust the real wge bill in the face of these declines in revenue, its share of
revenue rose verapidly: from 56percent in 1989 to 7percent in 1993. Althagh theprogram

3 This is indeed generalproblem for the Franc Zone. On avgedn the zone civil servants wepaid, prior to the
devaluation, eleven timgsr cgita GDP. See L. M. Goreux, “La Devaluation du Franc CFApremier bilan, en
Decembre 1995”, mimeo, World Bank.
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initially succeeded in redugrtheprimary budgyet deficit ky over 6percentge points of GDP,

the overall budet balance remained in hgageficit. As a result there was continued borrogvin
In the first twoyears of thgrogram (end-1989 to end-1991) external debt rgse further $3.7
billion. The fiscal deficit, which hageaked at 1®ercent in 1989, was still @rcent of GDP
in 1993.

The ESAF Program, 1994-97

The continuiig fiscal and current account deficjteoved unsustainable. There were various
attenpts to reach greement amamnZone members on devaluation but this involved considerable
delay. The rgion finally agreed on a 5@ercent devaluation in Janyat994. The followig
March Cote d’lvoire embarkedpan its first ESAF. The gbctives of thgprogram were to
generate @rimary budhet suplus of 3percent of GDP 1996 (in order to finance debt service),
to achieve GDRyrowth of 5percent ly 1995, and tgrotect the most vulnerabf@pulation
groups durirg the aglustmentperiod. The fiscal oective was to be reached thghua
combination of a revenue recoyand ependiture reduction. Revenue wapested to recover
as a result of the devaluation &round 4oercentge points of GDP in 1994, and thereafter was
planned to remain constant at around 2ii&ent of GDP. Primgrexpenditure was to fall from
21.1 percent in 1994 to 17.@ercent in 1996. Thelanned structural reforms included
liberalization of the labor marketyice decontrol, trade reform, includjmeductions in irport
taxes, civil service reduction, and accelergtgdatization. Of these, there were substantial
delays in civil service reductiomrivatization, and the degalation of exort crgp marketiry.

It was recgnized at the time that the urbpoor might be adversglaffected l the reforms,
including the devaluation. To mgate these effects thpeogramplanned tageted assistance to
urban areas thrgh three channels: engang assistance tgetedparticularly to women and
children; inprovements in social infrastructure includihealth and education facilities; and
labor-intensivegoublic works. It was envigged that theorogram would lead to a substantial rise
in rural incomes. Thgovernment's social strafg also involved reform of the health and
education sectors. This involved ragenrollment rates iprimary education. The educational
system was reamized as haviglow enrollment and lgh drgp-out rates.

Fortuitousy, the devaluation was wesoon followed 3 a doublirg in the worldprice of coffee.
While not Céte d’'lvoire’s mir export, this nevertheless constituted a substantiapoeany
windfall. Thus, if the 5@ercent devaluation was sufficient to restogaikbrium at the terms
of tradeprevailing at the time of the devaluation, the ecoyaswitched from havig an over-
valued exchage rate durig a ngative shock to an under-valued exap@nate durig apositive
shock. Had the exchga rate been flexible, it would havpmeciated in rggonse to the terms
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of trade inprovement. With a fixed exchga rate the external shock was inflation&rThus,
during 1994 the econoynwas hit ly two inflationaly shocks, the devaluation and the terms of
trade inprovement. Durig theyear theprice level rose ¥ 32 percent.

Associated with the devaluation and the terms of trade boom wagedfiral agustment.
Between 1993 and 1995 revenue recoveredgrasm share of GDP from 1pércent to 21.7
percent, while egenditure declined from 30fiercent to 26.percent. Agart of theprogram,
the public sector wge bill was frozen, leavipthegovernment the choice between sal@vels
and enployment levels. Thgovernment chose to reduce salaries in real tesnmly limited
compensation for thgost-devaluation inflation, andylreducirg the nominal wge for new
recruits while rquiring older civil servants to retire. The number ofpbogees in the civil
service actuayl started to increaseain, althogh only modesty.>®

The devaluation was successful in afjiag relativeprices. B/ May 1995, theorice of tradables
relative to non-tradables had risgnis percent and real vges had fallen substantigf® It also
succeeded in revergthe decline in GDP: in 1995, 1996 and 1997 GV by 7 percentper
annum. Industrigbroduction recovered immediageincreasig by 14 percent between 1993 and
1995: unlike Zimbabwe and Zambia, Cote d’'lvoire did not have the features of a transition
econony. Both the devaluation and the tponaty favorable shock would have beerpegted

to reduce consuption relative to savigs.”” This indeed occurred: between 1993 and 1994
consunption fell by 14 percentge points of GDP, with investment increagiby 6 percentge

points, and the current accountgraving by 8 percentae points >

The planned social safgtnet measures were gnpartially implemented. The ipact of the
devaluation on consumerices wasphased ingradually through the use of subsidies and
taxation. Howeverprice increases wemhased in more pdly than had been enviged and the
CFAF 10 billion allocated to teporary subsidies was undgent. Theplans for labor-intensive
public works were not iplemented in the firsyear of theprogram. The Fund ged the
government to accelerate slementation of thespublic works.

*% This is because a favourable external shock raises the reidteef non-tradables. Since thece of tradables

is given in nominal termsybthe fixed exchage rate, the muired relativeprice chaige can be achieved gnthrowgh
an increase in the nomingidice of non-tradables.
5 .. . . .
Ministere de I'Emloi, op. cit.

%6 Goreux,op. cit, p. 23.

" A devaluation reduces real cash balances, and [gotam positive income shock raises transient relative  to
permanent income.

%8 Goreux,op. cit, Table 26.
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Distributional Effects, 1989-97

The programs had social congeencesartly through chaming incomes angbartly through
charging social ependitures. We first consider the effects on incomes.

Prior to the ESAF there had been agperiod of worsenig poverty. Between 1979 and 1993,
per caita consurption fell by 34 percent (Table 1) and the econpmformalized. Whereas in
1980 the modern sector and the urban informal sector had each accountegdoreid of
enployment, ly 1992 the modern sector had contractedger8ent and the informal sector had
expanded to 24ercent’ One reason for thigidinformalization was the constraintposed
by Franc Zone memberghisince (as noted above) it was much more difficult for regba/¢o
fall in regponse to the massive gegtive shocks of the 1980s.

The link from wae rigidity to informalisation is qoported ly the results of a copatablegeneral
equilibrium model. In this model, a real g& cut of 2Qoercent in the formal sector results in a
16 percent increase in goloyment in the sector and an overall increase in GDP gi&téent.

The wage cut reduces the size of the informal sector and raises overall incomes in theygonom

The aglustmeniprograms affected income distribution thgbumary channels. Here we discuss
the three most iportant channels, the devaluation, asin crg taxation, and the chga in
thepublic sector wge bill.

By desgn, in improving the balance opayments the devaluation initigllreduced mean
consunption. However, in addition to thigeneral decline there would be distributional cemn

net sellers of tradables would be favored relative tpuethasers of tradables. dgeneral, farm
householdgroducirg export crqos were likey to be net sellers of tradables whereas urban
households were likglto be nepurchasers. The conggences of this redistribution pended
upon the initial incidence gboverty amorg the various socio-economgroups. Prior to the
devaluation, the incidence pbverty was much tgher in rural than in urban areas. Within rural
areas it was dpgoportionatey high amomg householdgrowing export crgps and female-headed
households. Within urban areas, it wagpubportionatey high amormy households gendent
upon the informal sectdf. This wouldgaest that the devaluation would be distributiopall

%9 v. Bodart and J. Le Dem, “Labor Market Bresentation in Quantitative Macroeconomic Models for Depietp
Countries: an pplication to Cote d’'lvoire™ IMF Workig Pger 95/87, Table 1.

60 Bodart and Le Dengp. cit.

®1 Grootaert shows in [robit anaysis ofpoverty that controllirg for education and various endowments tlgesgps
are sgnificantly more likey to bepoor. See C. Grootaert, “The Determinants of PgverCote d’lvoire in the 1980s”,
Journal of African Economie¥ol. 6, 1997 pp. 169-196.
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progressive althogh adversel affecting some comonents of the initiayl poor, notaby those
in the urban informal sector and fopbducers.

Recall that durig the stand-p arramgements th@rices of exyort crqos were halved. Durmthe
ESAF exyort taxation of cocoa and coffee were reintroduced in 1994.

The distributional incidence of part taxation is rgressive. It has beequantified for the case
of cocoa, usig a conputable general gquilibrium model®® These simulations guest that
removirg the current eport tax on cocoa (which effectigemounts to almost 3@ercent),
would lead to gowerful redistribution from urban to rurgtoups. However, in the case of
cocoa, there is a rationale for thepest tax since Céte d’'lvoire has consideraever in the
world cocoa market. Althah in aggregate the nation therefogains from the eport tax, rural
groups lose, while urbagroups cature not ory the entire terms of trade provement but also
benefit from a transfer from rurgtoups. These effects are substantial: rgralps wouldgain
about 1Qpercent from an abolition of cocoa taxation. Since rgrailips arepoorer than urban
groups thisgives rise to a trade-off between efficigrand guity. An implication is that because
urbangroups aregaining from the tax at the @ense of ruragjroups, public expenditure would
need to be heavilbiased towards rural areas in order to pensate. With rggct to coffee
taxation, there is no such trade-off because there is no npakket. The removal of the coffee
export tax would therefore have bothpasitive distributional effect and jpnoved allocative
efficiengy.

The reduction in theublic sector wge bill had its social congaences. Thraghout the Franc
Zone, civil servants have traditionabbeenpaid at vey high rates. Prior to the devaluation,the
received on avege over 11 times mean national incoffie. Further, in Céte d’lvoire, the
conposition ofpublic sector erployment is vey different from that of the workforce as a whole.
First, it is digproportionatey male. Whereas women are ajangy in agriculture and the informal
sector, thg constitute onf a third ofpublic sector workers. Second, it is hgportionatey
Ivorien. Whereas imngrants make pralmost a third of the labor force, theonstitute ont 11
percent of theublic sector’® Hence, to an extent, the reduction irpthic sector wge bill
could be rgarded as affectmnadverset a relativey elite socialgroup.

The net effect of reformrograms has been the gabt of a number of surys. Thesgrovide
sngshots ofpoverty in 1988 and 1993, thupannirg thepre-ESAF agustmentperiod. Durirg
this period, both the incidence and the intensit poverty doubled (Table 1). There was little

62 3. Mcintire, “Welfare Effects of Ivorien Cocoa jgoct Tax and Marketig Policy”, mimeo, World Bank, 1997.

3 Goreux,op. cit, p. xiii.
& Ministere de I'Emloi, op cit, Annex Tables 1 and 5.
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charge in the distribution of income and the deterioratiopamerty reflected the decline in
mean incomes.

For the ESAFperiod, survg data are available onlup to eary 1995. This truncation is
important because in the fingtar after the devaluation the declingén caita GDP continued,
whereas it was strghy reversed durig the following threeyears. Hence, the cqrarison of
household suryes for 1993 and 1995 does mitk up this recovey but onl the inpact durirg
the firstyear and a half. Durgthis initial phase of the ESAF there was a continued increase in
poverly, both the incidence and severif which worsened. This was due, as inpree ESAF
reformphase, to a decline in mean income rather than to gehianthe distribution of income
(Table 1). As antigiated in thgorogram, urbarpoverty had increased dramaticalts a result of
the devaluation: in Abj@n, the headcount measure rose fropersent to 2(percent between
1993 and 1995, and the rate of uptmgment rose to 1Percent®® Hence, the safehet
programs failed tqrevent a substantial deterioration.

Overall, between 1989 and 1996r caita GDP fell ly 12 percent andoverty more than
doubled. At the end of thjgeriod three socio-economiroups accounted for 8percent of the
poor: farm householdproducing exports, food crp producirg households, and households
dependent pon the urban informal sector. The incidencemfert in these thregroups was
43 percent, 58ercent, and 3percent, regectively. Povery had become diffused across the
mgor socio-economigroups whereas it had initigllbeen much more concentrated.

We now turn to the effect of th@ograms on social genditures and the coregeences for

health and educational outcomes. Alongart of the aglistmentrogram was the correction of

the fiscal deficit. Part of this agstment was borneylyeductions in egenditure. Between 1989

and 1995governmenprimary expenditure as a share of GDP declined from p@r@ent to 19.5
percent. The social sectors were relagivptotected in that the shares of both health and
education gendirg in primary expenditure increased. Thpeotection was morpronounced for

the health sector, the share of whiclprimary expenditure rose from 4 fercent to 6.gercent.

The share of education increasedyankuginally, from 23.9percent to 24.@ercent.However,

these budgetary reallocations in favor of the social sectors were insufficient to protect their
spending levels in real terms per capita. To do so would have required health expenditure to have
risen to 6.9 percent and education expenditure to have risen to 40.3 percent of primary
expenditure.

% The poverty incidence in Abighn is taken from World Banlp. cit, p. 12 and the uneployment rate from

Minstere de I'Erloi, op. cit, p. 32.
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Table 1: Poverty 1979-95

1979 1985 1988 1993 1995
private consumption per capita 225 189 187 148 129
(in thousands of CFAF, 1987 prices)
incidence of poverty (%) - 111 17.8 32.3 36.8
intensity of poverty - 2.9 4.5 9.0 104
Gini coefficient .61 .39 .35 37 .37

Source World Bank,Poverty in Cote d’lvoire: a Framework for ActioReport 15640-1VC, 1997.

Note The incidence of poverty is the percentage of people living below the poverty line of CFAF 6350 per month.
The intensity of poverty measures the shortfall from the poverty line: here we use the "P ' measure.

Health

During the agustmeniprogram realper caita public expenditure on health declined (Table®?).
Additionally, there was a substantial shift from recurrent fmtabexpenditure, so that the latter
rose strogly in real terms. Th@growth in the cpital budyet was diproportionatey directed
towardsprimary health care. 8 contrast, the coposition of recurrent goenditure was virtuajl
unchamed. This sggests that the coposition of the recurrent bgdt was failirg to take into
account the chayes in the caital program which would bgresumed to have recurrent cost
implications.

There is some evidence thgior to the aglistmentprogram the incidence of healtpendirg

was hghly regressive. One available measure is the share of total consultatmrigichealth
centers for each incongglintile. In 1988, the richesuintile had double the share of gh@orest
quintile. By 1995, the difference had narrowed: the richest had 1.6 more consultations than the
poorest. However, evernyhl 995, public pending remained tghly regressive. $endirg on

health caregoer caita was three timegreater for the Ilghest incomeguintile than for the
lowest®’

As part of thepolicy reforms, user chges were introduced into tipeiblic health careystem
in 1991. Depite these chaes, usge by the twopoorestquintiles increased, while uga of the

% On the datmresented Y Demey et al.the inplied fall is somewhat lger, at 16percent. See L. DemgrJ. Dyton
and K. Mehra, “The Incidence of Sociglehdirg in Cote d’lvoire, 1986-95", mimeo, World Bank, 1997.
7 Demey et al, op. cit, Figure 2. The data are for 1995.



- 1083 -

private formal health careystem fell shasly. There is also evidence, however, of a shift into
usaye of traditional mediciné’

There is evidence that dugthepre-agustment crisis of the 1980s there was a deterioration in
thequality of health care: for exgpfe, the rate of maternal mortaliin hogitals tripled between
1978 and 1990. Durgithe agustmeniperiod itselfquality improved. A vaccination capaign,
launched in 1987, has made substamiagiress althogh failing to reach its oginal taigets:
between 1987 and 1991 swvesults show gnificant improvement. Durig the 1990s, neonatal
tetanus has been eradicated from Adoidthe blood transfusion service has been made safe from
HIV, and an increaseatoportion of pregnant women receiverofessional health care. Dt
these inprovements, the state of health remains gomaoblem. The incidence of stungn
increased from 2@ercent in 1988 to 3percent in 1995 (Table 2) and a syrwehich asked
peaple to identif their problems found that amgrwomen health was ranked first.

Education

During the agustmenfprogram realper caita public expenditure on education declineg dver

35 percent (Table 2). Within this decreagiotal there were copositional chages in recurrent
expenditure. Between 1990 and 1995, the shapeiwfary education increased from gércent
to 49percent, that of secondaeducation fell from 4@ercent to 34ercent, and that of tertiar
education increased from pércent to 1&ercent.

Within primary education the number of teachers increasgttsli the reuired reduction in
the wage bill was achievedyba reduction in the real sajaof teachers. Measured as a ratio of
meanper cgita GDP, the mean salaof teachers fell from 12.6 to 8.7 between 1992 and 1995.
The shap reduction in the wge bill permitted a massive increase in non-sakpenditures on
primary education: from ercent of the salgrbill to 11 percent. The number gqiupils per
teacher increasedyld O percent. There were therefore three deplents which ma have
affected theguality of education: the lower wgas which demotivated teachers, thghler
expenditures on teachgmmaterials, and the increase in gupil-teacher ratio. The net effect of
these chages on thejuality of education is ambuous. Abstractig from apossible chage in
guality, thepolicy charge achieved both an increase in educationguilgnd a reduction in
educational ependiture throgh reducimg the unit cost oprimary education. There remained,
however, scpe for further inprovements in educational efficigncWhereas imprinciple it
should take siyears to corplete primary education, on avega pupils were takiig almost nine
years.

% See CIRES, “Les stragees d'adptation sociale degopulations vulnerables d'Abjian face a la devaluation et ses

effets”, Abidan, 1995.
69 cate d'lvoire and UNICEFgp. cit, Table 37.
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These chages were even more dramatic at the secgndad tertiay levels. The unit costs of
secondayr education fell relative to those pfimary education from 4.9 in 1988 to 2.1 in 1996.
Similarly, in universiy education relative unit costs fell from 15.5 to 1%.1y 1897 this had
provoked mégor political opposition includirg prolonged strikes.

The incidence of educationalpenditure differed enormouyshs betweeprimary and the lgher
levels. Comparing the richest and thaoorestquintiles, public expenditureper caita onprimary
education was substantiahigher for thepoor. By contrast, gendirg for secondar and tertiay
education was around seven timeghbr for the rich. This swaped theprogressivily of primary
spendirg, so that overalbublic goendirg on education was around two-and-a-half tigresiter
for the rich than for thpoor.”

Gross enrollment iprimary education increased substanyidietween 1986 and 1995 (Table
2). The increase was relatiyghrger for thepoorer householdroups: enrollment for theoorest
quintile of households increased from@&dcent to S5¢ercent, and within thigroup enroliment

of girls increased more than that ofyiso Degite this inprovement, educational indicators were
very poor: by 1995, ony 45 percent ofgirls from thepoorestquintile of households were
receivirg primary education. This iprovement inprimary education was not matched at the
seconday level. Thegross enrollment rate declined from 3Fcent to 3percent between 1986
and 1995.

Thus, the two reformprograms certaint involved massive reductions igovernment
expenditures and these inevitgbsubstantiall reduced social genditures. The smaller
conmponent of these genditures, health, was, however, almostyfyltotected § large
reallocations of the bt in its favor. With rggect to education this was not feasible, and
educational egenditures declined almost in line with overalperditure reductions. However,
the effect of the reduction in educationgbemditures was borne tgely by teachers. This tended
to lower thequality of educationpartly by demotivatiig teachers angartly by shifting the
conmposition of theprofession towards the legsralified. A two-tier gstem of wges was
introduced for existig enployees versus new entrants and the former were eryaulia leave.
However, the reduction in teacher salaries was suffigitantie to leave room for increased non-
wage expenditures irprimary education. It is, thereforppssible that the deterioration in teacher
guality was offset lg improvedprovision of material iputs.

% world Bank, “Secteur Education”, AGjah, mimeo, 1997, Table 3.
L Demey et al, op. cit, Figure 4.
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Table 2: Health and Education Expenditures and Outcomes

Health

1986 1988 1990 1992 1993 1994 1995
spendirg per caita 4.6 3.8 3.6 3.9 4.2
infant mortaliy rate 90
life expectany 56
stuntirg 20 35
vaccinations » oneyear
BCG 73
DTC3 45
polio3 45
Education
spendirg per caita 20.0 17.9 14.2 12.6 12.7
grossprimary enrollment 63 71 75
adult literagy 54 49

Sourcesinfant mortaliy, life expectang, stuntirg, enrollment and literac World Bank,op. cit, p.6; enrollment
rate for 1986 from Demgret al, op. cit, Table 8; pendirg per caita (in thousands of CFAF, 198fices) from
UNICEF, “Financement des Secteurs Sociaux de Base: Suivi de I'Initiative 20-20 en Céte d'lvoire”, mignsb, Au
1997,p.47 andp.56; vaccinations from Reblic de Céte d'lvoire and UNICEF, “Angde de la Situation des
Femmes et des Enfants de Céte d’lvoire”, 1$0G0.

Conclusion

The exerience of Cote d’'lvoire is distinctive in our saimbecause of its memberpluf the
Franc Zone. First, the inabilitto agust the exchage rate in rgsonse to external shocks
contributed to th@rolonged decline of the econgnauring the 1980s and the builgwf severe
disequilibria in the labor market, the balancepaiyments and the bgegt. Second, durgthe
phase ofpolicy reform after 1989, the dglan exchage rate apistment restrictegolicy options
to actions which were sulmpeently reversed once devaluation was achieved.

Franc Zone memberghalso limited the ptions for fiscal agustment, forcig the burden of
adustment to be borney/lexpenditure reduction. The iphied real wae rigidity contributed to
the informalisation of the econgmThis in turn eroded the tax base. As of 1989gtwernment
faced a hge fiscal deficit which could not be eliminateg increased taxation due to thgich
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contraction of therivate formal sector. The Fund attpted to increase fiscal revenues thglou
measures which were cleadetrimental to incomgrowth. Privatization recpts were increased
by conferrirg mongoly rights on the businesses tofsevatized, and the Fundgured for a hgh
external tariff for UEMOA.

The reuired reductions ipublic expenditures were iposed on aystem which was alregd
failing to meet basic social needs. First, the position of social egenditures had beegeared
to meetig the demands of the urban elite. Second, dutine crisis of the 1980s service
provision had alreadmassivey} deteriorate? As a resulty 1989, Cote d’lvoire had vgpoor
social indicators for its level of income. However, gowernment chose fadace most of the
burden of apistment on its own eployees. This was distributionglprogressive because the
civil service was initiay unusuaV privileged. As a result, therovision of social services was
very largely protected dgdte massive ependiture reductions.

Turning from social servicerovision to thegeneration of income, the social costs gliatinent
in Cote d’lvoire were not lgh. The mgor groups which were initial}f poor, rural households,
were most net beneficiaries of the relatipeice chaiges. Nor did the econgnfaceproblems
of transition: within fouryears of the devaluation the econotradgrown by more than 20
percent and industrial gouit had increased substantyalAmong the initially poor, the mgor
group of losers were those in the urban informal sector. Forgioigp there was an acute
increase irpoverly. Thegovernment botlplanned and executed safetetprograms for this
group, but its interventions could have beergtarand faster.

THE OWNERSHIP ISSUES: THE POLITICAL CONTEXT

The nineties marked the dpening of mgor structural reforms in the econgmSo also did the
usher in gorocess opolitical liberalization with the first multparty elections in 1990. The
death of President Hphouet-Bogny in December 1993 set offpgriod ofpolitical turbulence
which subsided oglwith the endorsement of Mr. Henri Konan Bedie as Presidethigorulirg
party in 1995, and theresidential and Parliamenyaglections that followed in that sarpear.
The instabiliy generated ¥ this transition was to havegsificant implications for the
implementation of the ESAF.

2 seeJ.C. Bertheleyrand F. Bouguignon, Growth and Crisis in Céte d’'lvoireNashimgton, D.C.: World Bank,
1996.



- 107 -

Interviews conducted witlgovernment officials, naresentatives of the rulgnas well as
oppositionparties, and other stakeholders shegeat deal of fjht on the issues governance,
program ownersip, the deth of social angolitical sypport for economic reform, as well as
popular perceptions about the Fund’sperational methods.

In general, the evidence will seem t@gest that the ESAprogram, much unlike thprecedirg
standly arrargements, benefited from a reasonable measure of national ovymegphkcially
judged from the pparent commitment of the pdevels ofpolitical leadersip, and from the
degree ofgovernment involvement in thgreparation ofpolicy documentsparticularly the
Policy Framework Pper (PFP). Indeedjovernment officialsgeneraly acknowleded, in
interviews, that the ESArogram, and inparticular the PFPprovided the occasion and
opportunity for much broader consultation and consensus-bgilgithin government than the
precedig arrargements. Whereas the stapdloramgements wereypically negotiated ly a small
technicalgroup within the Ministy of Finance and cleared with the President, sometimes
without even full-fleged Cabinet discussion, the ESAF, tiglouhe mechanism of the PFP,
involved technical teams (and some ministerial ogetsifrom other ministries at the g of
program preparation.

Political Commitment

Forpurposes of ajeneral assessment of national owngrdimwever, threperiods can useful
be distiguished: the firsperiod, startig with the bginning of reform efforts in the ghties and
endirg with the death of President Hahouet-Bogny in December 1993; the second, gbly
coverirg theperiod of transition from December 1993 thghuhe end of 1995, with the formal
assumption of power by Konan Bedie as President; and the third, stgftiom 1996 throgh
1997.

The first period waspredictaby characterized Yo strorg high-level political commitment
stemmig mainly from the decisive and gily centralized authogtof President Hophouet-
Boigny. Given this dgree of centralization and the absence of real demogpaaticipation, the
reform efforts initialy depended vey little on wider societal qaport. Even so, it is worth notin
that by the closig years of the Hophouet-Bogny era, agolitical liberalization dawned, dee
fissures hadened in the crust of the bypgolitic and stroig popular goposition, epecially to
reforms in thepublic sector and in education, hadgbe. Indeed, a Standttarramgement
approved ty the Board in Satember 1991 ran into difficyitover disgreements about thgiblic
sector wage bill, with the Prime Minister cophaining that Cote d’lvoire had, in his view,
“reached the technical and social limits of the domesiigstichent stratgy”.

However, it was in the secopdriod, theperiod ofpolitical transition, that the sustainabyliof
this high-levelpolitical commitment wagut to the severest test. The strains of the transition
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period found their most vivid gxession in the iplementation of therivatizationprogram.
However, thgorogram soon becamepawn in the contest for this succession when Mr. Bedie,
then agoresident of the National Assemgblintroduced in 1993, debate in the Assendohd
obtained an overwhelngyvote supendirg the program until a clear gulatory framework had
been established. Althgh, on this occasion, President kdbouet-Bogny used the tremendous
weight of his authorit to resolve the ipasse i directives to the Central Committee of the
ruling party, theprogram remained mired in controvgrafter his death, inpgte of ageneral
enablirg law passed in June 1994 khe National Assemil

While the continuig slippage in the time-table of envigad actions was ipart attributable to
administrative and technicptoblems resultig from the absence of reliable financigboets and
data, it was, in l@e measure, thgroduct ofpolitical factors. It was not until 1995, when the
newpresidenyg had been consolidated, that fregram regained its momentum with a set of
new initiatives that came to be referred to as “Bedigle’sprivatization.

Once the tensions of the transitjgeriod and theolitical maneuverig associated with elections
subsided, theolitical leadersip became more cohesive and its commitment tqtbgram
more resolute. Staryfrom the secongear of theorogram, therefore,greed structural reforms
were carried out witlgreater resolve and with much lesppége. In March, a Fund mission
found the results of th@rogram “broady satisfactoy” and rgported that with rgard to structural
reforms, thegovernment had achieved ¢sificant progress”.

Thus, it is fair to sathat throghout much of therogram period, excet for the period of
political transition which reayl began with political liberalization in the closmyears of the
Houphouet-Bogny era, and ended with the consolidatiorpoiver by the newpresideng, the
commitment of thepolitical leadersip to the refornprocess remaineglite high. Indeed, even
in the transitiorperiod, no fundamental shift policy as such occurred.

This hgh level of political commitment and the relatiselsmooth record ofprogram
implementation was, and this is partant, inpart attributable to the fact that some of the most
politically difficult reform issues, notaplthose of civil service and labor market reforms, had
been lagely exhaustedyothe time the ESArogram beun.
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Scope of Support: The Depth of the Social Consensus

As noted, earlier, thpre-ESAF reforms had been undertaken under a restrigiéical
environment which deended mosyl on the centralized authgribf Hoyohouet-Bogny for its
legitimacy. During this period, relativey little was done to inform and court thepgart of
stakeholders outside the small circlgoofitical actors around the President. Thisgdradition

of non-consultation lgan to chage only slowly with the onset of multparty politics which
paved the wa for a depening of the consultativ@rocess within the ruligpparty itself, and a
reachimg out to othepolitical constituencies. Within the leadersbi the rulirg party, sypport

for the reformprogram was initialy restrained, impart because it threatened vested interests and
also inpart because there was a wiplesd feeliig that thepolicy charges, inparticular the
structural reforms, were an position from the Fund.

Interviews conducted with the leadersbiggest that there is now a t@ar bod/ of sypport for
the reforms. Ojectively, this is no doubt because a recgusrunderws. In the view of the
leadersh, however, this is dugartly to a recgnition that develpments in thelobalization of
the econom made the chajes inevitable angartly also, that the ESAF framewopkovided

a lorger-termpolicy framework which enabled the socialpatt of agustment to be better
addressed. Bcontrast, consensus-buildimvith the gpositionparties and with the unions and
studenigroups gpears to be inadpiate, at least in theyes of the leaderghiof these bodies; at
ary rate, dialgue with these constituencies is a rather recent dawelot.

While there is reagnition of a welcome chaye in the political culture towardsgreater
inclusivity, thepredominant sentiment in these constituencies is that consensus-guilash

be closeg} linked with good governance in order to be credible. In this connection, there is
general greement that a democratization of the electoral code, quaihier thimgs, to rid it of
provisions that arad hominemat least i implication, and the adwion, by government, of
measures to arrest a return to extgaveee and comscuous consumption amor the rulirg
political elite, would be irportant sgnals. The unions, for thepart, acknowleded in
interviews, that in contrast with what haitvailed in theore-ESAF refornperiod wherpolicy
charges were, in their words, spty “handed down”, there is now thedaening of a tradition

of consultation althagh this is still more formal than substantive. For instance, the new labor
code, accordigto them, was formulated withopttior consultation with them and when labor’s
views were soght, the code wagromulgated before their comments were submitted. There is
continuirg concern amomlabor, epecially about the impact ofprivatization on employment.

A number of inportant observations need to be made orgdresral outlook of theolitical
constituencies outside the rdiparty. One is that inte of lingering concerns about the social
impact of the apistmentprocess and also about tb&ce andgeed of chage, there igeneral
accetance and understangjf the need for chae, and the regmition that this is in the
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objective interest of the coumtrgiven thegeneral direction oflobal develpments. Second,
there was, in our view, general conviction also in these constituencies,dtesdter access to
information on the context and reasons for reforms woudctly facilitate theprocess of
consensus-buildgandprevent disrptions in inplementation caused/lsocialprotest. . These
views were also broagllshared B the business communpit Asked gecifically during
interviews, what assurances yheould provide togovernment that if confidential documents
were made available to them, yh@ould not be eploited for political advantge, the leaders of
these constituencies stressed that their commitment to the national interest aguirtmeat
of stability for national develpment would rule out gnbetrayal of confidence for short-term
political gain. The further stressed that atyarate, such short-terpolitical gain could become
a deterrent to reensiblepolicy making and dialgue with political opponents if thg (the
opposition) should find themselves power.

Authorship of Program Documents and Policy Initiatives

Most interviewees did not reglsee authorshiof policy documents and initiatives as the critical
determinant of national ownerghas such. Nevertheless, yt@nplained that Fund staff tended
to stifle local initiatives irpreparing drafts,preferring always to work with their own drafts. For
the PFPprocess irparticular, staff documents themselveggast that the custom is for the first
drafts to be written Yo Fund staff, on the basis of consultations with the World Bank.
Government officials interviewed and sopecly references in staff documentggast that
there were obvious expgons to thigoractice and that occasionglbovernmenparticipation

in the preparation of easf drafts was more than token. However, the overwhemiew in
government circles was that these wergdr grudging deviations from well-established
custom.

Technical staff in thgovernment also stressed the need for more effective technical assistance
to improve the government’s cpacity to prepare policy documents and strgiinen the
government’s role in rgotiations with the Fund. Tleacknowleded, inparticular, that the
secondment of Fund-based staff of nationajinnwas a useful device and that in the case of
Cote d'lvoire, this, alog with technical assistangeograms with the Fund, World Bank and
France hadjone a log way in improving national cpacity althowgh problems remained,
egecially in the area of dagareparation and angsis. Over the loger term, ongroblem that

would persist in the absence of incentives panable to those available in thevate sector is

the constant loss of train@drsonnel to therivate sector.



-111 -

The Fund’s Operational Methods
The Role of the Resident Representative

The Fund has had a resident mission since about October 1984. @ession is that the

incumbent resident peesentative is ratherygiical in that he has faylextensive contacts and
excellent relations, not onlwith the technical ministries but also wiblitical leaders, both

within and outside the rulgparty. His contacts with the business commyaihd the unions

appear to be gqually cordial.

The Range of Contacts

In general, the staff contacts with the coyrtiave focused on thegolitical leaderstp and

the ke economic ministries. Fund missions have uguad access to the Prime Minister and

the Ministers for Finance, EcongirPlannimg, and Agriculture, as well as the National Director

of the Central Bank of West African States (the BCEAO). In the course of the first mid-term
review of the ESARprogram, for instance, the Fund mission met with a broaderaf
government officials, includigpthe Minister of Indusyr and Commerce, and the Minister of
Agriculture and Animal Resources. One notable feature of the Fund’s contacts in Cote d’'lvoire
is that missions often met the President and the Prime Minister.

There are also references in the stgfbres which were confirmedytinterviewees in the field,
to contacts between Fund staff and officialpublic enteprises, as well as peesentatives of
political parties and other interegtoups, includirg representatives of thgrivate sector and the
bankers’ association.

Interestirgly, however, our impression is that thispparent broadengnof Fund contacts with
stakeholders in the cougfroutside of the traditional Fund contacts, has done little to ergsoura
a real sense @hrticipation amog these constituencies in tpecess opolicy formulation and
generaly, in the conduct of the coumts relations with the Fund. This is a sentiment that was
echoed inust about ever countly we visited, about which we will have more tg/ sa our
general observations section.

Cooperation with Donors and the World Bank

The Fund documenf®rtray the usuapicture of close coeeration with the Bank and the full
participation of the Bank, both at hegthrters and at the Bank’s resident missions in the work
of Fund missions in the couwtr There are also mameferences to thgarticipation of Bank
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staff in thepreparation of easl drafts of the PFP. On closer examination, however, there are
indications that these relations were not gisvso well coordinated. Thisgarticularly true in

the area of financial sector reforms where there wgparant disgreements between the Fund
and the Bank over theppropriate level of caslpayments to the domestic banks from the
government over thperiod 1991-95 in the context of domestic debt restrugurin

Government Initiatives to Promote Ownership

In the area of ownerghithegovernment’s sensitiwtto the need for consensus-builgleimory

a broad rage of social forces coincided with the onsepdlitical liberalization and the sge

of popular protest gainst measures introduced in the stabilizaienod to reduce thpublic

sector wge bill and liberalize the labor market. There is guadication that therocess of
consensus-buildm is degening with the bginnings of more effective diafjue with the
opposition parties and other stakeholders altgosupicions remain about the pi of the
government’s commitment tgenuine dialgue.



- 113 -

MALAWI
Introduction

In Malawi theprecursor to ESAF was a sustained break irgtbesith rate: after two decades of
rapid growth, per caita GDP declined yparound ongpercentper annum durig 1979-87. This
decline had three causes.

First, thegrowth stratgy was aguably unsustainable. It ggended pon high implicit taxation

of the smallholder sector with the plus used for investment parastatals. While this caused
the smallholder sector to gteate, theparastatals became thegere of growth. Althowgh mary
African countries followed this strajg, Malawi was the ol one to make it work. This was at
least inpart because President Bandpdased hard bugkt constraintspon theparastatal$®
the 1980s these broke down, fherastatals sank into hgalosses, and the investment rate
collapsed.

Second, the econgnwas hit ly unusualy severe external shocksy B987, the cumulative loss
from the terms of trade decline wasg@5Scent of 1979 GDP. Even with idgallicy reponses
this would have reduced investment gnowth throgh the decade. In addition to the decline
in the terms of trade, war in Mozamhbe broke the trapert connection to thports. By 1984
shipment costs were 2.5 times aghhas in 1980 and it is estimated that this reducedrtiveth
rate in the following five years ly 1.4 percentge points per annum’”> The war also caused an
influx of almost a million refgees.

Between them these tvpooblems were both redugigrowth and affectig the budet. Revenue
as apercentge of GDP declined because of the contraction iponts. Expenditure as a
percentge of GDP increased because of the need for a mjilieegponse to RENAMO, the
refugeeproblem, and the accumulation of a stgategrain reserve.

Third, the initial policy regonse to the shocks was sutitimal. Although there was some
exchamge rate aplistment, trade restrictions were increased andgioechage rationed, so

3 seeF.L. Rror, The Political Economy of Poverty, Equity and Growth: Malawi and MadagaSodord, Oxford
University Press, 1990.

4 Calculated from Table 2.2 of World Bank, “Accelergtalawi's Growth: Log-Term Propects and Transitional
Problems”, 1997.

S See Y. Van Frausum and D.E. Sahn, flearatirg Povery for Malawi's Smallholders: External Shocks and Rolic
Distortions”, in D.E. Sahn (ed fconomic Reform and the Poor in Africaxford, Clarendon Press, 1996.
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that the currencbecame over-valued. It has been estimated that this over-valuation was around
40 percent and that it reduced GDP dgrthe 1980s ¥ 15 percent’®

Cumulativey, these three elements sevgmaduced livig standards. Between 1979 and 1987
both mearper caita private consurmtion and mean smallholder value-added fglblbound a
guarter (see Table 1). Since even before this decline the incidepogearfy in Malawi was
amorg the hghest in the world, 1987 there was an acygeverty problem.

Table 1: Private Consumption and Smallholder Income, 1979-96
(K at 1978prices)

priv a.t e index smallholder index

consu_nptlon value added

per caita per caita
1979 82.1 100 252.8 100
1983 73.4 89.4 223.8 79.1
1987 62.3 75.9 242.4 75.6
1991 74.2 90.3 269.0 74.7
1993 83.2 101.3 311.1 81.4
1996 68.6 83.6 387.4 92.7

SourceNational Accounts
Note The 1991population is estimated as 9.1 million; we have assunmmapalationgrowth rate of 3.@ercent.

8 van Frausum and Sahop. cit, Table 11.3.
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Even ly 1983 thes@roblems were sufficienglserious to rguire Fund involvement, althgh
the program was in effect aborted in 1986. At the time phagram collgsed in 1986/87, the
Central Bank was not able to meet extepagiments obljations and the bggt deficit was 12.5
percent of GDP. In 1987, thgovernment adated a shadovprogram and in 1988 Malawi
became the first regient of ESAF.

The First ESAF: Program Design

The focus of thgrogram waspartly fiscal andpartly structural. The fiscal gbctive was to
reducegovernment egenditure from 33ercent of GDP in 1986 to Zrcent ly 1991 partially
offset by aplanned reduction in revenue from gércent to 1&ercent over theeriod. Within
revenue, there was to be a switch from taxegroduction to taxes on consption.The
structural opectives were liberalization of fogm exchage, productivity gains in smallholder
agriculture, reform of gricultural marketig and financial liberalization. Thgrowth oljective
was modest: it was antpated that the decline iper caita GDP would be converted into a
small increasé’ Since thepectation was for littlggrowth, the reduction in the panditure
share inplied a reduction irper cgita government egenditure of oneguarter over fiveyears.

The social inpact of theprogram was eglicitl y considered. Thgovernment intended to increase
the share of social pgnditure. Since the initial share of socigbemditure in total ependiture
was 20.50ercent, to be fujl protected from th@lanned reduction in total gnditure, had the
plannedgrowth of GDP been achieved, the share of socj@miture would have needed to rise
to 27 percent. Plans were brogdtonsistent with sucprotection. For exaple, the 1988/89
budget planned to increase the share of social services tq2&ént. Althogh outturns tended
to fall short of theselans, ly 1992/93 the share had risen to 2de8cent.

The structural reforms focused on trade liberalization and the smallholder sector. Yéth res
to the latter, there was attention to ragganoducerprices, increasigfertilizer use, accumulat

a strateic grain reserve and liftmrestrictions on engrinto cash crps. The likey social inpact

of thepricing reforms was lagely positive. Overwhelmigly, poverty was rural and the reforms
were aimed at raisgrural incomes. However, the situation was phcated since theoorest

40 percent of smallholders were substantial methasers of maize, meagionly about two
thirds of their rguirements from their owproduction and so would facegdhier net costs from
increases in maizarices. By contrast, the better off giercent of smallholdensroduced twice
as much as tlyeconsumed® A 1990 internal Fund document notedpiftislem. Since the
poorer smallholders were net sellers of labor angrdmortionatey located in the Southern

T A second scenario conditiongban additional donor fund@anticipatedper caita growth acceleratigto 2

percent.
8 World Bank, “Malawi Human Resources and Poyeflovember 1995, Table 3.22.
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Region, this could have been tackled either tigtowaisirg minimum wages on the estates, or
through aprogram of tageted labor-intensive rurgublic works!® The former was indeed
admted: minimum waes were doubled in 1989. The stgidegrain reserve was @oyed in
1990 to offset the effects of drgiut.

9" Malawian smallholders areymically integrated into labour markets. A measure of this is that out of about

one million smallholder households, over 300,000 members weseveavking or looking for work for more than
three months durin1992/93 National Sample Survey of AgricultuidSSA), 1992/93, Vol. 4, Table A6.0).

° Fund staffproduced a studin which the inpact of chages in consumepgrices,producerprices and wges
on the real income of various soajabups was calculated. See R. Hicks and O.P. Brekk, “Asgegwrnpact of
Structural Adustment on the Poor: the Case of Malawi”, IMF Wogdigper 91/112.
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The First ESAF: Outcomes

Fiscal ajustment wagradual but effective: Y1991 the fiscal deficit (includggrants) fell to

3 percent of GDP! B contrast, structural fastment was limited. dricultural marketiny
remained heawl controlled, and the exchga rate remained over-valued. The net effect on
growth durirg 1987-91 was thader caita GDP continued its decline but at the more moderate
rate of 1percentper annum. Van Frausum and Sahn estimgpara”effect of the ESAF forgm
exchamge inflow in the absence gpolicy charmges and this seems the martinent
characterisation of the jpact of the first ESAF. Theestimate that the inflow increased GDP
substantiall, by around 4percent relative to the counterfactual.

From 1992 the fiscglosition raidly collapsed. There were three further shocks in 1992: the
most severe drat of the centuyr during which maize oydut fell by 60 percent; a cut-back in
aid of nea 4 percent of GDP as donopsessed fopolitical liberalization; and a 6Bercent
wage increase in thpublic sector in rgmonse to labor unrest. This was followedayperiod of
contested elections, a clggnof government, and a further drght, culminatirg in a deficit
(including grants) of 15ercent of GDP in 1994/95. One of the last acts of thg@rnment
was to float the exchage rate, the rategainst the dollar fallig from 4.4 to 15.3. The combined
effect of the shocks and the fiscal cpa was thaper caita GDP declined ¥ 8 percent
between 1992 and 1994.

The Second ESAF

In 1995 the newgovernment adated a new ESAF Pgoam. This envisged raid fiscal
adustment, reducimthe fiscal deficit to fercent ly 1995/96. Government p&nditure was
planned to fall from 42ercent of GDP in 1994/95 to Z#&rcent in 1998/99. The structural
reforms includegbrivatization ofpublic enteprises, civil service reform, the elimination of the
restrictions on smallholder access to land and cagls,cand the liberalization ofyacultural
marketirg. The net effect of the reforms wagegted to raise thgrowth of GDPper caita to
1.5percentper annum.

There is evidence that thgracultural reforms would indeed be addregdime constraints faced
by the ruralpoor. As of 1990 amanthe poorest smallholders newgrla fifth considered
government rgulations or trangorting and marketig as the most iportant constraint on new

81 This is inclusive of interegiayments on domestic debt op2rcent of GDP. Nearlall of this was in fact debt
reduction since real interest rates were much lower than nominal interest rates.
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enteprise. However, a further tenth identified lack of technical information as the most
important constraint, while enhangithe extension service was not a focugrofiram desjn.*

The envisged reduction in thgovernment egenditure share and Gjjpowth implied a fall in
per caita realpublic expenditure of 34percent between 1994/95 and 1998/99.{ddeshis,
social eyenditures (on health and education) wa#asned to increase, njtst absolutel, but
as a share of GDP, from 4pBrcent to 6.4ercent. Agpart of this,primary school fees were
abolished, leadmpto a 50percent increase in enrollment. Altlgbuthis was fiscayl demandig,

it should be noted that p&nditure in 1994/95 was dhly atypical, so that much of the
adustment could be achieved gily by revertirg to thepre-crisis budet.

Theprogram was eglicitly desgned to begro-poor. It was gain explicitl y recaynized that the
poorest were ngiurchasers of maize. In order to méte the ngative effect of envisged food
price increases on thggoup the program includedoublic works, tageted input programs, and
syoplemental foogorograms. An innovative feature was the Malawi Social Action Fund in which
rural communities themselves identified gadt-financedorojects. Thgrogram faced some
difficulties because of the absence of democratic institutiogev@rnment at the local level.

To date, thgrogram has been ghly successful. Fiscal stabilization was achieveg vapidly
with the fiscal deficit fallig to 3.8percent ly 1996/97. Combined with favorable weather, the
growth effect was dramatiper cgita GDP m& havegrown by 5.6percentper annum durig,
1994-1997% The effect of thgricultural pricing reforms alone has been estimated to increase
GDP ly around Jercent* The effect of the exclygmnrate aplistment inplementedust before
the chage ofgovernment waprobably much lager. Recall that the effect of a full exclggrate
liberalization (4Qpercent real devaluation) was estimated to raise Gpérdund 16ercent.
Although the actual devaluation was initiattven lager than this, it was pedly eroded to about
20 percent ly 1996. Its effect omgrowth was nevertheleggobably larger than that of the
agricultural reforms. Durig the financial liberalization, real interest rates were injtiaéavily
negative, but ly 1997 had risen to around Jercent. The bankm sector remained
unconpetitive: liberalization had focused more on interest rates than on market structure.

82 HESSEA Surve of 1990/91. We neort the reponses of thgoorest 4Qpercent of smallholders in the

Southern Rgion, thepoorest of the three geons, Table 29p. 330.
8 This estimate is based provisional National Accounts data at 19%#es.
84 van Frausum and Sahop. cit, Table 11.3.
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Distributional Effects of the ESAFs
The First ESAF

There are two routesylwhich the ESAF nght have had a social pact, throgh chamges in
household incomes and thghuchamges in social egenditures. We consider these in turn.

During the first ESAF there was little structural clganFurther, althagh the decline in the
econony was halted, there was gmowth inper caita terms in GDP. Hence, one wouldoekt
that the inpact on incomes would be rather limited. A morplssticated basis for gectations
of the inpact on incomes comes from a simulation model.

The main effects of thgrogram were to agment foregn exchage inflows and to contaipublic
expenditure. The distributional effects of thmure' foregn exchage inflow has been simulated
by Van Frausum and Sahn. Their resuliggest that the benefits frompare foregn exchage
inflow would accrue digroportionatey to urban sociajroups: urban wge earnergparticularly
those in thegovernment sector, and the porate sector. Converselthe shares of income
accruirg to smallholders and estate labor would be reduced. In absolute teyrasttivate that
for smallholders the adverse distributional effects owgiwthepositive overall effect of ESAF
on GDP of 4ercent. Smallholder incomes fall B percent as a result of pure' ESAFprogram
without policy charge.

The limited evidence on incomes broadlears out th@redictions of the simulation model.
Between 1987 and 1991 accomliio the national accounger caita smallholder real income
was virtualyy constant. This is gyorted ly a conparison of household suryg for 1984/85 and
1990/91 (see Table 2). Both suygeshowed the Southern ggen to be much thpoorest. Real
wages in manufacturoprose ly 3 percent. The main deviation from what one woulgest on
the basis of the model simulations is that the reglesaf estate workers rosg b5 percent.
However, this reflects that the model does not take into account the sagahgathrough the
increase in the minimum \ga on the estates.
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Table 2: Survey Evidence on Real Incomes of Smallholders during the First ESAF
(K in 1990prices)

Southern Central Northern All
1984/85 695 1305 1301 990
1990/91 568 1300 1411 909
1992/93 452

Source for 1984/85 from Byor, op. cit, Table 16-3; for 1991/92 from HESSEA, Tables 15 and 38; for 1992/93
from NSSA, as ngorted in Table 3.1 of World Bankjalawi: Human Resources and Poveupyp. cit, converted

to household incomeytassumig a rural household size of 4.4, as cited in Table 2.1. For 1984/85 and 1990/91 the
figure is mean income, for 1992/93 thgufie is for median income which will be somewhat below mean income.
Deflators are fronMalawi Statistical Yearbook, 199Bural CPI, and from SM/93/7, Table 10.

We now turn to the ipact via social egenditure. Table 3 brgs tayether the iput measures of
budgetar expenditures on health and education with variouputuneasures.

As discussed in the Zimbabwe section, there arepwmgsible congats of realgovernment
spendirg. In one case, a value coptés derived g deflatig nominal fgures ly the agregate
GDP deflator. In the other case, a volume cphisederived ly deflating nominal fgures ly an
index of costs which in the case of health and education will be dominatealbs. These two
approaches malead to vey different results, as indeed was the case in Zimbabwe whgeswa
declined shaly in terms of the GDP deflator. For Malawi, ugithe first gproach, the
government maintained total health and educatigemediture constant, althgh this inplied

a fall in per caita terms (see Table 3). Althglu there are no official sectopecific deflators
for the health and education sectors, we can constructyouosify data on the earngs of
government workers in commumpjtsocial angpersonal services which corpesd closey} to
health and education. The results indicate thaewsdell substantiall (by 20 percent) relative
to the ggregate GDP deflator. As a result, whereas the value pbsbews a deterioration, the
volume concpt implies an inprovement. The volume conaemplicitly assumes thajuality

is constant. To the extent that the decline in reajesaled to a deterioration in staff
performance, the volume measure over-estimates the real gelsmcial services. Hence, both
the value and volume measures are biased, bpiposie directions. Since the formeigggasts

a deteriorationyparound 1(ercent and the latter ggests an improvement lg about 1(percent,
the most reasonable inference is that there was littlegeharreal social service deliweper
cgpita durirg the first ESAF.

Whereager caita real irputs into health and educatioppear to have syeed broadf constant,
there were gnificant improvements in the outcome measures shown in Table 3. In health,
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ante-natal attendance and immunizations both increased and infant and childynbarttafiéll.

In educationprimary school enrollment increased yeubstantiall. However, we should note
that the absolute levels of the various indicatorgace even l the standards oflow-income
countries. Hence, there is some evidence thairdakictivity of social services increased dugyin
theperiod and that this led to proved outcomes.

Table 3: Health and Education Indicators during the first ESAF
(indexper caita, 1987 = 100, unlespacified)

Indicator

Health

health ependiture (value)
health ependiture (volume)
Ante-natal attendance
Infant mortality (per 1000)
Child mortality (per 1000)
Immunizations: BCG

DPT

Polio

Measles
Education

education ependiture (value)
education ependiture (volume)
Primary school enrollment

1987 (or nearest)

100
100

100
138 (1985)
125 (1985)
100

100

100

100

100
100
100

1991 (or nearest)

90
113

121
134 (1990)
115 (1990)
99

113

106

131

88
110
139

Sourcesante-natal attendance3tatistical Yearbook, 199Fable 3.13; infant and child mortglitMalawi Social
Indicators Surveyl995; immunizationsStatistical Yearbook, 199 able 3.16; health and educatiopenxditure
from SM/93/7, Table 14, deflated the GDP deflator for the value series from Table 1. Deflagegbbernment
wages in communit, social angbersonal services froftatistical Yearbook, 199%able 6.4 for the volume series.
The waye data are for 1987-90, rather than for 1991. To the extent tgaswaclined between 1990 and 1991 this

is an underestimate; enrollments fr&tatistical Yearbook, 199Fable 4.7.

In summay, durirg the first ESAFperiod the incomes of th@or were broagl constant, while
social exenditure wagprotected and indeed social indicators showed someirement.

The Phase of Program Collapse
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Between the two ESAprograms, Malawi egerienced a series of shocks as discussed above.
For smallholders, the most portant one was the 1992 dghi. This is reflected in the fall in
smallholder incomes shown in Table 2. The haghincome shown in that table overstates the
decline because thegtire for 1992/93 is for the median rather than the mean. However, there
is no doubt that smallholder incomes fell substantigiie maize crpfell by 60 percent in the
drought year. Also in the 1992/93 NSSA suyva lage number of smallholdersperted that

their income had fallen even in nominal terms frompieeediry year, at a time when inflation
was around 2@ercent. Wge earners, both rural and urban, also lost hgaRie€al earnigs
declined ly around 3Qpercent between 1990 and 1994. Thus, dyutire period of program
collapse all mgor socialgroups lost heavi.

The Second ESAF

During the second ESAF, there has been both substantial structural reform and substantial fiscal
adustment. The structural reforms would bgeoted to have substantial distributional effects.

The Van Frausum and Sahn simulations agairebe used to estimate the distributional effects
of the ayricultural price and exchage rate reforms. Recall that anportant distinction aman
smallholders in Malawi is that th@orer half are net lyers of maize whereas the better off are
net sellers. We are able tpppoximate this effectypdistinguishing between smallholders below
and above holdigs of 1.5 hectare. Accordjnto the simulations, the incomes of theorer
smallholders roseybl3percent as a result of tipeicing reforms and ¥ 3 percent as a result of
the devaluation. The incomes of the better off smallholders are affected more substantiall
agricultural liberalization, with incomes increagiby 33 percent, and alsoyldevaluation, with
incomes risig by 5 percent.

Conpared with the econoynas a whole, smallholders thgained much more from the
agricultural liberalization and much less from the exaderate liberalization. The relatiyel
weak effect of the exchga rate reflects the fact that smallholders areouethasers of forgn
exchame, biying imported fertilizer, but that thyeproduce a non-tradabgwod, namef maize.

In this distribution regect Malawi is rather distinctive. Usugllsmallholders are garded as
disproportionate beneficiaries of exchgerate dpreciation because tiiare sellers of tradable
crops whilepurchasimg few imports. Malawi is distinctivgartly because its vgrhigh trangort
costs make maize non-tradable over a vadee rarge, andpartly because at the start of the
reforms thegroup of smallholdergrowing tradable crps such as tobacco was so small.

Whereas smallholders goeedicted to havgainedquite substantiayl from the combination of
agricultural and exchage rate liberalization, the modaiedicts that estate workers would face
a serious decline in their income of @&rcent. This reflects increagifood prices in the face
of nominal wae rigidities.
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There are aget no data at the household level with which to check tbreskctions. National
accounts data ggest, however, that distributional clygs have indeed beendar First we
consider smallholders. To abstract from the effects of the 1994ltrome conpare data for
1996 with those for 1993. This cparison sggests thaper caita smallholder real income went

up by 14 percent (Table 13 This reflects theeviously untgpped potential for raisig incomes

by diversification. In 1992/93 incomes of households whose mainpation was tobacco
growing was 2.3 times asdf as that of households whose main pation was maizgrowing.
Threequarters of smallholder households had their maingatean as maizgrowing, whereas

only 6 percent wereggrowing tobaccd® Between 1993 and 1997 the number of smallholders
ergaged in tobacco@proximatel doubled.

For the whole economper caita real income declined over the sapeegiod by 3 percent, so
that smallholdersppear to havegained relative to the econgnas a whole. This is consistent
with the modelpredictions for a lage ayricultural reform and a modest exclgenrate
liberalization, such as has characterised the ESAF to date.

By contrast, formal sector \ga earners lost, at least in the short term. In the urban egoreah
wages fell by 38 percent between 1994 and December 1995. This wascidrgly offset ty
wage increases followi strikes in 1996. In this case the losers, urbagewearners, were
initially consideralyt better off than thgainers, smallholders. In this sense, therefore, there was
not a case for a safehet tageted at this caggry of losers. In addition, an iportantpolicy
charge has been the dexdation of tradilg andpetty manufacturig activities in urban areas.
This has createdpportunities for incomegeneration in urban households and has therefore
provided a self-selectqisafey net for the urbapoor.

However, this does nopgly to a second cagery of losers, namglestate workers. Cqparison
of living standards between estate workers and smallholders is difficult but g sanducted
in 1994 concluded that the welfare of women and children on the estates wasdwoopdrable
with that amog the poorer smallholder§. Aspredicted ly the model, estate workers lost
heavily. Between 1994 and December 1995, an estate worker recaiviage entirey in cash
would have seen its real value halfgd. piactice, to vaying degrees, estate workers received

8 The National Accounts on which we base these calculations are ipdeF8 A new series based on 1994
prices is undepreparation and maqualify these results.
8 National Sample Survey of Agriculture, 1992/98lume 4, Tables A3.0 and A5.0.
W.C. Dede Kamkondo and K. Wellard, “Women and Children in the Smallholder and Estate Sub-Sectors in
Malawi”, Rural Develpment, Bunda Colige of Agriculture, Lilorgwe, 1994.
This and the urban real @& chaige have been calculated fravionthly Statistical BulletinMay 1997,
Tables 4.1, 11.5 and 11.6, dathtistical Yearbook, 199%able 6.3. Aricultural and non-gricultural wages were
deflated ly the rural and urban CPI, pesctively.
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part of their income in kind in the form of maize. However, even allgion this, there was a
severe decline in real incomes which would have warrantgetéar safgt net intervention.
During the first ESAF, thegovernment had indeed achieved this tigloan increase in the
minimum wae. Since the inflation durinthis period was much more pal than durig the
equivalent phase in the first stabilizatioprogram, there was a much stgam case for
intervention.

The second ESAF envigad a raid growth in social egenditures drivenya reallocation of
the budjet. This has been reinforcey the rgid GDPgrowth between 1994 and 1997. Hence,
the exectation is that real value of social service dejiweitl have increased. This is liketo
have been aymented ly a fall in the unit cost of social service deliyers over most of the
period real wges in thegovernment sector have been lower than in 1994. The most gtrikin
evidence of improvement in service deliveiis that enrollment iprimary education increased
by over 60percent in 1994/95, after school fees were abolished. Thegelveaas strogly pro-
poor: enrollment rates had been considgrétlver for the children of

poor households and these differences were redficed.

Against this mpor improvement in education, there is some evidence of a decline in thegsovera
of EPI immunizations due to a cut in outreach activities as a result of reductions in the health
budget: between 1992 and 1995, ftreportion of children fuly immunized fell from 82ercent

to 75percent. Over the sanperiod, there was an increase in the incidence of severe g/astin
from 5.4percent to 7ercent’® However, both of these deteriorationghtnhave takemlace
during the 1992-94oeriod of program collgpse. There is also evidence of a reduction in the
availability of drugs, possibl due to excessive p&nditures on the p#al program in the health
budget. Thesgroblems are copounded l thegrowing prevalence of AIDS. It is estimated that
deaths from AIDS will more thaguadriple between 1995 and 2000 which time AIDS cases
will be absorbig half the health bugkt® Asyet it is notpossible to verif other apects of
social inmpact ajainst evidence frorperformance indicators.

In summay, while durirg the first ESAF the social ipact was modest, that of the second ESAF
was substantial. The mostportant effect was the increase in smallholder income gifingps
which lost in thigoeriod included urban workers who were not ini@morg the corgooor, and
the estate workers who were. This latjesup was not sufficienyl protected in contrast to

8 FE. castro-LealyWho Benefits from Public Education Spending in MalaW@rld Bank Discussion Par, No.
350.

% Malawi Social Indicators Survey, 1995ig. 6.2.

%1 B. Lodh, “Economic Irpact of AIDS”, mimeo, UNICEF, Lilogwe, no date.
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interventions durig the first ESAF. Social services deliygrovides a mixegicture. There was
a massive iprovement in access fwimary education, while some of the health indicators
deteriorated.

Conclusion

The first ESAF was characterizeg benporarily successful fiscal gdstment, but without
substantial structural ggstment. Ay social inpact of thisprogram was modest. The incomes
of thepoor were broadi unaltered as were socialgenditures, while social indicators noved
somewhat. The second ESAF was also figcallccessful, indeed makjra much lager
correction over a much shortperiod. However, in contrast to the first ESAF, it was also a
process of structural ggstment. Both the forgn exchage and gricultural markets were
substantial} liberalized. The structural padtmenproducedpowerful distributional effects with
smallholdergaining and urban wge earners losg This redistribution waprogressive.

However, durig the period, estate workers, who were alrgamorg the corepoor, lost
substantialf. This cannot be attributed to the ESAF but rather to the inflation which was
inherited from theperiod ofprogram collgpse. In the absence of ESAF, thieup might well

have lost more as inflation would have been evghdri It is to be noted that ga earners are
likely to suffer substantial short-term income losses duouts of unegected raid inflation.

It is relatively straghtforward toprotect formal sector vgg earners from these effects, as indeed
the Malawiargovernment did duripthe earlier ESAF. However, in Africa most formal sector
urban wge earners are not anwthe corgoor, so that intervention on the basis of a gafiet
argument cannot reagilbejustified. The estate workers in Malawi constitugg@up for which
intervention igustifiable on a safgtnet agument, and for whom tgeting is straghtforward.

While the second ESAF can be considered as successful, the gasrstithfar from reachig

its growth potential. The transformation of smallholderiaulture has oy just bgun and is still
suffering from weak marketig and trangort infrastructure. Investment in the formal sector has
yet to become substantial. Theganumber of Malawian enfeeneurs liviig abroad constitutes

a resource of consideralgetential for the econoyn(as in Wanda), but there not get been
much return ngration.



- 126 -

OWNERSHIP ISSUES
The Political Context

After 30years of rpressive and autocratic rule under President Banda, Malawi succumbed to
pressure from the international donor commyamd domestic democratic forces and fipall

in 1992, began aprocess opolitical liberalization which culminated in elections that lgiou

to power a newgovernment in 1994. The first ESAF argement and itprecursormprograms

were thus marged under a Ighly-centralized decision-malgnsystem with vey little
consultation outside the Ministof Finance and the Reserve Bank of Malawi altioa loose
coordinatirg body, including senior ministers, heads of the sequagencies, and gesentatives

of the rulirg party, provided some sort afeneral oversjht throwgh periodical meetigs.*

The ESAF arragement pannirg theperiod 1988-94 had mixed results; the fiscguatment

it entailed was reasongtduccessful while the structural benchmarks suffegefisiant delgs

in implementatior®® But the restrictiymlitical system under which these reforms had been
carried out, had lgein to crumble alreadin the closiig years of the Bandagame, aspolitical
liberalization bgan with the rpeal or modification of ngressive laws in Agust 1992, and the
rise of gpositionparties followirg the referendum in June 1993, which ended maré: rule.
Already in September 1993, there were strikeg the civil service demandinincreases in
salaries and wge conpensation, and callgion thegovernment to regn.

The newgovernment took over in a situation pfofound fiscal crisis causedybarge and
unplanned civil service wge increases, and ganditure overruns mawlassociated with the
elections. Thesproblems had been further cpounded Wy rising food prices, followed g a
mgor drowght durirg the 1994 crp season, and corggent acceleration in inflation.

Ownership of Policy Reforms

Against the badajround of this crisis, caused/ldwo mgor drowghts (1991-92, 1994), the
sugension of donor aid, and the fiscal deterioration noted above, thgavennment soght

%|nterviews, Agust 1997.

SThe aricultural sector reforms included the lifjrof restrictions on smallhold@roduction angrivate
sectorparticipation in marketig and distribution of gricultural products, and in thparastatal sector, included a
restructurig of a number of state mopalies, mainy the Agricultural Develpment and Marketig Comporation
(ADMARK) and the Press Cporation.
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Fund assistance and agrgimonth standparrargement wagranted in November 1994 to pel
stabilize the econoyn and create conditions for the @tion of an ESAF arragement.

This stand-i arrargement wagrepared in rather difficult circumstances. Tdgw/ernment was
not onl new; it had inherited an enormous crisis and was confronted with a restive civil service
whose lyalty could not be taken fagranted. In the event, the Fund’s intervention coincided
with large Bank and donor missions, all of them thafdy well-intentioned buperhgs not
mindful enogh of the caacity constraints that the negovernment faced. Indeed, the
government reagnized these constraints when, in Jagub®95, it worked out a national
cgpacity-building program for financial margementjointly with representatives from the Fund,
the UNDP, the Bank, the EU, and bilateral donors, outliitstechnical assistance needs and
possible fundig sources. In the vgnature of the situation, even thigaaity-building program
was not exacyl thegovernment’'groduct, as it rguiredgovernment “endorsement” in gust
1994.

Apart from these gaacity constraints, the neovernment also had to contend with other
political problems. The labor situation was tense, as waadiitecal tenperature, followiig the
arrest of the former President on murder gbar

The Fund staff cleaylappreciated these constraints in a remarkable assessment of the overall
situation in an internal Fund document but saw them, not so much in terms of their effect on
national ownersipi and the implications therefrom for the |lger term sustainabijit of the
program, but as short-term “risks” that could be “minimized to the extent there is sufficient
coordination in the reformrocess to ensure thpdtential bottlenecks are arrested in a tynel
manner.” Kg policy makers, it continuedwould also need to be focused and made aware of
the broad ofectives of thgorogram. In this rgard, it would be useful to gage a broader
section of theggovernment in th@reparation of the PFP.”

Thegovernment was priired to take a number pfior actiond' before the stangharragement
followed in November 1994.

Not suprisingly, thegovernment ran into considerable diffiguih implementirg the ayreed
reforms. To bgn with, the droght in 1994 turned out to be even more devasidtian was
originally envisagied, and GDP declined/ld2.4percent instead of programmed 9.3ercent
decline. Widepread food shortges causedybthe droght, a shav depreciation of the curreng

94Theprior actions included substantial increasepatroleumproductprices (131percent for kerosene, 85.3
percent for diesel, and 27pgrcent forpetrol) and other revenue measures, a revised cagletingdsystem, and
an increase in the rediscount rate, agoiher thirgs.
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and the effects of the increases inphees ofpetroleumproducts, amog other thimgs, led to
an acceleration of inflation which shqi to 66percent ly the end of 1994 gainst a taget rate
of 37 percent.

A sense of hpelessness and a fegiof imposition quickly took hold in the tp levels of
government as thyestruggled with thepolitical fallout from these hardgts. Indeed, this feelq
of imposition still pervades thepper echelons ofovernment and the rulgparty, and is also
very evident in the outlook of eministers, includig the Minister of Finance, withgnificant
implications for the sustainabijitof the ESARprogram in Malawi®® In the business commuynit
no less, the feelmis even more intense. Our megtimith the business communyiin Blantre
wasperhags the most hostile of all the meaggwe had durig our county visits. Malawi was
also where we found the Fund'’s igeato be the most gative,generaly.*

The Scope of Support for the Program

Initially, commitment to th@rogram at the tp levels ofgovernment, includig egpecially the
Ministry of Finance, was most determirféd. The situation was critical, resourcesquinelre
and therefore thgovernment made thalicy conpromises rquired to obtain access to external
funds. But the base giolitical commitment ingovernmentgeneraly was, from the ver
beginning, rather narrow. Thprogram was lagely borne on the shoulders of the Minister of
Finance at the time — aghily cgpable and dedicatquitriot who acted from genuine conviction
that thepath chosen was theght one, even if less travelegl.bBut the result was the increagin
isolation of the Minister of Finance as other ministers, agdrozedgroups, includirg the
business communyif remained unconvinced and alienated. For the business comnthait
alienation was deened ly the inposition of an egort tax which had evidentl been

% A number of donors interviewed in Lilgwe also epressed concern that thbeogram had been iposed
upon an ineperienced and ilpreparedgovernment, without due gard for the critical economic anmmblitical
conditions it faced. (Interviews, Malawi, gust 25,1997).

% some in the business commuyriitamed the Fund, even for the sins of others. For pleamne of the
most bitter corplaints was thgassirg of a new industrial relations act which, in their view, contained
unreasonalyl permissiveprovisions on strikes and which thblamed the Fund for. When wgeinted out that
this legislation had nothig to do with the Fund and had in fact, beeoposed ly the International Labor
Organization (ILO), we were met with a retort that the ILO must have been directed toylthecHnind! The
Fund, it would seem, is oftgerceived as havinapre-eminenposition amog international aganizations but
this obviousy comes withgreat costs!

" The stabilization measures weyreeted with widgzread strikes all over the couptvhich thegovernment
resisted firmy. It faced off a strike yocivil servants in Agust 1995, gguing that no accommodation could be
provided before the followigpfiscalyear. And further, that grfurther salay increases could onpbegranted in
the context of general rationalization and reduction in the size of the civil service.
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implemented as a once-and-for-all revenue measure but whighetind other donors garded,
quite correct, as thoroghly irrational ®®

The bureaucrag for itspart, remained half-hearted at best and npasthical about the reforms,
and about the role of the rigimumbers of welpaid external technical advisors. In these
circumstances, the Minister of Finance, as head of the economigenaeat team, had little
choice but tqut together and work with a small core team, leg\ime rest of the minisgrand

the officials of the Ministy of Plannirg mamginalized and resentful. As tipelicy agendagot
larger with time, and with little relief from uncoordinated technical assistance from different
agencies, which the Minister of Finangeatefully acknowleded but soght in vain to better
target, the core teamuickly became overstretched.

For the mgority of the ruralpoor, includirg smallholders from around thepital, Lilongwe,
frustration over the removal of fertilizer subsidies way wetense. The bitterly conplained
that these subsidies had been removed without mygaretion, and what was more, without
ary steps beirg taken togive them access to wriorm of credit,given that the existigrural
credit scheme had all but cqied under the weght of a hgh incidence of non-recower®

Among donors, there was a feddithatpolicies were not begpthowght throwgh enowgh, excet
where the Fund had a direct interest such as, for instance, the Value-Added Tax (VA@halthou
even here, thethowght the timirg was wroig. There was a sense that too gnamtiatives were
being undertaken Y different donors, that nobgdeemed to be in clg. The Bank, it was felt,
had become ovpowering and much too obtrusive in its work in Malawi, often to gneat
irritation of political leaders; there was somepextation that in such circumstances, the Bank
would have been “called to ordery the Fund. Theeneral inpression was that the absence of

a Fund resident peesentative was not hpghg matters in this mgard.

Authorship of the Policy Agenda

In the final analsis, authorskp of thepolicy agenda angbolicy documentation is a function of
technical cpacity which, as we have noted in Malawi’s case, was seyvereistrained. The
ruling party has had gro-reform posture from the vgrbeginning. Indeed, theparty had
declared itself in favor of liberalization apdvatization in its election manifesto. However,
political opposition and weaknesses in the administrative and technigatigaof the civil

98Interviews, Awgust 1997.

9When asked what tievould do if some benefactor handed them US$1,000 paabkant farmers (mogtl
women) interviewed around Lilgwe, each ndlied without aiy hesitation and in a remarkable attestation to
their determination to break out of the sgi@hold ofpoverty, that thg would buy fertilizer, and more fertilizer.
(Interviews, Agust 1997).
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service had irposed real constraints on th@vernment’s gace for maneuver. Moreover, donors
also ofterpush @endas of their owf?  Given tigevernment’s limited technical pacity and
thepressures on suchacity as there is, the PRIPocess and the entiplicy agenda settig
has tended to be dominated unydoy the Fund™

Ownership Promotion

While there are no references ty qarticular initiatives for the Fund to daen the ownerspi
of theprogram, there are references to internal Fund documents tigassuand gain this was
confirmed ly interviewees in the field, that Fund missions have irptts held meetigs with
the Economic Committee of the Cabinet “to contke messge that remedial actions are
immediatey required.”

As for the rage of Fund contacts, staffperts sggest, and gain this is corroborated in the
field, that missions have interacted mgsilith the usual core team, mainthe Ministy of
Finance, Ministy of Plannirg and Reserve Bank officials. Thalso have had gelar meetigs
with the donor communyjt and occasional ones witprivate sector naresentatives.

Cooperation with the Bank

Staff documents contain the usual references to full and clogeredion with the Bank, with
the participation of Bank staff in meetgs of Fund missions, pscially joint discussion of the
PFP. While there is no reason to doubt that thperation is as described in these documents,
it is worth notirg that theperceotion of some donors in the couptwas that the Bank takes
initiatives without due consultation with the donor commymit with the Fund in areas of
common interest??

100an anti-corrytion bill passed in the context of the civil service ref@mmgram wasprobably done under
pressure from the Overseas Deyehent Association (ODA) of the UK, after the ODA Ministepogedly
threatened to cut aid toyagounty that failed to exercise accountalyiland tranpareng. (New African May
1994: 43).

1011 hterviews, Ministy of Finance, Malawi, Agust 1997.

192The donors madgarticular reference to an instance wiest weeks after the Mal997 consultative
group meetirg on Malawi, the Bank sent a letter to the Minister of Finance, whigipérantly also sent to the
Presidentprotestirg an increase in the number of ministries cogttarcommitments madeylihegovernment.
This letter evidenyl causedyreat digjuiet amoig the Cabinet, and also anmgpdonors who felt that the Bank’s
intransgence over the matter (the Bank had sent two missigoetest the issue even after gj@vernment had
explained the situation) created unnecegsavkwardness in relations between gogernment and the donor
communiy, including the Bank and the Fund.



